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Independent Auditor’s Report 
 
 
To the Board of Trustees of 
Brooklyn Emerging Leaders Academy Charter School 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of Brooklyn Emerging Leaders Academy 
Charter School, which comprise the statement of financial position as of June 30, 2018, and the related 
statements of activities, functional expenses, and cash flows from inception through June 30, 2018, and 
the related notes to the financial statements. 
 
Management’s Responsibility for the Financial Statements 
 
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 
error.  
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion 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.  
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 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 
organization'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 organization'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.  
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion.  
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Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Brooklyn Emerging Leaders Academy Charter School as of June 30, 2018, and the 
changes in its net assets and its cash flows for the period from inception through June 30, 2018 in 
accordance with accounting principles generally accepted in the United States of America.  
 
Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated October 16, 
2018 on our consideration of the School’s internal control over financial reporting and on our tests of 
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other 
matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the School’s internal 
control over financial reporting and compliance.  
 
 
 

 
Schall & Ashenfarb 
Certified Public Accountants, LLC 

 
October 16, 2018 
 



Cash and cash equivalents $160,724

Restricted cash (Note 3) 25,000

Grants receivable - New York City (Note 4) 6,723

Government grants receivable 35,913

Prepaid expenses  and other assets 3,000

Fixed assets (Note 5) 140,871

Total assets $372,231

Liabilities:

Accounts payable and accrued expenses 123,540

Net assets:

Unrestricted 248,691

Total liabilities and net assets $372,231

BROOKLYN EMERGING LEADERS ACADEMY CHARTER SCHOOL

STATEMENT OF FINANCIAL POSITION

AS OF JUNE 30, 2018

The attached notes and auditor's report are an integral part of these financial statements.

Assets

Liabilities and Net Assets
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Unrestricted:

  Public support and revenue:

 Public school district: (Note 4)

Revenue - resident student enrollment $887,948

Revenue - students with disabilities 153,055

Total public school district revenue 1,041,003

Government grants  - other 882,287

Contributions 793,397

Other income 2,674

Total revenue and public support 2,719,361

Expenses:

Program services

Regular education 1,404,790

Special education 457,262

Total program services 1,862,052

Supporting services:

Management and general 587,305

Fundraising 21,313

Total expenses 2,470,670

Change in net assets 248,691

Net assets - beginning 0

Net assets - ending $248,691

BROOKLYN EMERGING LEADERS ACADEMY CHARTER SCHOOL

STATEMENT OF ACTIVITIES

FROM INCEPTION THROUGH JUNE 30, 2018

The attached notes and auditor's report are an integral part of these financial statements.
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Total Management

Regular Special Program and Total

Education Education Services General Fundraising Expenses

Salaries $857,714 $272,347 $1,130,061 $222,809 $17,793 $1,370,663

Payroll taxes and benefits 169,658 53,871 223,529 44,071 3,520 271,120

Total personnel costs 1,027,372 326,218 1,353,590 266,880 21,313 1,641,783

Professional fees 3,911 12,441 16,352 191,228 207,580

Curriculum & classroom expenses 93,972 29,840 123,812 123,812

Food services 99,704 31,659 131,363 131,363

Facilities expense 33,197 10,541 43,738 43,738

Equipment 2,231 709 2,940 44,129 47,069

Office expenses 15,818 5,023 20,841 64,365 85,206

Professional development 36,291 11,523 47,814 9,084 56,898

Insurance 16,898 5,366 22,264 3,929 26,193

Recruitment 38,210 12,133 50,343 50,343

Other expenses 5,614 1,783 7,397 7,690 15,087

Depreciation 31,572 10,026 41,598 41,598

Total expenses $1,404,790 $457,262 $1,862,052 $587,305 $21,313 $2,470,670

Program Services Supporting Services

The attached notes and auditor's report are an integral part of these financial statements.

BROOKLYN EMERGING LEADERS ACADEMY CHARTER SCHOOL

SCHEDULE OF FUNCTIONAL EXPENSES

FROM INCEPTION THROUGH JUNE 30, 2018
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Cash flows from operating activities:

Change in net assets $248,691

Adjustments to reconcile change in net assets to net

  cash used for operating activities:

Depreciation 41,598

Changes in assets and liabilities:

Restricted cash (25,000)

Grants receivable - New York City (6,723)

Government grants receivable (35,913)

Prepaid expenses (3,000)

Accounts payable and accrued expenses 123,540

Total adjustments 94,502

Net cash flows provided by operating activities 343,193

Cash flows from investing activities:

Purchases of furniture and equipment (182,469)

Net cash used for investing activities (182,469)

Cash flows from financing activities:

Loan proceeds 30,000

Loan repayment (30,000)

Net cash provided by financing activities 0

Net increase in cash and cash equivalents 160,724

Cash and cash equivalents - beginning 0

Cash and cash equivalents - ending $160,724

Supplemental disclosures:

Interest paid $357

Taxes paid $0

The attached notes and auditor's report are an integral part of these financial statements.

