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Independent Auditors’ Report

To the Board of Directors
The Harbor Science and Arts Charter School

We have audited the accompanying statements of financial position of The Harbor Science
and Arts Charter School (the “School”) as of June 30, 2010 and 2009, and the related
statements of activities and cash flows for the years then ended. These financial statements
are the responsibility of the School’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States 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 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
the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of The Harbor Science and Arts Charter School as of
June 30, 2010 and 2009, and the changes in its net assets and its 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 29, 2010 on our consideration of the School’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grants. 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.

B0 Usa e
October 29, 2010

BDO USA, LLP, a New York limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part
of the international BDO network of independent member firms.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.



The Harbor Science and Arts Charter School

Statements of Financial Position

June 30, 2010 2009
Assets
Cash $296,365 $171,218
Accounts receivable 141,472 167,807
Prepaid expenses and other assets 3,000 -
Fixed assets, net (Note 5) 20,764 30,526
$461,601 $369,551
Liabilities and Net Assets
Liabilities:
Accounts payable $ 47,053 $ 35,404
Due to related party (Note 4) 110,131 66,706
Accrued payroll and related liabilities 94,549 117,005
Total liabilities 251,733 219,115
Net assets (Note 2):
Unrestricted 178,184 150,436
Unrestricted — Board designated (Note 7) 31,684 -
Total net assets 209,868 150,436
$461,601 $369,551

See accompanying notes to financial statements.



The Harbor Science and Arts Charter School

Statements of Activities
(unrestricted)

Year ended June 30, 2010 2009
Support and revenue:
Revenue from public school district $2,850,061 $2,770,348
Government grant revenue 288,076 240,117
Foundation and corporate contributions 26,338 73,273
Other income 56,366 73,710
Total support and revenue 3,220,841 3,157,448
Expenses:
Program services:
Salaries 2,024,940 1,852,039
Fringe benefits and payroll taxes 488,292 391,731
Rent and utilities 125,242 124,996
Program supplies 112,951 84,893
Food 99,493 91,194
Repairs and maintenance 1,954 7,228
Insurance 13,944 12,495
Housekeeping supplies 6,757 6,346
Transportation services 9,055 6,668
Professional fees 109,855 133,895
Equipment rental 25,452 20,274
Telephone 6,660 7,864
Stipends 8,250 3,380
Scholarships 1,750 1,500
Office expense 14,741 13,865
Equipment expense 7,607 4,748
Advertising/seminars/workshops 867 1,954
Miscellaneous 17,259 12,273
3,075,069 2,777,343
Management and general:
Administrative services 48,000 48,000
Accounting and audit fees 25,000 25,500
Depreciation expense 13,340 17,734
86,340 91,234
Total expenses 3,161,409 2,868,577
Excess of support and revenue over expenses 59,432 288,871
Net assets (deficit), beginning of year 150,436 (138,435)
Net assets, end of year $ 209,868 $ 150,436

See accompanying notes to financial statements.



The Harbor Science and Arts Charter School

Statements of Cash Flows

Year ended June 30, 2010 2009
Cash flows from operating activities:
Excess of support and revenue over expenses $ 59,432 $288,871

Adjustments to reconcile excess of support and
revenue over expenses to net cash provided by
operating activities:
Depreciation 13,340 17,734
Changes in operating assets and liabilities:
(Increase) decrease in:

Accounts receivable 26,335 (60,897)
Prepaid expenses and other assets (3,000) -
Increase (decrease) in:
Accounts payable 11,649 19,121
Accrued payroll and related liabilities (22,456) 22,611
Due to related party 43,425 (75,590)
Reimbursement advances - (14,462)
Deferred revenue - (64,229)
Net cash provided by
operating activities 128,725 133,159
Cash flows from investing activities:
Purchases of fixed assets (3,578) (1,421)
Net increase in cash 125,147 131,738
Cash, beginning of year 171,218 39,480

Cash, end of year $296,365 $171,218
|

See accompanying notes to financial statements.



The Harbor Science and Arts Charter School

Notes to Financial Statements

1. Nature of The Harbor Science and Arts Charter School (the “School”) is a
Organization non-profit organization formed in 2000 to operate a charter school
pursuant to Article 56 of the Education Law. The School is
committed to creating an environment where students and adults
are engaged in the learning process and work cooperatively on

“real world” problems.

