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GRASSI& CO., CPAs, P.C,

IndependentFirm Associated With Moore Stephens International LT

INDEPENDENT AUDITORS' REPORT

To The Board of Trustees
South Bronx Charter School for International Cultures and the Arts
Bronx, New York

We have audited the accompanying statements of financial position of South Bronx Charter School
for International Cultures and the Arts at June 30, 2008 and 2007, and the related statements of
activities, functional expenses and cash flows for the years then ended. These financial statements
are the responsmlhty of the Company's management. Our responsibility is to express an oplnlon 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. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our 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 South Bronx Charter School for International Cultures and the Arts at June 30,
2008 and 2007, and the resuits of its operations and cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report, dated October
30, 2008 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 results of 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.

Ahasi Co,0PAs, PLC.

GRASSI| & CO., CPAs, P.C.

Lake Success, New York
QOctober 30, 2008

-
HEADQUARTERS: COrrHER (OFFICES;
2001 Marcus Avenue Suite $-265 New York City: (646) 273-1300
Lake Success, New Y ork 11042 www.grassicpas.com

(516) 256-3500 w Fax (516) 256-3510




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS

STATEMENTS OF FINANCIAL POSITION
JUNE 30, 2008 AND 2007

ASSETS

Cash

Receivables from governmental agencies,
net of allowance for doubtful accounts of $0

Receivables from NYS Stimulus Facility financing grant,
net of allowance for doubtful accounts of $0

Prepaid and other assets

Property and equipment - net

Security deposit on purchase of building

Total Assets

LIABILITIES AND NET ASSETS

Liabilities
Notes payable
Accounts payable
Due to management company
Accrued salaries and benefits
Obligation under capital lease

Total Liabhilities

Contingencies

Net Assets
Unrestricted

Total Liabilities and Net Assets

008

12,578
285211

16,259
3,021,711

3,335,759

1,900,000
122,614
508,260
224,288

1,443

2,756,603

579,156

3,335,759

The accompanying notes are an integral part of these financial statements.

-

2007

25,807
208,839
250,000

16,608
84,300

250,000

835,554

22,039
152,496
178,360

5,772

359,567

475,987

835,654




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS
STATEMENTS OF ACTIVITIES .
FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

2008 2007
REVENUE AND SUPPORT:
Resident siudent enroliment $ 2,968,954 2,068,463
Federal funding 182,889 99,273
NY$ Stimulus Facility financing grant 100,000 250,000
State funding 197,099 211,167
Food service 101,721 106,761
Students with disabilities 2,574 7,908
Government grants 29,325 29,311
Interest income 6,170 17,574
Total Revenue and Support 3,686,742 2,790,457
EXPENSES:
Program Services
Reguiar education 2,629,621 1,766,289
Speciat education 108,635 49,245
2,738,256 1,815,534
Supperting Services
Management and general 745,317 502,108
Tolal Expenses 3,483,573 2,317,642
Change in Net Assets 103,169 472,815
MNet Assets, Beginning of Year 475987 3,172
Net Assets, End of Year $ 579,156 475,987

The accompanying notes are an integral part of these financial statements.
3.
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SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from resident student enrollment funding
Cash received from federal funding
Gash received from state funding
Cash received from food service program
Cash received from students with disabilities program
Cash received from government grants
Interest income received
Cash Provided By Operating Activities

Cash paid for regular education program
Cash paid for special education program

Cash paid for management and general expenses
Cash Disbursed For Operating Activities

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Deposit for purchase of building
Purchase of property and equipment
NET CASH USED IN INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES:

Advances from management company
Principal payments of obligations under capital lease

NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES

NET DECREASE IN CASH

CASH, BEGINNING OF YEAR

CASH, END OF YEAR

The accompanying notes are an integral part of these financial statements,

&

008 2007
$ 2,966,984 $ 2068463
182,889 99,273
471,077 26,444
101,721 106,761
2,574 7,908
29,325 29,311
6,170 17,574
3,760,720 2,355,734
(2,433,746) (1,712,614)
(106,540) (48,365)
(524.553) (396,408)
(3,064,839) (2,157,387)
695,881 198,347
- {250,000)
(839,781) (37,313)
(839,781) (287,313)
135,000 -
(4,329) (3,248)
130,671 (3,248)
(13,229) (92,214)
25,807 118,021
12,578  $ 25,807




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS j
- STATEMENTS OF CASH FLOWS (CONT'D.) ‘
FOR THE YEARS ENDED JUNE 30, 2008 AND 2007
2008 2007
RECONCILIATION OF CHANGE IN NET ASSETS TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
CHANGE IN NET ASSETS $ 103,169 5 472,815 .
ADJUSTMENTS TO RECONCILE CHANGE IN NET ASSETS TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Depreciation 52 369 .32,589
Changes in Assets (Increase) Decrease:
Receivables from governmental agencies {76,372) (172,497)
Receivables from NYS Stimulus Facility financing grant 250,000 (250,000)
Prepaid and other assets 350 (12,226)
Changes in Liabilities Increase (Decrease):
Accounts payable 99,675 (500)
Due to management company _ 220,764 105,700
Accrued salaries and benefits 45,926 22 466
Total Adjustments 592,712 (274,468)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 695,881 $ 198,347
SCHEDULE OF NON-CASH INVESTING AND FINANCING ACTIVITIES:
Property and equipment purchased through notes payable $ 1,800,000 3 -

The accompanying notes are an integral part of these financial statements.
7-




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS
NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies

Nature of Activities

South Bronx Charter School for International Cultures and the Arts (the “School") is a -
charter school for children located in the Bronx, New York. In the second year of operation
2006-2007, the School operated kindergarten, first and second grades. Under its charter
agreement, the School plans to add one grade per year until fifth grade is reached. It
educates children on a completely nondiscriminatory and secular basis. The purpose is for
founders and supporters of the School to provide access 1o a public education of high
quality for all children,

Basis of Accounting and 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. Net assets and revenues, expenses, gains, and losses are classified based on
the existence or absence of donor-imposed restrictions. Accordingly, net assets of The
School and changes therein are classified and reported as follows:

Unrestricted net assets - Net assets of the School which have not been restricted by an
outside donor or by law are available for use in carrying out the operations of the School.

Propeity and Equipment

Property and equipment is stated at cost. The costs of additions and betterments are
capitalized when they exceed $500, and expenditures for repairs and maintenance are
expensed in the period incurred. When items of property and equipment are sold or retired,
the related costs and accumulated depreciation are removed from the accounts and any
gain or loss is included in income.

Depreciation of property and equipment is provided utilizing the straight-line method over
the estimated useful lives of the respective assets as follows:

Furniture and fixtures ' 7 years
Computer equipment 3 years
Office equipment 3 years

No depreciation is recorded on construction in progress until the construction is completed.




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS

Note 1 -

Note 2 -

NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies (cont'd.)

Income Taxes

The School is exempt from Federal income and excise taxes under Internal Revenue Code
Section 501(c)(3) and is a publicly supported organization as described in Section 509(a).
It is classified by the Internal Revenue Service as other than a private foundation.

Contributions

The School records contributions of cash and other assets as unrestricted, temporarily
restricted, or permanently restricted support, depending on the existence and/or nature of
any donor restrictions. The School records contributions 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.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on
a functional basis in the Statement of Functional Expenses. Accordingly, certain costs have
been allocated among programs and supporting services benefited. Salaries, wages and
fringe benefits were allocated as direct costs to programs and supporting activity, other
costs to programs, and as direct costs based on actual costs associated with the activity.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure 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.

Concentration of Credit Risk

The School maintains cash balances in a financial institution. The balance is insured by the
Federal Deposit Insurance Corporation up to $100,000. From time to time, the School's
balance may exceed this limit. At June 30, 2008, there are no uninsured balances,

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.

