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INDEPENDENT AUDITOR'S REPORT

To the Board of Trustees
Charter High School for Architecture and Design

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activity, the discretely presented component unit, each major fund, and the aggregate remaining
fund information of Charter High School for Architecture and Design (a nonprofit organization) as of
and for the year ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise Charter High School for Architecture and Design's basic financial statements as
listed in the table of contents.

Management's Responsibility for the Financial Statements
4 P

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

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement. The financial statements of Designing Futures Foundation and Affiliates were
not audited in accordance with Government Auditing Standards.

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

Opinions

In our opinion, the financial statements referred to above present faitly, in all material respects, the
respective financial position of the governmental activities, the business-type activity, the discretely
presented component unit, each major fund, and the aggregate remaining fund information of Charter
High School for Architecture and Design as of June 30, 2014, and the respective changes in financial
position and, where applicable, cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of Ametica.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America requite that the
management’s discussion and analysis and budgetary comparison information on pages 4 - 7 and 34,
respectively, be presented to supplement the basic financial statements. Such information, although not
a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements
In an appropriate operational, economic, or histotical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and compating the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion ot provide
any assurance on the information because the limited procedutes do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Charter High School for Architecture and Design's basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by Office of Management and Budget Circular A-133, Awudits of States, Local
Governments, and Non-Profit Organizations, and is not a tequired patt of the basic financial statements.

Such information is the responsibility of management and was detived from and relates directly to the
underlying accounting and other records used to prepate the basic financial statements. The
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including compating and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial statements or
to the basic financial statements themselves, and other additional procedutes in accordance with
auditing standards generally accepted in the United States of America. In out opinion, the schedule of
expenditures of federal awards is fairly stated in all matetial respects in relation to the basic financial
statements as a whole.
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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 24,
2014, on our consideration of Charter High School for Architecture and Design's internal control over
financial reporting and our tests of its compliance with cettain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to desctibe 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 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 Charter High School for Architecture and Design's internal control over financial reporting
and compliance.

%W‘*’Cﬂ%t(ﬁ

CERTIFIED PUBLIC ACCOUNTAKTS

Philadelphia, Pennsylvania
November 24, 2014
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

The Boatd of Trustees of Charter High School of Atchitecture and Design (the "School") offers
readers of the School's financial statements this narrative overview and analysis of the financial
activities of the School for the fiscal year ended June 30, 2014. We encourage readers to considet the
information presented hetein in conjunction with the School's financial statements.

Financial Highlights

e Total governmental revenues for the fiscal year ended June 30, 2014, were $8,228,745,
representing an increase of $926,346 from June 30, 2013.

e At June 30, 2014, the School reported an ending governmental fund balance of $1,899,254,
representing an increase of $385,260 from June 30, 2013.

e The School's cash balance at June 30, 2014, was $1,377,203, representing an increase of
$177,956 from June 30, 2013.

Overview of the Financial Statements

This discussion and analysis is intended to setve as an introduction to the School's financial statements.
The School's financial statements as presented comprise four components: (1) management's discussion
and analysis (this section), (2) the basic financial statements, (3) the requited supplementary
information, and (4) the federal awards section.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of
the School's finances in a manner similat to a ptivate-sector business.

The statement of net position presents information on all of the School's assets and liabilities, with the
difference between the two reported as net position. Over time, increases or decreases in net position
may setve as a useful indicator of whether the financial position of the School is mmproving or
deteriorating.

The statement of activities presents information showing how the School's net position changed during
the most recent year. All changes in net position ate reported as soon as the underlying event giving tise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are
teported in this statement for some items that will only result in cash flows in futute periods (e.g.
expenditures accrued in one year but paid in subsequent years, and depreciation).

The government-wide financial statements report on the function of the School that is principally
suppotted by subsidies from school districts whose constituents attend the School. The School's
function is to provide an alternative educational opportunity.

Fund Financial Statements

A fund is a group of related accounts that is used to maintain control over resources that have been
segregated for specific activities or putrposes. The School, like governmental-type entities, utilizes fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. The School
has three fund types: the governmental general fund, the proprietary fund, and the fiduciary agency
fund.

See independent auditot's report.

4



CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Overview of the Financial Statements (Continued)

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided
in the government-wide and fund financial statements.

Supplementary Information

The governmental fund budgetary compatison schedule is required supplementary information
presented for purposes of additional analysis and is prepared using a basis consistent with accounting
principles generally accepted in the United States of America ("GAAP") for state reporting
requirements.

Single Audit Requirements

The schedule of expenditutes of federal awards is presented for purposes of additional analysis as
tequited by the U.S. Office of Management and Budget Circular A-133, Auwdits of States, Local
Governments and Non-profit Organizations.

Government-Wide Financial Analysis

Management has adopted Governmental Accounting Standards Board ("GASB") Statement No. 34,
Basic Financial Statements - and Management's Discussion and Analysis - for State and Local Governments, which
requires a compatative analysis of current- and prior-year balances.

Tune 30,
2014 2013

Curtrent and other assets $ 2907188 $§ 2,291,768
Capital assets 311.800 253 607
Total assets 3218988 2.545 375
Current liabilities 1,228,887 965,281
Long-term liabilities 84218 -
Total liabilities 1.313.105 965,281
Net position:

Net investment in capital assets 208,780 253,607

Untrestricted 1.697.103 1.326.487
Total net position $_ 1905883 $___ 1580094

As noted eatlier, net position may setve ovet time as a useful indicator of a school's financial position.
In the case of the School, assets exceeded liabilities by $1,905,883 as of June 30, 2014.

See independent auditot's report.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Overview of the Financial Statements (Continued)

Government-Wide Financial Analysis (Continued)

The School's revenues ate predominately received from the School Disttict of Philadelphia based on
student enrollment. For the yeat ended June 30, 2014, the School's revenues of §8,452,321 exceeded its
expenses of $8,126,532 by $325,789.

2014 2013
Revenues:
Local educational agencies $ 6474948 § 6,065,241
Othet sources 623,236 294,924
Food setvices 223576 189,107
State soutces 565,253 512,157
Federal soutces 565,308 430,075
Total tevenues 8,452,321 7,491,504
Expenditures:
Other mstructional programs 3,837,406 3,256,136
Pupil personnel services 414,362 449,183
Instructional staff services 185,164 134,450
Administrative services 1,290,177 1,160,553
Pupil health 97,590 90,763
Business services 141,646 139,757
Operation and maintenance of plant services 1,551,760 1,627,672
Other suppott services 273,000 328,358
Food setvices 238 220 181,867
Student activities 14,757 27,048
Interest expense 7,558 -
Depreciation expense 74,892 60,360
Total expenditures 8,126,532 7,456,147
Change in net position 325,789 35,357
Net position - beginning 1.580.094 1,544,737
NET POSITION - ENDING $ 1905883 $_ 1580094
Governmental Fund

The focus of the School's governmental fund (the general fund) is to provide information on neat-term
mflows, outflows, and balances of spendable resources. Such information is useful in assessing the
School's financing requirements. In patticular, the fund balance may setve as a useful measure of a
government's net resoutces available for spending for program purposes at the end of the year.

The general fund is the chief operating fund of the School. At the end of the curtent year, the
unassigned fund balance of the general fund was $1,899,254.