2. Summary of (@) Accounting Changes
ilgnlflc?nt In June 2009, the Financial Accounting Standards Board
P(():Icig:i:rsl 'ng (“FASB”) issued FASB Accounting Standards Codification

(“ASC”) effective for certain financial statements issued for
interim and annual periods ending after December 15, 2009.
The ASC identifies the sources of accounting principles and
the framework for selecting the principles used in the
preparation of financial statements of nongovernmental
entities that are presented in conformity with generally
accepted accounting principles (“GAAP”) in the United
States. In accordance with the ASC, references to previously
issued accounting standards have been replaced by ASC
references. Subsequent revisions to GAAP will be
incorporated into the ASC through Accounting Standards
Updates (“ASU”).

(b) Basis of Presentation

The financial statements have been prepared on an accrual
basis. In the statement of financial position, assets are
presented in order of liquidity or conversion to cash and
liabilities are presented according to their maturity resulting
in the use of cash.



The Harbor Science and Arts Charter School

Notes to Financial Statements

(c) Financial Statement Presentation

The classification of an organization’s net assets and its
support, revenue and expenses is based on the existence or
absence of donor-imposed restrictions. It requires that the
amounts for each of three classes of net assets, permanently
restricted, temporarily restricted and unrestricted, be
displayed in a statement of financial position and that the
amounts of change in each of those classes of net assets be
displayed in a statement of activities.

The classes of net assets are defined as follows:

Permanently Restricted - Net assets resulting from
contributions and other inflows of assets whose use by the
School is limited by donor-imposed stipulations that neither
expire by passage of time nor can be fulfilled or otherwise
removed by actions of the School.

Temporarily Restricted - Net assets resulting from
contributions and other inflows of assets whose use by the
School is limited by donor-imposed stipulations that either
expire by passage of time or can be fulfilled and removed by
actions of the School pursuant to those stipulations. When
such stipulations end or are fulfilled, such temporarily
restricted net assets are reclassified to unrestricted net assets
and reported in the statement of activities.

Unrestricted - The part of net assets that is neither
permanently nor temporarily restricted by donor-imposed
stipulations.

Unrestricted - Board Designated — Consists of a portion of
the unrestricted net assets that were designated by the Board
of Directors for specific purposes.

(d) Cash and Cash Equivalents
Cash equivalents include money market accounts.



The Harbor Science and Arts Charter School

Notes to Financial Statements
|

(e) Property and Equipment

Property and equipment are recorded at cost. Depreciation is
computed on a straight-line basis over the estimated useful
lives of the assets for financial reporting, which is three to
five years for all types of property and equipment.

()  Third-party Reimbursement and Revenue Recognition

The School receives substantially all its revenue for services
provided to approved participants from third-party
reimbursement agencies, primarily the Board of Education
of the City of New York. These revenues are based on
predetermined rates based on cost reimbursement principles
and are subject to audit and retroactive adjustment by the
respective third-party fiscal intermediary.

() Contributions and Promises to Give

Contributions and promises to give are recorded as revenue
when either unsolicited cash is received or when donors
make a promise to give. Contributions and promises to give
are classified as either unrestricted, temporarily restricted, or
permanently restricted support.

Contributions of property and equipment are recorded at the
fair market value of the property and equipment at the time
of contribution.

(h)  Income Taxes

The School is a charitable organization that is exempt from
Federal, state and local income taxes under
Section 501(c)(3) of the Internal Revenue Code (the
“Code”), and therefore has made no provision for income
taxes in the accompanying financial statements. In addition,
the School has been determined by the Internal Revenue
Service (“IRS”) not to be a “private foundation” within the
meaning of Section 509(a) of the Code. There was no
unrelated business income for 2010 and 20009.



The Harbor Science and Arts Charter School

Notes to Financial Statements

The School adopted the provisions of ASC 740, “Income
Taxes” (relevant portions of which were previously
addressed in FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes”). Under ASC 740, an
organization must recognize the tax benefit associated with
tax positions taken for tax return purposes when it is more
likely than not the position will be sustained upon
examination by a taxing authority. The implementation of
ASC 740 had no impact on the School’s financial
statements. The School does not believe it has taken any
material uncertain tax positions and, accordingly, it has not
recorded any liability for unrecognized tax benefits. The
School has filed for and received income tax exemptions in
the jurisdictions where it is required to do so. Additionally,
The School has filed IRS Form 990 information returns, as
required, and all other applicable returns in jurisdictions
where so required. For the year ended June 30, 2010, there
was no interest or penalties recorded or included in the
statements of activities.