-9




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS

Note 3 -

Note 4 -

NOTES TO FINANCIAL STATEMENTS

Pupil Enrollment and Receivables from Governmental Agencies and NYS Stimulus Facility

Financing Grant

Under the School's Charter School Agreement and the Charter Schools Act, the School is
entitled to receive funding from both State and Federal sources that is available to public
schools. These funds include State pupil enrollment funds, planning and implementation
fund and the New York State Stimulus Facility financing grant and federal food subsidies
and Title I, 1l, IV, V and lID 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 schooi districts
of the children enrolled in the School. [f some of these regulations, some of which are
refatively 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.

Amounts due from governmental agencies and NYS Stimulus Facility financing grant and
included as revenue in the statement of activities consist of the following:

2008 2007
Receivables from governmental agencies $ 285211 $ 208,839
Receivables from NYS Stimuius Facility
financing grant ~0- 250,000

The amounts are based upon actual amounts received as well as estimates by the
management of the School. Managerment believes these estimates are based upon the best
information available at this time. However, actual amounts received, as determined by the
state, could vary based on changes in the factors used to calcuiate the amounts owed.

Property and Eguipment

Property and eguipment is summarized as follows:

008 2007

Furniture and fixtures $ 145,783 $ 66,992
Computer equipment 63,328 57,108
Office equipment 42,968 15,531
Land 384,632 -0-
Construction in progress 2,492 700 -Q-
3,129,411 139,631

Less: Accumulated depreciation 107,700 55,331
$ 3.021,711 3 84,300

Depreciation expense related to property and equipment amounted to $52,369 and $32,589
for the years ended June 30, 2008 and 2007, respectively.

-10-




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS
NOTES TO FINANCIAL STATEMENTS

Note 5 - Management Company

Victory Schools, Inc. ("Victory”) manages the operations of the School under a management
agreement entered into by the School and Victory. The agreement was executed on March
28, 2005. Per the terms of the Agreement, Victory assumes responsibility for tasks and
functions associated with the educational services to be provided to the children at the
School in accordance with the terms of the Charter and the Charter Schools Act, subject to
the appropriate oversight from the School's Board of Trustees. Victory is responsible for
designing the curriculum, acquiring educational materials, hiring all staff and providing all
financial and accounting functions.

In providing the above services, Victory is paid a management fee in an amount equal to the
product of the total full-time equivalent enroliment of students in the School as defined under
Section 119.1 of New York State Commissioner of Education Regulation multipiied by two
thousand dollars ($2,000) (the "Per Pupil Fee"). This Per Pupil Fee shall be increased or
decreased each year by the percentage increase or decrease in the Final Adjusted Expense
Per Pupil for charter schools of the New York City school district, as calculated by the New
York State Education Department annually.

Victory is entitled to receive the management fee on a bi-monthly basis, Any Victory fee, or
portion thereof, not paid within (30) days of its due date shall bear interest at an annualized
rate of 15% per annum on the outstanding past due amount, provided such past due
payments are not as a result of the New York City Department of Education’s failure to
timely remit the Adjusted Expense Per Pupil to the Charter School.

The management and central services fee expense for the year ended June 30, 2008 was
$652,048 based on $2,426 per pupil. The outstanding balance as of June 30, 2008 which is
past due is $498,297. An agreed-upon interest rate of 6% per annum was charged on this
balance and past due balances during the year ended June 30, 2008, and interest accrued
in the balance totals $9,963.

The amount due to the management company of $508,260 at June 30, 2008, relates to
management and central services fees discussed above totaling $373,260. The remaining
$135,000 of the balance represents cash advances from the management company.
During the year ended June 30, 2008, the School made net payments to the management
company of $539,114 related to operating activities.

The management and central services fee expense for the year ended June 30, 2007 was
$455,240 based on $2,244 per pupil. No interest was charged to the School by Victory
during the year ended June 30, 2007.