See independent auditot's repott.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

General Fund Budgetary Highlights

Over the coutse of the year, the School tevised the annual operating budget several times. These
budget amendments consisted of changes made within budgetary line items for changes in the school-
based needs for programs, supplies and equipment. There were no formal budget amendments made
that were required to be submitted to the state of Pennsylvania.

Capital Assets and Debt Administration
Capital Assets

As of June 30, 2014, the School's investment in capital assets for its governmental activities and
business-type activity totaled $208,780 (net of accumulated depreciation and related debt). This
investment in capital assets includes furniture, machinery, and equipment for the School along with
leasehold improvements.

Long-Term Debt
At June 30, 2014, the School had a capital lease payable of $103,020.

Economic Factors and Next Year's Budgets and Rates

The School does not foresee any substantial vatiations with next yeat's economic factors, budgets ot
rates.

Future Events That Will Financially Impact the School

The School does not foresee any future events at this time that will financially impact the School.

Contacting the School's Financial Management

The financial report is designed to provide interested parties a general overview of the School's
finances. Questions regarding any of the information provided in this report or requests for additional
information should be addressed to: Chief Executive Officer, Charter High School for Architecture and
Design, 105 S. 7th Street, Philadelphia, PA 19106.

Component Unit

Designing Fututes Foundation and Affiliates (the "Otrganization") is a component unit of the School
and is reported in a separate column in the government-wide financial statements to emphasize that the
Organization is legally separate from the School. The complete financial statements of the Otganization
can be obtained at 105 S. 7th Street, Philadelphia, PA 19106.

See independent auditor's repott.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
STATEMENT OF NET POSITION

JUNE 30, 2014
Governmental ~ Business- Component
Activities Type Activity Total Unit
ASSETS
Cash $ 1,377,203 § - $ 1,377203 § 543,656
Restricted cash and cash equivalents - - - 1,338,985
State subsidies receivable 269,031 1,332 270,363 -
Federal subsidies receivable 143,492 27,620 171,112 -
Contributions receivable - - - 375,000
Other receivables 111,064 - 111,064 149,722
Prepaid expenses 49,852 24,479 74,331 7,225
Prepaid rent 22,223 - 22,223 -
Due from other funds 213,377 - 213,377 -
Due from related parties 639,086 - 639,086 -
Security deposit 28,429 - 28,429 -
Bond issuance costs ‘ - - - 430,855
Capital assets:
Nondepreciable capital assets - - - 1,642,530
Building and improvements - - - 10,814,359
Leasehold improvements 873,747 - 873,747 -
Furnitute and fixtures 631,939 57,544 689,483 377,906
Machinety and equipment 18,076 - 18,076 -
Software - - - 20,284
Less: accumulated depreciation (1,228.216) (41.290) (1.269.,506) _(2.361.248)
Total assets 3,149,303 69,685 3.218988 13,339.274
LIABILITIES
Accounts payable and accrued
expenses 135,288 36,316 171,604 1,068,454
Salaries and benefits payable 758,255 - 758,255 -
Due to telated parties - - - 645,220
Due to general fund - 219,266 219,266 -
Advances from grantors 60,960 - 60,960 88,895
Long-term obligations:
Due within one year:
Capital lease payable 18,802 - 18,802 -
Notes payable - - - 137,511
Due beyond one year: .
Bonds payable - - - 8,540,000
Capital lease payable 84,218 - 84,218 -
Notes payable - - - 378,431
Total liabilities 1,057,523 255,582 1,313,105 10,858,511
Commitments and contingencies
(Notes 6,7, 8,9, 10,11 and 12)
NET POSITION
Net investment in capital assets 192,526 16,254 208,780 -
Untestticted 1,899,254 (202,151) 1,697,103 2,480,763
Total net position $ 2091780 $__ (185.897) $__1.905.883 §_ 2480763

See accompanying notes to financial statements.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2014

Program
Revenues Net (Expense) Revenue and Changes in Net Assets
Operating
Grants and  Governmental  Business- Component
Functions Expenses Conttibutions Activities type Activity Total Unit
Primary government
Governmental activities:
Other insttuctional programs  $§ 3,837,406 $§ 2272578 § (1,564,828) § - $ (1,564,828) $ -
Pupil personnel services 414,362 38,271 (376,091) - (376,091) -
Instructional staff services 185,164 9,192 (175,972) - (175,972) -
Administrative services 1,290,177 78,329 (1,211,848) - (1,211,848) -
Pupil health 97,590 7,114 (90,476) - (90,476) -
Business setvices 141,646 - (141,646) - (141,646) -
Operation and maintenance of
plant setvices 1,551,760 128,277 (1,423,483) - (1,423,483) -
Other suppott services 273,000 7,803 (265,197) - (265,197) -
Food setvices - - - (238,220) (238,220) -
Student activities 14,757 1,147 (13,610) - (13,610) -
Interest expense 7,558 - (7,558) - (7,558) -
Depreciation expense 66.634 - (66.634) (8.258) (74.892) -
Total governmental activities $__7.880.054 §__ 2542711 (5.337.343) (246478) _(5.583.821) -
Component unit:
Designing Futures Foundation
and Affiliates $ - $ - - - - (2.116.613)
General revenues:
Local educational agencies 5,062,798 - 5,062,798 -
Food services - 223,576 223,576 -
Rental income - - - 1,561,919
Other revenue 623 236 - 623.236 1,203,035
Total general revenues 5,686,034 223576 5,909,610 2,764,954
Change in net position 348,691 (22,902) 325,789 648,341
Net position - beginning 1,743 089 (162.995) 1,580,094 1.832.422
NET POSITION -
ENDING $ 2091780 §_ (185897) $§ 1905883 $ 2480763

See accompanying notes to financial statements.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

BALANCE SHEET - GOVERNMENTAL FUND

Cash

State subsidies receivable
Federal subsidies receivable
Other receivables

Prepaid expenses

Prepaid rent

Due from other funds

Due from related parties
Secutity deposit

TOTAL ASSETS

LIABILITIES AND FUND BALANCE

JUNE 30, 2014

ASSETS

General Fund

Liabilities
Accounts payable and accrued expenses
Salaries and benefits payable
Advances from grantors

Total liabilities

TFund balance
Unassigned

TOTAL LIABILITIES AND FUND BALANCE

See accompanying notes to financial statements.
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$ 1,377,203
269,031
143,492
111,064

49,852
22,223
213,377
639,086
28 429

$___ 2853757

T

$ 135288
758,255
60,960

954,503

1.899.254
$____2853.757



CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
RECONCILIATION OF THE GOVERNMENTAL FUND BALANCE SHEET TO THE
STATEMENT OF NET POSITION
JUNE 30, 2014

Total fund balance for the governmental fund $ 1,899,254

Total net position reported for governmental activities in the statement of
net position is different because:

Long-term liabilities that pertain to the governmental fund,
including capitalized lease obligations, are not due and payable in
the current period and therefore are not reported as fund
liabilities. All liabilities - both current and long-term - are reported
in the statement of net position. Balances at yeat-end are:

Capital lease payable (103,020)