(i)  Use of Estimates

In preparing financial statements in conformity with
accounting principles generally accepted in the United
States of America, management is required to make
estimates and assumptions that affect the reported amounts
of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the financial statements
and revenues and expenses during the reported period.
Actual results could differ from those estimates.

(i) Concentration of Credit Risk

Financial instruments which potentially subject the School
to concentration of credit risk consist primarily of cash and
cash equivalents. At various times, the School has cash
deposits at financial institutions, which exceed the FDIC
insurance limits.

10



The Harbor Science and Arts Charter School

Notes to Financial Statements

(k) Reclassifications

Certain prior year balances have been reclassified to be
consistent with the current year financial statement
presentation. The reclassifications had no impact on changes
in net assets.

3. Expenditures Per  Year ended June 30, 2010 2009
Pupil Total program expenditures $3,075,069  $2,777,343
Total full-time equivalent school
enrollment 217 212
Expenditures per pupil $ 14,171 $ 13,101
4. Related Party Boys & Girls Harbor, Inc. (“Harbor”) (a) provides certain

enumerated services for which it is reimbursed by the School at a
negotiated rate, and (b) pays certain enumerated expenses
incurred by both the Harbor and the School under one account, for
which it is reimbursed by the School at cost. The Harbor
Executive Director serves on the board of the School. The services
provided and expenses paid by the Harbor, subject to
reimbursement, include accounting, development, human
resources, technology and insurance, as well as the use of
classrooms and office space leased to the Harbor. During the year
ended June 30, 2010, the School was invoiced for approximately
$790,000 for these services and had reimbursed the Harbor for
approximately $746,000. The amount due to the Harbor at
June 30, 2010 and 2009 was $110,131 and $66,706, respectively.

11



The Harbor Science and Arts Charter School

Notes to Financial Statements

5. Fixed Assets, Net  Fixed assets, stated at cost, consist of the following:
June 30, 2010 2009
Computer equipment $ 77,345 $ 77,345
Books 17,090 17,090
Furniture and fixtures 33,092 29,513
Machinery and equipment 1,400 1,400
128,927 125,348
Less: Accumulated depreciation (108,163) (94,822)
Fixed assets, net $ 20,764 $ 30,526
6. Deferred Revenue This amount represents a grant received from government agency

for construction of new facilities. In 2004, the School received
verbal notification from the granting agency approving the usage
of these funds for the feasibility study. The remainder of the funds
was recognized as income in the year ended June 30, 2010 having
no restrictions or obligations as to the use of the funds.

7. Unrestricted Net The Board-designated net assets consist of the following:
Assets — Board
Designated June 30, 2010
Computer lab $11,684
10-year anniversary event 20,000
$31,684

8. Subsequent Events The School’s management has performed subsequent events
procedures through October 29, 2010 which is the date the
financial statements were available to be issued and there were no
subsequent events requiring adjustment to the financial statements
or disclosures as stated herein.

12



Tel: +212 885-8000 100 Park Avenue
Fax: +212 697-1299 New York, NY 10017
A www.bdo.com

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 Directors
The Harbor Science and Arts Charter School

We have audited the financial statements of The Harbor Science and Arts Charter School
(the “School™) as of and for the years ended June 30, 2010 and 2009, and have issued our
report thereon dated October 29, 2010. 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 audit, we considered the School’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the School’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the School’s internal
control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis.

A material weakness is a deficiency, or combination of deficiencies, in internal control,
such that there is a reasonable possibility that a material misstatement of the School’s
financial statements will not be prevented, or detected and corrected on a timely basis.

BDO USA, LLP, a New York limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part
of the international BDO network of independent member firms.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over financial reporting that might be deficiencies,
significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as
defined above.

Compliance and Other Matters

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

We noted certain matters that we reported to management of the School in a separate letter
dated October 29, 2010.

This report is intended solely for the information and use of management, the audit
committee, others within the School, the Charter Schools Institute of the State University
of New York and the State Education Department of the University of the State of New

York and is not intended to be and should not be used by anyone other than these specified
parties. However, this report is a matter of public record and its distribution is not limited.

Be0 Usa L@

Certified Public Accountants

New York, New York

October 29, 2010
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