BROOKLYN EMERGING LEADERS ACADEMY CHARTER SCHOOL

STATEMENT OF CASH FLOWS

FROM INCEPTION THROUGH JUNE 30, 2018
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BROOKLYN EMERGING LEADERS ACADEMY CHARTER SCHOOL 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2018 
 
 
Note 1 - Organization 
 

Brooklyn Emerging Leaders Academy Charter School (the “School”), located in 
Brooklyn, New York, is a not-for-profit education corporation chartered by the Board of 
Regents of the State of New York. The School provides a full range of educational 
services appropriate for high school. The School completed the 2017-2018 fiscal year 
with an average enrollment of approximately 60 students. The School is a publicly 
funded, privately managed school, which is independent of the New York City 
Department of Education (“NYCDOE”). On October 11, 2016, the School was granted a 
provisional charter for a term up to and including June 30, 2021. 

 
The School has been notified by the Internal Revenue Service that it is exempt from 
Federal income taxes under Section 501(c)(3) of the Internal Revenue Code. 
Accordingly, no provision for income taxes has been reflected in the accompanying 
financial statements. They have not been designated as a private foundation. 

 
Note 2 - Summary of Significant Accounting Policies 
 

a. Basis of Presentation  
The financial statements have been prepared using the accrual basis of accounting, 
which is the process of recognizing revenue and expenses when earned or incurred 
rather than received or paid. 
 
Net assets are classified based upon the existence or absence of donor-imposed 
restrictions as follows: 
 

• Unrestricted – represent those resources for which there are no restrictions 
by donors as to their use. 

 
• Temporarily restricted – represent those resources, the uses of which have 

been restricted by donors for a specific purpose or the passage of time. The 
release from restrictions results from the satisfaction of the restricted 
purposes specified by the donor. Temporarily restricted contributions, the 
requirements of which are met in the year of donation, are reported as 
unrestricted. The School did not have any temporary restricted net assets at 
June 30, 2018. 

 
• Permanently restricted – represents activity restricted by donors that must 

remain intact in perpetuity. The School did not have any permanently 
restricted net assets at June 30, 2018. 

 
b. Cash and Cash Equivalents 

The School considers all liquid investments purchased with a maturity of three 
months or less to be cash and cash equivalents.  
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c. Concentration of Credit  

Financial instruments, which potentially subject the School to concentration of 
credit risk, consist of cash accounts, which have been placed with financial 
institutions that management deems to be creditworthy. At times, balances may 
exceed federally insured limits. At June 30, 2018, there were no significant 
uninsured balances.  
 

d. Capitalization Policy 
Computer hardware, furniture and equipment are capitalized at cost or at the fair 
value at the date of gift, if donated. The School capitalizes fixed assets in excess of 
pre-defined amounts that have a useful life of more than one year. Depreciation was 
computed using the straight-line method over the estimated useful life of each asset, 
which generally is between 3 and 7 years. 
 

e. Contributions 
Contributions are recorded as revenue at the earlier of the receipt of cash or when a 
pledge is considered unconditional in nature. Contributions are available for 
unrestricted use, unless specifically restricted by the donor, in which case they are 
recorded in one of the restricted classes of net assets, depending on the nature of 
the restriction. 
 
Contributions expected to be received within one year are recorded at net realizable 
value. Long-term pledges are recorded at fair value using a risk adjusted discount 
rate. Conditional contributions are recognized as income when the conditions have 
been substantially met.  
 

f. Revenue – Public School District and Government Grants 
Public school district revenue is recognized based on rates established by the 
School’s funding source and the amount realizable on the accrual basis in the period 
during which services are provided.  
 
All government grants have been recognized as income when earned, either based 
on performance of certain milestones or by incurring expenses that can be 
reimbursed under the terms of the grant agreement. The difference between cash 
received and revenue recognized is reflected as government grants receivable or 
refundable advances.  
 

g. Donated Services  
Donated services are recognized in circumstances where those services create or 
enhance non-financial assets or require specialized skills, are provided by 
individuals possessing those skills and would typically need to be purchased, if not 
provided in-kind.  
 