Capital assets used in the governmental fund are not financial
resources and therefore are not reported in the fund. Those assets

consist of:
Leasehold improvements 873,747
Furniture and fixtures 631,939
Machinery and equipment 18,076
Less: accumulated depreciation (1,228.216)
295,546
TOTAL NET POSITION OF GOVERNMENTAL ACTIVITIES $ 2091,780

See accompanying notes to financial statements.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN THE FUND

BALANCE OF THE GOVERNMENTAL FUND
FOR THE YEAR ENDED JUNE 30, 2014

Revenues:
Local educational agencies
Other soutces '
State soutces
Federal sources

Total revenues

Expenditures:
Instruction
Support services
Non-instructional setrvices
Debt setvice
Capital outlay

Total expenditures
Excess of tevenues over expenditutres

Other financing sources:
Proceeds from capital lease

Net change in fund balance
Fund balance - beginning
FUND BALANCE - ENDING

See accompanying notes to financial statements.
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General Fund

§ 6,474,948
623,236
565,253
565,308

8,228,745

3,837,406
3,953,699
14,757
17,532
133,085

7.956.479
272,266

112,994
385,260
1513994

$__ 1899254



CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
RECONCILIATION OF THE GOVERNMENTAL FUND STATEMENT OF
REVENUES, EXPENDITURES AND CHANGES IN THE FUND BALANCE TO THE
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2014

Net change in fund balance - total governmental fund $ 385,260

Amounts reported for governmental activities in the statement of activities are
different because:

The governmental fund reports capital lease proceeds as financing
soutces, while repayment of capital lease principal is reported as an
expenditure. In the statement of net position, however, issuing
debt increases long-term liabilities and does not affect the statement
of activities and repayment of principal reduces the hability. The
net effect of these differences in the treatment of capital lease
payable is as follows:

Repayment of capital lease 9,974
Proceeds from capital lease (112,994)
(103,020)

The governmental fund reports capital outlays as expenditures.
However, in the statement of activities, assets atre capitalized and
the cost is allocated over their estimated useful lives and reported as
depreciation expense, as follows:

Capital outlay 133,085

Depreciation expense (66,634)

66,451

CHANGE IN NET POSITION OF GOVERNMENTAL ACTIVITIES $ 348,691

See accompanying notes to financial statements.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

STATEMENT OF NET POSITION
PROPRIETARY FUND
JUNE 30, 2014

ASSETS
Current assets:
Federal subsidies receivable
State subsidies teceivable
Prepaid expenses

Total curtent assets

Noncurrent assets:
Capital assets:
Furniture and fixtures
Less: accumulated depreciation

Capital assets, net
Total assets
LIABILITIES
Curtent Habilities:

Accounts payable and accrued expenses
Due to general fund

Total liabilities

NET POSITION

Net investment in capital assets
Unrestricted

Total net position

See accompanying notes to financial statements.

Enterprise
Fund

Food Setvice
Fund

$ 27,620
1,332

>

24479
53.431

57,544
(41.290)

16,254
69,685

36,316
219.266

255,582

16,254
(202.151)

$ (185,897)



CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

FOR THE YEAR ENDED JUNE 30, 2014

Operating revenues:
Food setvice revenues

Operating expenses:
Salaties and benefits
Food and supplies
Professional fees
Depreciation

Total operating expenses
Operating loss

Nonoperating revenues:
Federal sources
State soutces

Total nonoperating revenues
Change in net position
Net position - beginning

NET POSITION - ENDING

See accompanying notes to financial statements.

STATEMENT OF ACTIVITIES
PROPRIETARY FUND

15

Enterprise
Fund

Food Setvice
Fund

$ 66,091

4739
213,476
20,005

8,258

246478
(180.387)

150,218

7,267

157,485
(22,902)
(162.995)
$___(185897)



CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

STATEMENT OF CASH FLOWS
PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2014

Cash flows from operating activities:
Cash received from students
Payments to suppliets
Payments to employees

Net cash used in operating activities

Cash flows from noncapital financing activities:
Cash received from federal sources
Cash received from state sources
Due to the general fund

Cash flows provided by noncapital financing activities
Net change in cash
Cash - beginning
CASH - ENDING

Reconciliation of operating loss to net cash used in operating activities:
Operating loss

Adjustments to reconcile operating loss to net cash used in operating activities:

Depreciation
Changes in operating assets and liabilities:
Accounts payable

NET CASH USED IN OPERATING ACTIVITIES

See accompanying notes to financial statements.
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Enterprise
Fund
Food Setvice
Fund

$ 66,091
(240,287)

(4.739)
(178.935)

156,595
7,835

14.505

178935

I

$  (180,387)

8,258

(6.806)
$___(178935)



CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
STATEMENT OF FIDUCIARY NET POSITION

JUNE 30, 2014
Total Agency
Fund

ASSETS

Cash $ 15,119
LIABILITIES

Due to student groups 15,119
NET POSITION

Unrestricted $ -

See accompanying notes to financial statements.
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NOTE 1.

CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Background
Charter High School of Atchitectute and Design (the "School") is otganized as a

nonprofit corporation in Pennsylvania to operate a charter school in accordance with
Pennsylvania Act 22 of 1997 (the "Act") and is operating under a chattet school
contract through 2018, which can be renewed for additional terms through an
application process. The School is located in Philadelphia, Pennsylvania. Duting the
2013-2014 school year, the School setved children in grades 9 through 12.

The School has financial accountability and control over all activities telated to the
students' education. The School teceives funding from local, state and federal
government sources and must comply with the requirements of these funding soutce
entities. The reporting entity of the School is based upon critetia set forth by
Governmental Accounting Standards Board ("GASB") Statement No. 14, The Financial
Reporting Entity. The financial reporting entity consists of the primary government,
organizations for which the primaty government is financially accountable, and othet
organizations for which the nature and significance of their relationship with the
ptimary government are such that exclusion would cause the reporting entity's financial
statements to be misleading or incomplete.

The GASB has issued Statement No. 61, The Financial Reporting Entity: Omnibus - an
Amendment of GASB Statements No. 14 and No. 34. Statement No. 61 provides additional
criteria for classifying entities as component units to better assess the accountability of
school officials by ensuring that the financial reporting entity includes only
organizations for which the officials are financially accountable ot that ate determined
by the government to be misleading to exclude. The statement is effective for petiods
beginning after June 15, 2012. Statement No. 61 does not have any impact on the
School’s financial statements.

The GASB issued Statement No. 66, Technical Corrections - 2012 - an amendment of GASB
Statements No. 10 and No. 62. Statement No. 66 resolves conflicting accounting and
reporting guidance that resulted from the issuance of two pronouncements, Statement
No. 54, Fund Balance Reporting and Governmental Fund Type Definitions, and Statement No.
62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-INovember 30,
1989 EASB and AICPA Pronouncements. The statement is effective for petiods beginning
after December 15, 2012. Statement No. 66 does not have a matetial impact on the
School's financial statements.

The accompanying financial statements present the activities of the School. The School
is not a component unit of another repotting entity. The decision to include a potential
component unit in the School's reporting entity is based on several ctiteria, including
legal standing, fiscal dependency, and financial accountability. As desctibed below the
School has identified 2 component unit.

Component Unit

Designing Futures Foundation and Affiliates (the "Otganization") is a legally separate,
tax-exempt component unit of the School. The Otganization was organized to acquite
and support the School's facilities. Although the School does not conttol the timing ot
amounts of receipts from the Organization, the majority of resoutces, and income
thereon, that the Organization holds ate restricted to the activities of the School.
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NOTE 1.

CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Component Unit (Continued)

Because these restricted resources held by the Organization can only be used by, or for
the benefit of, the School, the Ozganization is considered a component unit of the
School and is discretely presented in the School's financial statements. The last
completed audit dated July 2, 2014, was for the period ended December 31, 2013, and
has been included in these financial statements.

Basis of Presentation

The financial statements of the School have been prepared in conformity with
accounting ptinciples generally accepted in the United States of America ("GAAP") as
applied to governmental units. The GASB is the accepted standard-setting body for
establishing govetnmental accounting and financial reporting principles. The more
significant of the School's accounting policies are described below.

The GASB has issued Statement No. 62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-INovember 30, 1989 FASB and AICPA Pronouncements. Statement
No. 62 incotporates into the GASB’s authoritative literature certain accounting and
financial reporting guidance that is included in the following pronouncements issued on
ot before November 30, 1989, which does not conflict with or contradict GASB
ptonouncements: Financial Accounting Standards Board (FASB) Statements and
Interpretations, Accounting Principles Board Opinions, and Accounting Research
Bulletins of the American Institute of Certified Public Accountants’ (AICPA)
Committee on Accounting Procedure. Statement 62 does not have any impact on the
School’s financial statements.

The Organization is accounted for under GAAP as applied to not-for-profit entities and
uses the accrual basis of accounting whereby revenues ate recognized when earned and
expenses ate tecognized when incurred.

Government-Wide and Fund Financial Statements
The government-wide financial statements (the statement of net position and the
statement of activities) tepott on the School as a whole. The statement of activities
demonstrates the degtee to which the direct expenses of the School's function are offset
by progtam revenues. These financial statements include the financial activities of the
ptimary government; fiduciary funds are excluded.

The fund financial statements (governmental fund balance sheet and statement of
governmental fund revenues, expenditures and changes in the fund balance) report on
the School's general fund.

Measutrement Focus, Basis of Accounting and Financial Statement Presentation

Government-wide financial statements

The statement of net position and the statement of activities ate prepared using the
economic tresources measurement focus and the accrual basis of accounting. Revenues
ate tecotded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of the related cash flows. Grants and similar items are
recognized as soon as all eligibility requitements imposed by the provider have been
met.
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BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Measurement Focus, Basis of Accounting and Financial Statement Presentation
Continued

Fund financial statements

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified acctual basis of accounting. Revenues
are recognized as soon as they are measurable and available. Revenues are considered to
be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the School considers
revenues to be available if they are collected within 60 days of the end of the curtent
period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting.

The School reports the following major governmental fund:

General Fund - The general fund is the operating fund of the School and accounts
for all operating revenues and expenditutes of the School.

The School repotts the following proprietary fund:

Food Setvice Fund - Enterprise funds are required to be used to account for
operations for which a fee is charged to external users for goods and services and the
activity (a) is financed with debt that is solely secured by a pledge of the net
revenues, (b) has third-party requitements that the cost of providing services,
including capital costs, be recovered with fees and charges, or (c) establishes fees and
charges based on a pricing policy designed to recover similat costs.

Proprietary funds distinguish operating revenues and expenses from nmonoperating items.
Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with the proprietary fund’s principal
ongoing opetations. The principal operating revenues of the School’s enterprise fund
are charges to students for sales of food. Operating expenses for enterprise funds
include the cost of sales and services, administrative expenses and depreciation on
capital assets. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

The School repotts the following fiduciary fund:

Student Activities Fund - Used to account for assets held by the School for student
groups and that are available to the students. The student activities fund is custodial
in nature and does not have a measurement focus.

Net Position

The School adopted the provisions of GASB Statement No. 63, Financial Reporting of
Deferred Outflows of Resources, Deferred Inflows of Resources, and INet Position. Statement No. 63
established a new statement of net position format that reports separately all assets,
deferred outflows of resoutrces, liabilities, deferred inflows of resources, and net position
(which is the net residual amount of the other elements). Statement No. 63 requires
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (CONTINUED)

Net Position (Continued)

defetred outflows of tresoutces and deferred inflows of resources to be reported
separately from assets and liabilities. Statement No. 63 requires the classification of net
position into three components - net investment in capital assets; restricted; and
unrestricted. These classifications are defined as follows:

Net investment in capital assets - This component of net position consists of
capital assets, including restricted capital assets, net of accumulated depreciation
and reduced by the outstanding balances of any bonds, mortgages, notes, or other
borrowings that are attributable to the acquisition, construction, ot improvement of
those assets. If there are significant unspent related proceeds at year end, the
pottion of the debt attributable to the unspent proceeds is not included in the
calculation of net investment in capital assets. Rather, that portion of the debt is
included in the same net asset component as the unspent proceeds.

Restricted - This component of net position consists of constraints placed on the
use of net assets through external constraints imposed by creditors such as through
debt covenants, grantors, contributions, or laws or regulations of other
governments or constraints imposed by law through constitutional provisions or
enabling legislation.

Unrestricted - This component of net position consists of net assets that do not
meet the definition of "testricted" ot "net investment in capital assets."

Fund Balance Classification Policies and Procedures

The School follows the provisions of GASB Statement No. 54. Statement No. 54
requites the classification of the School's fund balance into five components:
nonspendable, restricted, committed, assigned, and unassigned. These classifications are
defined as follows:

Nonspendable - This category is for amounts that can not be spent because they
are either (1) not in spendable form or (2) legally or contractually required to
remain intact.

Restricted - This category is the part of the fund balance that 1s restricted to be
spent for a specific purpose. The constraints on these amounts must be externally
imposed by creditors, grantors, contributors, or laws or regulations of other
governments, or by enabling legislation.

Committed - This category is the portion of the fund balance that can only be used
for specific putposes as a tesult of formal action by the School's highest level of
authority.
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BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Tund Balance Classification Policies and Procedures (Continued)
e Assigned - This category reflects funds that the School intends to use for a specific

purpose but are not considered restricted ot committed.

e  Unassigned - This category represents the part of the spendable fund balance that
has not been categorized as nonspendable, restricted, committed or assigned.

Budgets and Budgetary Accounting
The School adopts an annual budget on a basis consistent with GAAP for the genetal

fund. The School is required to present the adopted and final budgeted revenues and
expenditures for the general fund that were filed and accepted by the Labor, Education
and Community Setvices Comptrollet's Office. The general fund budget appeats on
page 34.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management
to make estimates and assumptions that affect the reported amounts of assets and
liabilities and 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.

Cash and Cash Equivalents

The School's cash consists of cash on hand and demand deposits. For putrposes of the
statement of cash flows, the proprietary fund considers all highly liquid investments
with a maturity of three months or less when purchased to be cash equivalents.

Prepaid Expenses

Prepaid expenses include payments to vendors for setvices applicable to future
accounting periods such as rental payments and insurance premmums.

Receivables

Receivables primarily consist of amounts due from the Pennsylvania Department of
Education for federal and state grants and subsidies. Receivables ate stated at the
amount management expects to collect. As of June 30, 2014, based on historical
experience, no allowance has been established.