The amount due to the management company of $152,496 at June 30, 2007, relates to

management and central services fees discussed above. During the year ended June 30,
2007, the School made net payments to the management company of $349,540.

RER




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS
NOTES TO FINANCIAL STATEMENTS

Note 6 - Notes Payable

Notes payabie as of June 30, 2008 and 2007 is summarized below.

2008 2007

Loan - interest only at LIBOR plus 2.25%
(totaling 4.7% at June 30, 2008) per annum,
with a balloon payment of all outstanding and
unpaid principal due in January 2009, secured by
property with a net book value of $2,564,212, $ 1,400,000 $ -0-
Loan - interest only at prime rate plus 1% ;
(totaling 6% at June 30, 2008) per annum, ‘
with a balloon payment of all outstanding and 1
unpaid principal due in January 2009, secured by )
property with a net book value of $2,564,212 and it is ,
subordinated to the $1,400,000 loan noted above. 500,000 -0- 3

$ 1900000 3% -0-

Note 7 - Obligations Under Capital L.ease

The School’s property under a capital lease, which is included in property and equipment, is
summarized as follows;

2008 2007
Office equipment $ 13,192 $ 13,192
Less: Accumulated depreciation 12,826 8,428

$ 366 § 4,764

The capital lease requires monthly payments of $360 per annum through October 2008.

Future minimum lease payments under the capital lease at June 30, 2008 are as follows:

Year Ending June 30:

2009 $ 1,443

Less: Amount representing interest -0-
Present value of future minimum lease payments 1,443
Less: Current portion 1,443
$.. . -0

A49-




SOUTH BRONX CHARTER SCHOOL FOR INTERNATIONAL CULTURES AND THE ARTS

Note 8 -

Note 9 -

NOTES TO FINANCIAL STATEMENTS

Defined Contribution Plan

The School offers a 401(k) plan (the “Plan”) for substantially all of its employees.
Employees are eligible for the Plan immediately upon employment, and participation in the
Plan is voluntary. Employees can make pre-tax contributions up to 100% of their
compensation, subject to Internal Revenue Service guidelines. The School matches the
employee contribution 100% up to 4% of the employee’s annual compensation. The
School's confribution recognized in the statement of activities was $23,362 and $13,443 for
the years ended June 30, 2008 and 2007, respectively. The Plan assets are held in a
separate trust and are not included in the accompanying financial statements. All Plan
assets are held for the exclusive benefit of the Plan’s participants and beneficiaries.

Contingencies

The School participates in a number of Federal and State programs. These programs
require that the School complies with certain requirements of laws, reguiations, 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 result of operations.
Accordingly, no provision for any such liability that may result has been made in the
accompanying financial statements.

13-




INDEPENDENT AUDITORS' REPORT 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

To The Board of Trustees
South Bronx Charter School for International Cultures and the Arts
Bronx, New York

We have audited the financial statements of South Bronx Charter Schoal for International Cultures and the Arts
{School) for the years ended June 30, 2008 and 2007, and have issued our report thereon dated October 30,
2008, 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.

Internal Control Over Financial Reporting

In planning and performing our audits, we considered the School’s internal control over financial reporting in
oider to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control over financial reporting. Our consideration of the
internal controt over financial reporting woufd not necessarily disclose all matters in the internal control over
financial reporting that might be material weaknesses. A material weakness is a condition in which the design
or operation of one or more of the internal control components does not reduce to a relatively low level the risk
that misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control over financial
reporting and its operation that we consider to be material weaknesses.

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
grants, noncompliance with which could have a direct and material effect on the determination of the financial
statement amounts. However, providing an opinion on compliance with thase provisions was not an objective of
our audit and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Board of Trustees, management, government
agencies and others within the School and is not intended to be and should not be used by anyone other than
these specified parties.

Aassiil Co,CPAs, PC.

GRASGS| & CO,, CPAs, P.C.

Lake Success, New York
October 30, 2008

-14-