Board members and other individuals volunteer their time and perform a variety of 
tasks that assist the School. These services do not meet the criteria outlined above 
and have not been recorded in the financial statements. 
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h. Functional Allocation of Expenses 

The costs of providing various programs and other activities have been summarized 
on a functional basis in the accompanying financial statements. Accordingly, certain 
costs have been allocated among the programs and supporting services benefited. 
 

i. Use of Estimates 
The preparation of financial statements in conformity with accounting principles 
generally accepted in the United States of America requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities, 
and disclosure of contingent assets and liabilities at the date of the financial 
statements, and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those estimates. 
 

j. Contingencies  
Government contracts are subject to audit by the grantor. Management does not 
believe that any audits, if they were to occur, would result in material disallowed 
costs, and has not established any reserves. Any disallowed costs would be recorded 
in the period notified. 
 

k. Accounting for Uncertainty in Income Taxes 
The School does not believe its financial statements include any material, uncertain 
tax positions. Tax filings for periods ending June 30, 2017, the School’s initial filing, 
and later are subject to examination by applicable taxing authorities. 

 
l. Subsequent Events 

Management has evaluated for potential recognition and disclosure events 
subsequent to the date of the statement of financial position through October 16, 
2018, the date the financial statements were available to be issued. No events have 
occurred subsequent to the statement of financial position date through our 
evaluation date that would require adjustment to or disclosure in the financial 
statements. 
 

m. New Accounting Pronouncement 
The Financial Accounting Standards Board (FASB) issued an Accounting Standards 
Update (ASU) No. 2016-14, Presentation of Financial Statements of Not-for-Profit 
Entities. The ASU, which becomes effective for the June 30, 2019 year, focuses on 
improving the current net asset classification requirements and information 
presented in the financial statements and notes that is useful in assessing a not-for-
profit’s liquidity, financial performance and cash flows. In addition, under the ASU, 
not-for-profits will no longer be able to imply a time restriction over donor-
restricted contributions of fixed assets.  
 
FASB issued ASU No. 2018-08, Clarifying the Scope and the Accounting Guidance for 
Contributions Received and Contributions Made. The ASU, which becomes effective 
for the June 30, 2020 year, provides guidance on whether a receipt from a third-
party resource provider should be accounted for as contributions (nonreciprocal 
transactions) within the scope of Topic 958, Not-for-Profit Entities, or as exchange 
(reciprocal) transactions. 
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The School is in the process of evaluating the impact these standards will have on 
future financial statements. 

 
Note 3 - Restricted Cash 
  

An escrow account has been established to meet the requirement of the Board of 
Regents of the State of New York. The purpose of this account is to ensure sufficient 
funds are available for an orderly dissolution or transition process in the event of 
termination of the charter or school closure. 

 
Note 4 - Grants Receivable – New York City Department of Education   

 
Grants receivable on the contract with the NYCDOE at June 30, 2018 can be summarized 
as follows: 
 
Per pupil funding: 
Funding based on allowable FTE’s $1,041,003 
Advances received (1,034,280) 
Ending (grant advance)/grant receivable         $6,723 

 
Note 5 - Fixed Assets 

 
Fixed assets consist of the following: 
 
Furniture, fixtures and equipment  $182,469 
Less: accumulated depreciation      (41,598) 
Total   $140,871 

 
Note 6 - Significant Concentrations 

 
The School is dependent upon grants from the NYCDOE to carry out its operations. 
Approximately 38% of the School’s total public support and revenue was from NYCDOE 
for the period from inception through June 30, 2018. If the NYCDOE were to discontinue 
funding, it would have a severe economic impact on the School’s ability to operate. 

 
Note 7- Donated Space 

 
The School is located in a NYCDOE facility and utilizes approximately 10,000 square feet 
at no charge.  As there is no market available for this type of unique space, no value has 
been assigned and no amounts have been recorded as in-kind contributions.  

 
Note 8 - Retirement Plan  

 
The School has a retirement plan under IRS Section 403(b). All employees who are at 
least 21 years of age are eligible to participate. All eligible employees may elect to defer 
a portion of their salary and contribute to this plan up to statutory amounts and receive 
an employer base contribution equal to 100% of the salary reduction contributions 
made by the employee for the calendar year, not to exceed 4% of the employee’s salary.  
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The School contributed $16,000 to the 403(b) plan during the period from inception 
through June 30, 2018. The following vesting periods apply: 
 
  Vesting 
 Period Percentage 

Less than 1 year 0% 
At least 1, but less than 2 years 25% 
At least 2, but less than 3 years 50% 
At least 3, but less than 4 years 75% 
4 years or more 100% 

 



 

12 
 

 
 
 
 
 
 
 

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 of 
Brooklyn Emerging Leaders Academy Charter School 
 
Report on the Financial Statements 
 
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 Brooklyn Emerging 
Leaders Academy Charter School (the “School”), which comprise the statement of financial position as 
of June 30, 2018, and the related statements of activities, functional expenses, and cash flows for the 
period from inception through June 30, 2018 and the related notes to the financial statements, and have 
issued our report thereon dated October 16, 2018. 
 