Capital Assets
Capital assets, which include leasehold improvements and furniture and equipment, are

repotted in the government-wide financial statements. All capital assets are capitalized
at cost and updated for additions and retirements during the yeatr. The School maintains
a threshold level of $2,500 or more for capitalizing assets. The School does not possess
any infrastructure. The infrastructure is owned by the Organization, which is presented
discretely. Improvements ate capitalized; the cost of normal maintenance and repairs
that do not add to the value of an asset or materially extend an asset's life ate expensed.
Capital assets of the School are depreciated using the straight-line method over the
useful lives of the assets, which range from three to ten years.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Deferred Qutflows/Inflows of Resources

Statement No. 63 provides guidance for reporting deferred outflows of resources,
defetred inflows of resoutces, and net position in the statement of financial position and
related disclosures. In compliance with Statement No. 63, the statement of net position
includes four components: assets, deferred outflows of resources, liabilities, and
deferred inflows of resources.

Deferred outflows of resources represent a consumption of net position that applies to
a future petriod and so will not be recognized as an outflow of tesoutces (expense/
expenditure) until then. The School has no items that qualify for reporting in this

category.

Deferred inflows of resources represent an acquisition of net position that applies to a
future period and so will not be recognized as an inflow of resources (revenue) until
that time. The School has no items that qualify for reporting in this category.

Advertising Costs
All costs associated with advertising and promotions are expensed in the year incurred.

Income Tax Status
The School is exempt from federal income taxes under Section 501(c)(3) of the Internal
Revenue Code.

Uncetrtain Tax Positions

The School accounts for uncertainty in income taxes in which tax positions initially
need to be recognized in the financial statements when it is more likely than not that the
positions will be sustained upon examination by taxing authorities. It also provides
guidance for derecognition, classification, interest and penalties, accounting in interim
petiods, disclosure and transition.

As of June 30, 2014, the School had no uncertain tax positions that qualified for either
recognition ot disclosute in the financial statements. Additionally, the School had no
interest and penalties related to income taxes.

The School files an income tax return in the U.S. federal jutisdiction. With few
exceptions, the School is no longer subject to U.S. federal tax examinations by taxing
authorities for yeats before June 30, 2011.

Adoption of Government Account Standards Board Statement
During the year ended June 30, 2014, the School adopted GASB Statement No. 65,

Iterns Previously Reported as Assets and Liabilities. Under Statement No. 65, debt issuance
costs, excluding debt insurance, are fully expensed in the year of issuance. Statement
No. 65 does not have an impact on the School’s financial statements.
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NOTE 2.

CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Pending Changes in Accounting Principles
In June 2012, the GASB issued Statement No. 68, Accounting and Financial Reporting for

Pensions. ITn November 2013, the GASB issued Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date. Statements Nos. 68 and 71 revise
and establish reporting requirements for most governments that provide theit
employees with pension benefits. The provisions of Statements Nos. 68 and 71 are
effective for the School's June 30, 2015 financial statements. The effect of
implementation has not yet been determined.

Subsequent Fvents

The School has evaluated subsequent events through November 24, 2014, the date on
which these financial statements were available to be issued. There were no matetial
subsequent events that requited recognition or additional disclosure in these financial
statements.

CASH, CASH EQUIVALENTS AND RESTRICTED CASH

Custodial credit risk is the risk that in the event of a bank failure, the School and the
Organization's deposits may not be teturned to the School and the Otganization. The
School and the Ozrganization monitor custodial credit tisk by periodically reviewing the
Fedetal Deposit Insurance Cotporation's ("FDIC") limits and published ctedit ratings of
its depository bank. Accounts are insured by the FDIC up to $250,000 for all accounts
kept at one financial institution. Under Pennsylvania Act 72, financial institutions pledge
collateral on a pooled basis to secute public deposits in excess of FDIC insurance limnits.
The School's accounts ate covered under this act.

As of June 30, 2014, the custodial risk is as follows:

Governmental Business-Type  Component

Activities Activity Unit
Uninsured and uncollateralized $ - $ - $ 1,474,005
Collateralized - - -
Uninsured and collateral held by the
pledging bank's trust department
not in the School's name 1,136,827 - -
Total $_ 1136827 $ - $ 1474005

Reconciliation to the financial statements:

Governmental Business-Type  Component

Activities Activity Unit
Cash exposed to custodial tisk $ 1,136,827 $ - $ 1,474,005
Plus: insured amount 250,000 - 500,000
Less: outstanding checks (9.624) - (91.364)
$ 1377203 § - $ 1,882,641
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NOTE 5.
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

RECEIVABLES

Recetvables at June 30, 2014, consisted of subsidies from federal, state, and local
sources. All receivables are considered collectible due to the stable condition of the state
and private programs.

A summary of receivables follows:

Receivables Governmental Business-Type
Activities Activity
Federal $ 143,492 $ 27,620
State 269,031 1,332
Local 111.064 -
$ 523587 $ 28 952

LOCAL EDUCATIONAL AGENCY ASSISTANCE (REVENUE)

The School receives funding from the School District of Philadelphia on a monthly
basis based on entollment. The rate of funding per student is determined on an annual
basis.

Charter schools are funded by the local public school district. For non-special education
students, the charter school receives for each student enrolled no less than the budgeted
total expenditure per average daily membership of the prior school year as defined by
the Act. For the year ended June 30, 2014, the rate was $8,417 per year per student for
most of the students, plus additional funding for special education students and
transportation. The annual rate is paid monthly and is prorated if a student enters or
leaves during the year. Total revenue from student enrollment was $6,474,948 for the
yeat ended June 30, 2014.

CAPITAL ASSETS, NET

Capital asset activity for the yeat ended June 30, 2014, was as follows:

Governmental Activities:

Balance -
Balance - June 30,
July 1, 2013 _Additions = _Disposals 2014

Leasehold imptrovements $ 873,747 $ - $ - $ 873,747
Furniture and fixtures 516,930 115,009 - 631,939
Machinery and equipment - 18,076 - 18,076
Less: accumulated depreciation  (1,161,582) (66.634) - (1,228.216)
Capital assets, net $_ 229095 $_ 66451 $ - $__ 295546

Depreciation expense for the year ended June 30, 2014, was $66,634.
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CAPITAL ASSETS, NET (CONTINUED)

Business-Type Activity:

Balance
Balance June 30,
July 1, 2013 _Additions Disposals 2014
Furniture and fixtures $ 57544 $ - $ - $ 57544
Less: accumulated depreciation (33.032) (8.258) - (41,290)
Capital assets, net $ 24512 % (8.258) $ - $_ 16254

Depreciation expense for the year ended June 30, 2014, was $8,258.
OBLIGATIONS UNDER CAPITAL LEASE

Computet equipment costing $112,994, with a net book value of $99,811, is held under
a capital lease. Future minimum lease payments required under the capital lease are as
follows:

Year ending June 30: Principal

2015 $ 18,802

2016 21,186

2017 23,873

2018 ’ 26,901

2019 12,258

103,020
Less: current portion (18.802)
$ 84218

Changes in capital lease obligations wete as follows for the year ended June 30, 2014:

Balance, July 1, 2013 $ -

Additions 112,994
Repayments of principal (0.974)
Balance, June 30, 2014 $ 103,020

Intetrest expense on the capital lease was $7,558 for the year ended June 30, 2014.

RELATED-PARTY TRANSACTIONS AND FACILITY LEASING
ARRANGEMENTS

The School had a seties of operating leases for the rental of its facilities with the
Otganization, which acquired the building during 2005. The leases were set to expire at
vatious times through December 31, 2015, but were extended until March 15, 2043, as
described in the "Amended and Restated Lease" dated March 1, 2013. The School has
advanced funds to the Organization, which have been recorded as prepaid rent. It is
anticipated that these funds will be charged to operations at the rate of approximately
$11,111 per month for 60 months, which began September 2009, with the third
amendment to the lease agteement. Monthly payments on the leases were
approximately $65,005 duting 2014, and fluctuate annually throughout the leases' term.

Duting the year ended June 30, 2014, rent expense under the leases was $913,391.
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REIATED-PARTY TRANSACTIONS AND FACILITY LEASING
ARRANGEMENTS (CONTINUED)

The remaining balance of prepaid rent is $22,223 as of June 30, 2014, and will be fully
amortized to rent expense during the next fiscal year.

Minimum future lease payments undet operating leases as of June 30, 2014, ate as
follows:

Year ending June 30: Amount

2015 $ 614,955

2016 615,562

2017 617913

2018 616,274

2019 615,831
2020-2024 3,083,639
2025-2029 3,080,343
2030-2034 3,081,370
2035-2039 3,082,368
2040-2043 2,288,818
$__17.697.073

RETIREMENT PLAN

The School contributes to the Public School Employees' Retitement System (the
"System"), a governmental cost-sharing, multiple-employet defined benefit pension plan
administered by the Pennsylvania Public School Employees' Retitement System, which
provides retitement and disability benefits, legislative-mandated ad-hoc cost-of-living
adjustments, and health care insurance premium assistance to qualifying annuitants. The
Public School Employees' Retitement Code (Act No. 96 of October 2, 1975, as
amended) (24 PA.C.S. 8101-8535) assigns the authotity to establish and amend benefit
provisions to the System. The System issues a comprehensive annual financial tepott
that includes financial statements and required supplementary information for the plan.
A copy of the report may be obtained by writing to Diane J. Wett, Office of Financial
Management, P.O. Box 125, Harrisburg, Pennsylvania, 17108-0125. This publication is
also available on the System's website at www.psets.state.pa.us/publications/
general/cafr. htm.

The contribution policy is established in the Public School Employees' Retitement Code
and requires contributions by active members, employers and the Commonwealth.

Member conttibutions are as follows:

e Active members who joined the System ptiot to July 22, 1983, conttibute at
5.25% (Membership Class T-C) or at 6.50% (Membetship Class T-D) of
the membet's qualifying compensation.

e Members who joined the System priot to, on ot after July 22, 1983, and
who were active or inactive as of July 1, 2001, contribute at 6.25%
(Membership Class T-C) or at 7.50% (Membership Class T-D) of the
membet's qualifying compensation.
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RETIREMENT PLAN (CONTINUED)

e  Members who joined the System after June 30, 2001, conttibute at 7.50%
(Membetship Class T-D). For all new hires and for members who elected
Class T-D membership, the higher contribution rates began with setvice
rendered on or after January 1, 2002.

e  Members who joined the System after June 30, 2011, can choose between
two classes of membership and, therefore, two different base contribution
rates that are subject to a limited fluctuation based on a "shared tisk."
Membetship Class T-E members have a base employee contribution rate of
7.5%, with shared risk contribution rate levels from 7.5% through and
including 9.5%. Membership Class T-F members have a base employee
contribution rate of 10.3%, with shared risk contribution rate levels from
10.3% through and mcluding 12.3%.

With the "shared risk" program, members benefit when investments of the fund are
doing well and share some of the risk when investments underperform. Membership
Class T-E or T-F contribution rates will stay within the specified range, but may
increase or decrease by .5% within the specified range once every three yeats, starting
July 1, 2015. The conttibution rates for these two membership classes will never go
below the base rate or above the highest percentage rate.

Conttibutions requited of the School ate based upon an actuarial valuation. For the
fiscal year ended June 30, 2014, the rate of the School's conttibution was 16.93% of
covered payroll. The 16.93% rate is composed of a pension contribution rate of 16.00%
for pension benefits and 0.93% for healthcare insurance premium assistance. Payroll
expense for employees covered by the System for the year ended June 30, 2014, was
approximately $3,840,000. The School's conttibutions to the System for the yeats ended
June 30, 2014, 2013 and 2012, amounted to $707,780, $437,616 and $290,476,
respectively.

COMMITMENTS

In July 2014, the School entered into a five-year agreement with an organization for
various business services at a monthly rate of $6,325. The minimum payments under the
agreement are as follows:

Year ending June 30: Amount
2015 $ 75,900
2016 78,200
2017 80,600
2018 83,000
2019 85500
$ 403.200

The School is a co-borrower along with the Organization on a term note in the amount
of $650,000 as desctibed in Note 12.
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GRANT CONTINGENCIES

Grants received are subject to audit and adjustment by grantor agencies. Any disallowed
claims, including amounts already collected, may constitute a liability of the applicable
funds. The amount, if any, of expenditures that may be disallowed by the grantor
cannot be determined at this time, although the School expects such amounts, if any, to
be immaterial.

LITIGATION

The School is, from time to time, involved in claims and lawsuits incidental to its
operations. In the opinion of the administration and legal counsel, at this time, the
ultimate resolution of these matters will not have an adverse effect on the financial
position of the School.

COMPONENT UNIT

Designing Futures Foundation ("DFF") is otrganized as a nonprofit corporation in
Pennsylvania undet the provisions of Section 501(c)(3) of the Internal Revenue Code.

The goal of DFF is to provide financial support to the School through fundraising and
charitable gifts and through the operations of its intetests in L-A Liberty Square
Associates, L.P. and DFF Real Estate, LLC.

L-A Libetty Squate Associates, L.P. (the "Partnership") is a Pennsylvania limited
partnership, which rents office and classroom space to the School and other tenants.
DFF has a 99.99% interest in the Partnership.

DFF Real Estate, LLC (the "Corporation") is a nontecognized tax entity. Its sole
member is DFF. The Corporation has a .01% interest as general partner in the
Partnership. The Partnership and Corporation ate collectively known as the "Affiliates."

Cash and Cash Equivalents
The Ozganization considers all highly liquid instruments with a maturity of three

months or less when purchased to be cash equivalents.

Bond Issuance Costs
Costs relating to the issuance of bonds are amortized over the term of the bonds usmng
the straight-line method.

Capital Assets
As of December 31, 2013, the Otganization's latest repotting petiod, its capital assets

consisted of the following:

Building and improvements $ 10,814,359
Furniture and equipment 377,906
Software 20284
11,212,549
Less: accumulated depreciation (2.361.248)

$__ 8851301
Depreciation expense for the year ended December 31, 2013, was $267,584.
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COMPONENT UNIT (CONTINUED)

Rental Operations

The Partnership is a lessor of office space. Commitments for future minimum rental
income under noncancelable leases and subleases at December 31, 2013, its latest
reporting period, ate approximately as follows:

Year ending December 31: Amount
2014 $ 1,469,627
2015 1,403,000
2016 1,111,128
2017 879,922
2018 881,227

2019-2023 3,999,236
2024-2028 3,875,000
2029-2033 3,875,000
2034-2038 3,875,000
2039-2043 3.875.000

$_ 25244 140

Deferred Revenue

The School has a current lease agreement with the Partnership, and has advanced funds
of $1,200,000. Accordingly, the advance was recorded as deferred revenue. The amount
is to be amortized at the rate of $11,111 through September 2014, as per the third

amendment to the lease agreement.