Internal Control over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered the School’s internal 
control over financial reporting (internal control) to determine the audit procedures that are 
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, 
but not for the purpose of expressing an opinion on the effectiveness the School’s internal control. 
Accordingly, we do not express an opinion on the effectiveness of the School’s internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a 
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance.  
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control over financial reporting that 
might be material weaknesses or significant deficiencies. Given these limitations, during our audit we 
did not identify any deficiencies in internal control that we consider to be material weaknesses. 
However, material weaknesses may exist that have not been identified.   
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the School’s financial statements are free of 
material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts. However, providing an opinion on 
compliance with those provisions was not an objective of our audit, and accordingly, we do not express 
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that 
are required to be reported under Government Auditing Standards. 
 
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 Auditing Standards in considering the entity’s internal control and 
compliance. Accordingly, this communication is not suitable for any other purpose.  
 
 
 
 

Schall & Ashenfarb 
Certified Public Accountants, LLC 

 
October 16, 2018 
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BROOKLYN EMERGING LEADERS ACADEMY CHARTER SCHOOL 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

JUNE 30, 2018 
 
 
 
Current Year: 
 
None 
 
Prior Year: 
 
None – This is the School’s first audit.  
 
 
 
 



 
 
 
 
 
 

Communication with Those Charged with Governance 
 
 
To the Board of Trustees of 
Brooklyn Emerging Leaders Academy Charter School 
 
We have audited the financial statements of Brooklyn Emerging Leaders Academy Charter School 
(“the School”) for the period from inception through June 30, 2018, and have issued our report 
thereon dated October 16, 2018. Professional standards require that we provide you with the 
following information related to our audit. 
 
Our Responsibility under Generally Accepted Auditing Standards 
As stated in our engagement letter dated January 10, 2017, our responsibility, as described by 
professional standards, is to plan and perform our audit to obtain reasonable, but not absolute, 
assurance that the financial statements are free of material misstatement and are fairly presented in 
accordance with generally accepted accounting principles. Because of the concept of reasonable 
assurance and because we did not perform a detailed examination of all transactions, there is a risk 
that material errors, fraud, or other illegal acts may exist and not be detected by us. Our audit of the 
financial statements does not relieve you or management of your responsibilities. 
 
Planned Scope of Audit 
We performed our audit according to the plan previously communicated to you in our engagement 
letter and subsequent conversations during the planning phase. 
 
Significant Accounting Policies 
Management has the responsibility for selection and use of appropriate accounting policies. In 
accordance with the terms of our engagement letter, we will advise management about the 
appropriateness of accounting policies and their application. The significant accounting policies used 
are described in Note 2 to the financial statements. No new accounting policies were adopted during 
the year under audit and the application of existing policies was not changed during the year.  
 
We noted no transactions entered into by School during the year that were both significant and 
unusual, and of which, under professional standards, we are required to inform you, or transactions 
for which there is a lack of authoritative guidance or consensus. 
 
Not-for-profit organizations are required to record in-kind contributions for rent received without 
charge. As you are aware the School operates out of a public school building owned by New York City. 
Management decided not to record in-kind rent because there is no market available for this type of 
unique space.  While this conflicts with generally accepted accounting principles, we feel the impact 
on the financial statements is not material.   
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Accounting Estimates 
Accounting estimates are an integral part of the financial statements prepared by management and 
are based on management’s knowledge and experience about past and current events and 
assumptions about future events. Certain accounting estimates are particularly sensitive because of 
their significance to the financial statements and because of the possibility that future events 
affecting them may differ significantly from those expected.  
 
The most sensitive estimates used in preparing the financial statements were as follows: 

• Estimate for collectability of receivables 
• Fixed asset depreciation methods and useful lives 
• The allocation of expenses into program, management and fundraising categories 

 
We evaluated the key factors and assumptions used to develop the above estimate in determining 
that it was reasonable in relation to the financial statements taken as a whole. The disclosures in the 
financial statements are neutral, consistent and clear. 
 
Significant Audit Adjustments 
Professional standards require us to accumulate all known and likely misstatements identified 
during the audit, other than those that are trivial, and communicate them to the appropriate level of 
management. For purposes of this letter, professional standards define a significant audit adjustment 
as a proposed correction of the financial statements that, in our judgment, may not have been 
detected except through our auditing procedures. There were no adjustment of this kind. Other than 
in-kind rent, there are no known adjustments that have not been recorded. 
 
Disagreements with Management 
For purposes of this letter, professional standards define a disagreement with management as a 
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or 
auditing matter that could be significant to the financial statements or the auditor’s report. We are 
pleased to report that no such disagreements arose during the course of our audit. 
 
Consultations with Other Independent Accountants 
In some cases, management may decide to consult with other accountants about auditing and 
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation 
involves application of an accounting principle to the financial statements or a determination of the 
type of auditor’s opinion that may be expressed on those statements, our professional standards 
require the consulting accountant to check with us to determine that the consultant has all the 
relevant facts. To our knowledge, there were no such consultations with other accountants. 
 
Issues Discussed Prior to Retention of Independent Auditors 
We generally discuss a variety of matters, including the application of accounting principles and 
auditing standards, with management prior to retention as the auditors. There were no specific 
matters of this nature discussed prior to our retention.    
 
Difficulties Encountered in Performing the Audit 
There were no significant difficulties encountered in performing the audit. 
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Management Representations 
We have requested certain representations from management that are included in the management 
representation letter. 
 

Industry Updates 
 
We would like to update you on several newly issued standards and provide an overview of other 
matters that impact the nonprofit sector. To summarize: 
 
Accounting Updates 
 
FASB New Accounting Standard – Accounting Standards Update No. 2018-08 
On June 21, 2018, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards 
Update (“ASU”) No. 2018-08, Clarifying the Scope and the Accounting Guidance for Contributions 
Received and Contributions Made. The ASU provides guidance on whether a receipt from a third party 
resource provider falls under the contributions standard or whether it is an exchange transaction.  
 
When a resource provider does not receive commensurate value, they are required to follow the 
contribution guidance. This standard, for the first time, provides information about how to make this 
evaluation. The ASU also provides a framework for determining whether a contribution is conditional 
or unconditional and for distinguishing a donor-imposed condition from a donor-imposed 
restriction. This is important because it impacts when revenue will be recognized. 
 
Specifically, the ASU explains how a not-for-profit entity determines whether a resource provider is 
participating in an exchange transaction. Basically, the not-for-profit should evaluate whether the 
resource provider is receiving value in return for the resources transferred based on the following 
criteria: 
 

• A resource provider (including a private foundation, a government agency, or other) is 
not synonymous with the general public. The indirect benefit received by the public as a 
result of the assets transferred is not equivalent to commensurate value received by the 
resource provider. 

• Execution of a resource provider’s mission or the positive sentiment from acting as a 
donor would not constitute commensurate value received by a resource provider for 
purposes of determining whether a transfer of assets is a contribution or an exchange.  
 

This evaluation will have the biggest impact on government grants for those entities that have such 
transactions. Under this new guidance, most government grants will likely be evaluated as a 
contribution rather than an exchange transaction. However, the revenue recognition may not change 
in many cases as the contribution is likely to be considered conditional, which has the same 
recognition principles as does an exchange transaction. 
 
The factors to determine whether a contribution is conditional is based on whether the agreement 
includes a barrier that must be overcome and either a right of return of assets transferred or a right 
of release of a promisor’s obligation to transfer assets. A probability assessment about whether the 
recipient is likely to meet a stipulation is not a factor when determining whether the agreement 
contains a barrier. In addition, a contribution containing stipulations that are not clearly 
unconditional shall be presumed to be conditional. 

http://www.fasb.org/home
https://www.fasb.org/cs/Satellite?c=Document_C&cid=1176170810258&pagename=FASB%2FDocument_C%2FDocumentPage
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The ASU modifies the simultaneous release option, currently in GAAP, which allows a not-for-profit 
organization to recognize a restricted contribution directly in net assets without donor restrictions 
if the restriction is met in the same period that the revenue is recognized. This option may now be 
elected for all restricted contributions that were initially classified as conditional without having to 
elect it for all other restricted contributions and investment returns. 
 
A not-for-profit entity that has not issued, or is not a conduit bond obligor for, securities that are 
traded, listed, or quoted on an exchange or an over-the-counter market would apply the new 
standard to annual reporting periods beginning after December 15, 2018 (a calendar year 
organization will apply for their December 31, 2019 financial statements and a fiscal year entity will 
apply during their fiscal year that ends in 2020). 
 
Early adoption is permitted. 
 
The ASU should be applied on a modified prospective basis where there is no cumulative effect 
adjustment to opening net assets and no restatement of prior period results. 
 
Retrospective application is also permitted. 
 
FASB New Accounting Standard – Accounting Standards Update No. 2016-14 
On August 18, 2016, the FASB issued an ASU No. 2018-08, Presentation of Financial Statements of Not-
for-Profit Entities that attempts to improve existing standards for financial statement presentation 
by not-for-profit organizations.  
 
The new ASU impacts substantially all not-for-profits as well as donors, grantor, creditors, and others 
that use their financial statements. That includes charities, foundations, private colleges and 
universities, nongovernmental health care providers, cultural institutions, religious organizations, 
and trade associations, among others. The major changes to financial reporting of not-for-profit 
organizations can be summarized as follows: 

• The streamlining of net assets classes to two: net assets that contain donor restrictions and net 
assets that do not contain donor restrictions. This will have a major impact on organizations 
with endowments as the financial statements will no longer have a permanently restricted class 
of net assets. There will also be a change to how underwater endowments will be reported, 
including enhanced disclosures. 