The following 1s a schedule of deferred revenue at December 31, 2013, the Partnership's
latest reporting petiod:

Amount
Deferred revenue, beginning $ 1,200,000
Less: amortized rent (1,111.105)
Deferred revenue, ending $ 88.895

Long-Term Debt
Long-term debt of the Organization as of December 31, 2013, its latest reporting
petiod, consisted of the following:

On August 26, 2009, DFF, the Partnership, and the School, as co-borrowers, entered
mnto an $8,200,000 note payable with PNC Bank, N.A. (the "Bank"), payable in 59 equal
and consecutive monthly installments of $54,116, based on a 20-year amortization, with
a balloon payment of all outstanding principal and interest due on August 24, 2014. The
monthly payment amount represents principal plus intetest at the one-month London
Interbank Offered Rate ("LIBOR"), adjusted monthly, plus 3%. The note was
collateralized by (a) all receipts, revenues, income and othet monies received by ot on
behalf of the Partnership, and (b) real property, fixtures and improvements located at
lien on 105-17 South 7th Street, Philadelphia, PA (the "Property"), and assignment of all
leases and rents on the Property. There were certain covenants related to this note
payable. Such covenants included reporting requirements and financial covenants
relating to unrestricted cash balances and debt coverage. The putpose of the note
payable was to refinance all of the Partnership's and DFF's then existing indebtedness.
"This note was paid in full in Mazrch 2013.
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NOTE 12. COMPONENT UNIT (CONTINUED)

Long-Term Debt (continued)

On February 3, 2011, DFF, the Partnetship, and the School, as co-borrowers, entered
into a term note with the Bank in the amount of $650,000. The term note is payable in
monthly installments of principal and interest, of approximately $11,800. Amounts
outstanding under this note bear interest at a rate per annum equal to the daily LIBOR,
adjusted monthly, plus 3%. The effective rate was 3.17% as of December 31, 2013. Any
outstanding principal and accrued interest is due and payable in full on the maturity
date, February 2, 2016. This note was cross-collateralized and cross-defaulted with the
$8,200,000 note mentioned above, and with all other present and future obligations of
DFF and the Bank.

On March 21, 2013, a line of credit was converted into a term loan with monthly
payments of principal and interest of $§2,056 per month for the 48 months until maturity
on March 20, 2018. Before conversion, the line of credit with a commercial bank had a
borrowing limit of $900,000. Amounts outstanding under this note will beat interest at a
rate per annum which is at all times equal to (A) the daily LIBOR Rate plus (B) three
hundred (300) basis points (3%). The effective rate was 3.16% at December 31, 2013.
At December 31, 2013, the balance outstanding on the line of credit was $210,360.

Interest incutred on the line of credit amounted to $4,766 for the year ended December
31, 2013.

Future maturities of long-term debt adjusted for the March 20, 2014 line of credit
convetsion as of December 31, 2013, are as follows:

Year ending December 31: Amount
2014 $ 137,511
2015 143,549
2016 41,359
2017 6,494
2018 187.029
$ 515,942

Terms of the new debt incutred upon the refinancing are discussed below.

Following are changes in long-term debt for the year ended December 31, 2013:

Balance Balance Amount
January 1, December Due in One
2013 Additions = Deductions _ 31,2013 Year
Notes payable $.7.312551 $__210360 $(7.006969) $_ 515942 §__ 137511
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COMPONENT UNIT (CONTINUED)

Bonds Payable and Restricted Cash and Cash Equivalents

On Match 1, 2013, DFF and the Partnership borrowed $8,540,000 of Series 2013 bonds
for the refinance of existing indebtedness and improvements to their facilities. The loan
is payable in annual payments of principal and interest, which cotrespond to the
repayment or redemption of the bonds that were issued on behalf of DFF and the
Partnership by the Philadelphia Authority for Industrial Development. The bonds are
secured by the assets of DFF and the Partnership. The bonds bear mterest at 5.25%
until Maxch 15, 2023, at which time the intetest rate incteases to 6.125%. The bonds call
for annual mandatory sinking fund redemptions beginning March 15, 2014, with
scheduled maturities on March 15, 2023 and 2043. The balance payable on the bonds
was $8,540,000 at December 31, 2013. During the year ended December 31, 2013, none
of the bonds were redeemed.

Future principal and interest requirements of long-term debt based on the schedule of
mandatory sinking fund redemption are as follows:

Year Ending
December 31: Principal Interest Total
2014 $ - $ 511,219 § 511,219
2015 - 511,219 511,219
2016 - 511,219 511,219
2017 - 511,219 511,219
2018 - 511,219 511,219
2019-2023 1,355,000 2,520,525 3,875,525
2024-2043 7,185,000 8.581.585 15,766,585

$ 8540000 $__ 13658205 $___ 22198205

The principal requirements of funding the mandatory sinking fund are as follows:

Year ending December 31:

2014 $ 115,000
2015 110,000
2016 115,000
2017 125,000
2018 130,000
2019-2023 760,000
2024-2028 995,000
2029-2033 1,335,000
2034-2038 1,805,000
2039-2043 3.050,000
$_ 8540.000

The Otganization also maintains several cash and cash equivalent accounts whereby the
funds ate restricted pursuant to the bond issuance agreement. Total restricted cash and
cash equivalents as of December 31, 2013, was $1,338,985, of which $838,484 was
being held for future payments of principal and interest.
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NOTE 12. COMPONENT UNIT (CONTINUED)

Line of Credit

The Otganization maintains a line of credit with a commercial bank with a borrowing
limit of $300,000 that expites on March 20, 2015. Advances under the $300,000 line of
credit will be used for working capital or othetr general business purposes of the
borrower. Amounts outstanding under this note will bear interest at a rate per annum
which is at all times equal to (A) the daily LIBOR Rate plus (B) two hundred twenty-
five (225) basis points (2.25%). The effective rate was 2.41% at December 31, 2013.
Collateral is a pledge of gross revenues and a mortgage on the school property on parity
with the Seties 2013 bondholders. At December 31, 2013, there was no outstanding
balance on the line of credit. No intetest was incurred on the line of credit for the year
ended December 31, 2013.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE

BUDGET AND ACTUAL
GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2014
Budgeted Amounts Actual Over (Under)
Original Final Amounts Final Budget
Revenues:

Local educational agencies $ 6,205769 $ 6,701,996 $ 06,474,948 § (227,048)

Other sources 306,500 440,166 623,236 183,070

State soutces 504,611 504,611 565,253 60,642

Federal soutces 628,004 582,010 565,308 (16,702)

Total revenues 7,644,884 8228 783 8228745 (38)
Expenditures:

Instruction 3,691,155 3,949,781 3,837,406 (112,375)

Suppott setvices 3,792,272 3,957,587 3,953,699 (3,888)

Non-instructional services 48,895 48,895 14,757 (34,138)