• The new regulations retain current requirements to provide information about the nature and 
amounts of different types of donor-imposed restrictions, highlighting how those restrictions 
affect the use of resources, including liquidity.  

• Removing the "placed in service" option for releasing donor restrictions on capital projects. 

• Requiring enhanced disclosures about how an organization defines their measure of operations 
if used on their statement of activities. (See below for additional matters on this topic that will 
be in the second work stream.) 

• The new standards include some specific requirements directed at improving a financial 
statement user’s ability to assess a not-for-profit’s available financial resources and its 
management of liquidity and liquidity risk. Specifically, qualitative information that 
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communicates how a not-for-profit manages its liquid available resources to meet cash needs 
for general expenditures within one year of the balance sheet date will be required. In addition, 
quantitative information that communicates the availability of a not-for-profit’s financial assets 
at the balance sheet date to meet cash needs for general expenditures within one year of the 
balance sheet date will be required. Factors to be considered will include external limits 
imposed by donors, grantors, laws and contracts with others as well as internal limits imposed 
by governing board decisions. 

• All not-for-profits are now required to provide expenses by nature and function. This could be 
on the face of the statement of activities, as a separate statement or in the notes. 

• Allowing the direct method of reporting on the statement of cash flows but not making it a 
mandatory requirement. The reconciliation of change in net assets to change in cash flows for 
the period will be eliminated if the direct method of reporting is elected to encourage entities to 
consider changing to the direct method.  

We have been discussing the changes and the implementation of the standard with the 
management and the board members during our pre-audit and post audit meetings. For more 
information on the implementation guidance, please review Navigating the New NFP 
Reporting Standard article that was recently emailed to you and can be found on our website 
at www.schallandashenfarb.com. 
 
Due to pushback by major stakeholders, FASB has decided to create a second project to include some 
of the more controversial matters of the original exposure draft. Some of those matters could be 
summarized as follows: 
 

• How to use, and whether to require nonprofits to use operating measures in the statement of 
activities. The conversation will include how to define an operating measure and finding ways 
to make financial statements more comparable between different entities. 

• Cash flow statements – revisiting whether the direct method will be required. 

We will keep you notified of the progress of this project. 
 
FASB New Accounting Standard – Accounting Standards Update No. 2016-02 
On February 25, 2016, the FASB issued an ASU No. 2016-02, Leases. Under this standard, all leases, 
including operating leases, with terms of more than twelve months will be required to be reflected 
as assets and liabilities on the statement of financial position. The asset will be for the rights to use 
the property, equipment or space and the liability will be for the total obligations created by that 
lease. 
 
For most not-for-profit entities, this ASU will be effective for periods beginning after December 15, 
2019, which for practical purposes will be years ending December 31, 2020 and fiscal year entities 
that end in 2021. During the time before implementation is required, it is important for you to 
determine how this change will impact your organization. Important financial ratios and measures 
will change, and that is especially relevant to organizations that have loans with debt covenants. 
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FASB New Accounting Standard – Accounting Standards Update No. 2014-09 
In May 2014, FASB issued an ASU No. 2014-09, Revenue from Contracts with Customers. This 
eliminates the majority of industry specific regulations and focuses more on a principles-based 
model. This standard applies to exchange transactions that many nonprofits currently have such as 
tuition, membership dues, licenses and royalties. This standard clearly excludes contributions. 
 
The five-step revenue model highlights the identification of performance obligations of the contract, 
determining the price and allocating that price to the performance obligation so that revenue is 
recognized as each performance obligation is satisfied. For nonprofit organizations that do not have 
public debt, this standard is applicable for calendar 2019 entities or those with a fiscal year that ends 
during 2020. 
 
IRS Updates 
 
Tax Cuts and Jobs Act – Tax Reform Bill 
On December 22, 2017, President Trump signed into law H.R. 1, known as the Tax Cuts and Jobs Act, 
commonly referred to as the Tax Reform Bill. The bill has many aspects which impact non-profit 
organizations: 

 
• Fringe benefit expenses: non-profit organizations are now potentially subject to a new 

unrelated business income tax of 21% if they offer certain qualified transportation fringe 
benefits such as parking and public transit benefits, effective January 1, 2018.  This currently 
may apply to both employers who pay for these benefits or are withholding the cost of these 
benefits from the employee’s salary (with the employee receiving the benefits on a pre-tax 
basis).  Thus, qualified transportation fringe benefits, such as TransitCheck (which is 
required by NYC Law to be offered by employers with 20 or more full-time, non-union 
employees), could subject non-profit organizations to the new tax.  Such organizations would 
then be required to file a 990-T, Exempt Organization Business Income Tax Return. 
 
In June 2018, the New York State Assembly and Senate passed a bill that decouples the state 
tax code from the federal tax code in regard to this area.  Thus, organizations that are required 
to pay the federal tax would not be subject to the state’s 9% tax.   
 
Additionally, in June 2018, a bill was introduced in the U.S. House of Representatives which 
would completely repeal the unrelated business income tax on these fringe benefits.   
 

• Excise taxes on executive compensation: the bill puts in to place a 21% excise tax on executive 
compensation paid by a non-profit organization in excess of $1,000,000.   
 

• Unrelated business income tax: the bill requires organizations that have more than one 
unrelated trade or business to compute their unrelated business taxable income for each 
individual trade or business. Thus, losses from one business may no longer be used to offset 
income from another line of business. 
 

Furthermore, the bill made two changes to individual taxpayer filings that stand to have an impact 
on charitable giving. First, the bill increases the adjusted gross income limitation on cash 
contributions from 50% to 60%.  Second, the bill doubles the standard deduction, beginning in 2018 
through 2025, which will have the impact of reducing the number of taxpayers who itemize their 
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deductions and thus reducing the number of taxpayers for whom the charitable deduction will be 
utilized. 
 
Lastly, of note there are some items that were included in previous versions of the bill that ultimately 
did not get included in the final bill:  
 

• The “Johnson Amendment”: the bill ultimately did not modify or repeal the prohibition of 
501(c)3 organizations from participating in political campaigns. 

 
• Royalties income: the final bill did not include a provision to impose unrelated business 

income taxes on royalties received from licensing an organization’s name or logo. 
 

• Private foundations: ultimately, the bill did not revise the current excise tax structure on net 
investment income. 

 
IRS Online Tools  
In May 2018, the IRS introduced a new online tool designed to provide faster, easier access to publicly 
available information about exempt organizations.  The new Tax Exempt Organizations Search 
(“TEOS”) provides an update to EO Select Check.  Among the enhancements, the new TEOS tool 
includes images of newly-filed Form 990’s and is mobile-device friendly. 
 
IRS Issues Revenue Procedure 2018-32 
In May 2018, the IRS issued Revenue Procedure 2018-32 in order to provide more easily accessible 
guidance to grantors and contributors to tax-exempt organizations on deductibility and reliance 
issues.  The procedure sets forth the extent to which grantors and contributors may rely on the listing 
of an organization in the IRS’s databases of organizations eligible to receive tax-deductible 
contributions. 
 
Tax Exempt and Government Entities Work Plan – FY 2018 
On September 28, 2017, the IRS’s Tax Exempt and Government Entities (“TE/GE”) Division issued its 
fiscal year 2018 work plan.  
 
As noted in the work plan, the Exempt Organizations (“EO”) division of the IRS expects to receive an 
increased number of determination applications in FY 2018 and as a result EO plans to implement 
revisions to Form 1023-EZ, including a required activity description and additional questions on 
gross receipts, asset thresholds and foundation classification. This may result in the average 
processing time for the 1023-EZ to increase.  
 
Also discussed in the work plan is EO’s desire to continue to produce “Knowledge Management” 
products. This would result in the production of issue snapshots and audit tools on topics including 
gaming, unrelated business income, organizational test requirements and employment tax. 
 
On the compliance side, the work plan mentions the IRS’s intention to focus on examining supporting 
organizations that file form 990-N, entities that operated as for-profit entities prior to obtaining 
501(c)(3) status, and organizations with indicators of private benefit or inurement.   
 
Finally, the IRS stated it will continue to use a data-driven approach to determine which 
organizations it selects for examinations. The work plan outlines that the IRS aims to improve its 990, 
990-EZ and 990-PF compliance models. 
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Government Auditing Updates 
 
OMB Procurement Update  
As a reminder, procurement rules from Uniform Guidance became effective January 1, 2017 and no 
further extensions will be permitted. 
 
For more information on this, please view an archived version of a webinar that we did on this 
topic at www.schallandashenfarb.com. 
 
OMB issues memorandum M-18-18 
On June 20, 2018, OMB issued memorandum M-18-18 titled, Implementing Statutory Changes to the 
Micro-Purchase and Simplified Acquisition Thresholds for Financial Assistance. The memorandum 
states that increases to the micro-purchase threshold will be $10,000 and the simplified acquisition 
threshold will be $250,000 effective upon issuance of this memo. 
 