Debt setvice - - 17,532 17,532

Capital outlay - - 133,085 133,085

Total expenditures 7,532,322 7.956.263 7,956,479 216
Excess of tevenues over expenditures 112,562 272,520 272,266 (254
Other financing sources:

Proceeds from capital lease - - 112994 112,994
Net change in fund balance 112,562 272,520 385,260 112,740
Fund balance - beginning 1,516,829 1,516,829 1.513.994 (2,835)
FUND BALANCE - ENDING $ 1629391 $_ 1789349 § 1899254 § 109,905

See accompanying notes to financial statements.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2014

Pass-
Federal Through
CFDA Grantot's Federal
Grantor Program Title Number Number Expenditures
U.S. Department of Agriculture
Pass-through the Pennsylvania
Department of Education
National School Lunch Program 10.555 362 $ 140,415
School Breakfast Program 10.553 365 19292
Total Child Nutrition Cluster 159,707
Total U.S. Department of Agriculture 159,707
U.S. Depattment of Education
Pass-through the Pennsylvania
Depattment of Education
Title I Grants to LEAs 84.010 013-130863 36,358
Title T Grants to LEAs 84.010 013-140863 382.779
Total Title I Grants to LEAs 419,137
Improving Teacher Quality State Grants 84.367 020-140863 22,629
Pass-through the
School Disttict of Philadelphia
Special Education Grants to States 84.027 N/A 123,542
Total U.S. Department of Education 565,308
Total Federal Awards $ 725015

See accompanying notes to schedule of expenditures of federal awards.
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE 1.

NOTE 2.

NOTE 3.

FOR THE YEAR ENDED JUNE 30, 2014

GENERAL

The accompanying schedule of expenditures of federal awards presents the activity of
all federal financial assistance programs of Charter High School fotr Architectute and
Design (the "School"). The information in this schedule is presented in accordance with
the requitements of OMB Circular A-133, Awdits of States, Local Governments and Non-
Profit Organizations. Therefore, some amounts presented in this schedule may diffet from
amounts presented in, or used in the preparation of, the basic financial statements.

BASIS OF ACCOUNTING

The accompanying schedule of expenditutes of federal awatds is presented using the
accrual basis of accounting, which is described in Note 1 to the School's financial
statements.

PROGRAM CLUSTERS

In accordance with Subpart A105 of OMB Citcular A-133, Audits of State, Local
Governments and Non-Profit Organizations, certain programs have been clustered in
determining major programs. The following represents the clustered programs:

Name of Cluster/Program CFDA Number
Child Nutrition Clustet

School Breakfast Program 10.553
National School Lunch Program 10.555
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INDEPENDENT AUDITOR'S 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
Charter High School for Architecture and Design

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activity, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of Charter High School for Architecture and Design (a2 nonprofit
organization) as of and for the year ended June 30, 2014, and the related notes to the financial
statements, which collectively comprise Charter High School for Architecture and Design's basic
financial statements, and have issued our report thereon dated November 24, 2014. The financial
statements of Designing Futures Foundation and Affiliates wete not audited in accordance with
Government Auditing Standards, and accordingly, this report does not include reporting on internal control
over financial reporting or instances of reportable noncompliance associated with Designing Futures
Foundation and Affiliates.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Charter High School for Architecture and
Design's internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of Charter High
School for Architecture and Design's internal control. Accordingly, we do not express an opinion on
the effectiveness of the Charter High School for Architecture and Design'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 entity's financial statements will not be prevented, ot detected and cotrected 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 desctibed 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, duting out audit we 'did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Chatter High School for Architecture and
Design's financial statements are free of material misstatement, we petformed 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.

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
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Aunditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

WW*W wl

CERTIFIED PUBLIC ACCOUNTANTS

Philadelphia, Pennsylvania
November 24, 2014
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY
OMB CIRCULAR A-133

To the Board of Trustees
Charter High School for Architecture and Design

Report on Compliance for Each Major Federal Program

We have audited Charter High School for Architecture and Design's (2 nonprofit organization)
compliance with the types of compliance requirements desctibed in the U.S. Office of Management and
Budget ("OMB") Circular A-133 Compliance Supplement that could have a direct and material effect on
Charter High School for Architecture and Design's major federal program for the yeatr ended June 30,
2014. Charter High School for Architecture and Design's major federal program is identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requitements of laws, regulations, contracts, and
grants applicable to its federal programs.

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for Charter High School for Architecture
and Design's major federal program based on our audit of the types of compliance requirements
teferred to above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Anditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and petform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a major federal program occutred. An audit includes examining, on a test
basis, evidence about Charter High School for Architecture and Design's compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of Charter High School for
Architecture and Design's compliance.
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Opinion on Each Major Federal Program

In our opinion, Charter High School for Architecture and Design complied, in all material respects,
with the requirements referred to above that could have a direct and material effect on each major
federal program for the year ended June 30, 2014.

Report on Internal Control Over Compliance

Management of Charter High School for Architecture and Design is responsible for establishing and
maintaining effective internal control over compliance with the types of compliance requitements
referred to above. In planning and performing our audit of compliance, we considered Charter High
School for Architecture and Design’s internal control over compliance with the types of requitements
that could have a direct and material effect on each major federal program to determine the auditing
procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over comp]ianée
in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of Charter High School for Architecture and Design’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and cotrect, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A waterial weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requitement of a federal
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in
internal control over compliance 1s a deficiency, or a combination of deficiencies, in internal control over
compliance with a type of compliance requirement of a federal program that is less severe than a
material weakness in internal control over compliance, yet important enough to merit attention by
those charged with governance.

Our consideration of internal control over compliance was for the limited putpose desctibed in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of out
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

(hi. Coopermeen & Grmpey LY

CERTIFIED PUBLIC ACCOUNTANTS

Philadelphia, Pennsylvania
November 24, 2014
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CHARTER HIGH SCHOOL FOR ARCHITECTURE AND DESIGN
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2014

SUMMARY OF AUDITOR'S RESULTS

1. The auditot's report expresses an unqualified opinion on the financial statements of
Charter High School for Architecture and Design (the "School").

2. No significant deficiencies relating to the financial statements are reported in the
Independent Auditor's Report on Intetnal Conttol Over Financial Repotting and on
Compliance and Other Matters Based on an Audit of Financial Statements Petformed
in Accotdance with Government Auditing Standards.

3. No instances of noncompliance matetial to the financial statements of the School wete
disclosed during the audit.
4. No significant deficiencies relating to the audit of major federal award programs are

reported in the Independent Auditor's Report for Each Major Program and on Intetnal
Conttol over Compliance in Accordance with OMB Circular A-133.

5. The auditor's report on compliance for the major federal award program for the School
expresses an unqualified opinion.

6. There were no audit findings that were requited to be repotrted under Section 510(a) of
OMB Citcular A-133.

7. The program tested as a major program was Title I Grants to LEAs, CFDA #84.010.
8. The threshold for distinguishing Type A and Type B programs was $300,000.
9. The School does not qualify as a low-risk auditee.

FINDINGS - FINANCIAL STATEMENT AUDIT

There were no financial statement findings.

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARDS
PROGRAM AUDIT

There were no findings and questioned costs for federal awards, which would include audit
findings as defined in OMB Circulatr A-133.
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