New Yellow Book Issued 
In July 2018, the Government Accountability Office released the 2018 revision of Government 
Auditing Standards (often referred to as The Yellow Book or GAGAS). The areas with significant 
changes from the previous (2011) edition of The Yellow Book include: 
 

• A new format and organization 
• Independence 
• CPE 
• Peer review 
• Internal control 
• Waste and abuse 
• Reviews of financial statements 

 
The most significant changes in this edition of the Yellow Book have to do with nonaudit 
independence requirements. 
 
The 2018 revision supersedes the 2011 Yellow Book, the 2005 Government Auditing Standards: 
Guidance on GAGAS Requirements for Continuing Professional Education and the 2014 Government 
Auditing Standards: Guidance for Understanding the New Peer Review Ratings. 
 
The 2018 Yellow Book is effective for financial audits, attestation engagements and reviews of 
financial statements for periods ending on or after June 30, 2020. It is effective for performance 
audits beginning on or after July 1, 2019. Early implementation is not permitted.  
 
Proposed Changes to Data Collection Form 
The Federal Audit Clearinghouse (FAC) has issued proposed revisions to the data collection form 
(DCF) in a recent Federal Register notice. This proposal will not impact 2018 singe audits but if the 
revisions are enacted, would impact singe audits for 2019, 2020 and 2021. The following is a 
summary of those changes: 

• The audit finding information currently required to be include dint he form would be 
expanded to include the actual text of the audit finding 

• Auditors would be asked to indicate whether there was communication to the auditee in a 
written document relating to any issues that were not an audit finding but warranted the 
attention with those charged with governance 

http://www.schallandashenfarb.com/
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• Auditees would be required to include the text of their corrective action plans 
• Auditees would also be required to include the text of the notes to the schedule of 

expenditures of federal award 
 

In addition, there will be a mechanism for entities to voluntarily self-report that they did not meet 
the threshold to require a single audit and this information would be posted on the FAC web site. 
 
Independence Issues  
Schall & Ashenfarb, CPA’s, LLC is not aware of any relationships that our firm, or any employees 
thereof, has with the School or any of its board trustees that, in our professional judgment may impair 
our independence. 
 
This information is intended solely for the use of the Board of Trustees and management of Brooklyn 
Emerging Leaders Academy Charter School and should not be used for any other purpose. 
 
 
 
 
       Schall & Ashenfarb 
       Certified Public Accountants, LLC 
 
October 16, 2018 
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October 16, 2018 

Schall & Ashenfarb, CPA’s, LLC 
307 Fifth Avenue, 15th Floor 
New York, NY  10016 

I am providing this letter in connection with your audit of the statement of financial position 
of Brooklyn Emerging Leaders Academy Public Charter School (the “School”) as of June 30, 
2018 and the related statements of activities, functional expenses and cash flows for the 
period from inception through June 30, 2018 for the purpose of expressing an opinion as to 
whether the financial statements present fairly, in all material respects, the financial 
position, changes in net assets, and cash flows of the School in conformity with accounting 
principles generally accepted in the United States of America. I confirm that I am 
responsible for the fair presentation in the financial statements of financial position, 
changes in net assets, and cash flows in conformity with accounting principles generally 
accepted in the United States of America, as well as adopting sound accounting policies, 
although as a consultant, I am not responsible for establishing and maintaining internal 
control, and preventing and detecting fraud. 

I confirm, to the best of my knowledge and belief, as of October 16, 2018, the following 
representations made to you during your audit. 

1. The financial statements referred to above are fairly presented in conformity with
accounting principles generally accepted in the United States of America.

2. There are no material transactions that I am aware of that has not been properly
recorded in the accounting records underlying the financial statements.

3. I am unaware of any adjustments required that are material, both individually and
in the aggregate, to the financial statements taken as a whole. There are no un-
booked adjustments.

4. I have no knowledge of any fraud or suspected fraud affecting the School involving:

a) Management

b) Employees who have significant roles in internal control, or

c) Others where the fraud could have a material effect on the financial
statements.

5. I am unaware of any plans or intentions that management has that may materially
affect the carrying value or classification of assets, liabilities, or net asset balances.

EXHIBIT 2



6. I am unaware of any of the following matters and have not recorded any of these
matters in the financial statements:

a) Related party transactions, including revenues, expenses, loans, transfers,
leasing arrangements, and guarantees, and amounts receivable from or
payable to related parties.

b) Guarantees, whether written or oral, under which the Organization is
contingently liable.

c) Unasserted claims or assessments.

d) Agreements to repurchase assets previously sold.

e) Other liabilities or gain or loss contingencies that are required to be accrued
or disclosed by Statement of Financial Accounting Standards No. 5.

f) Designations of net assets disclosed to you that were not properly
authorized and approved, or reclassifications of net assets that have not
been properly reflected in the financial statements.

7. There are no estimates that may be subject to a material change in the near term
that have not been properly disclosed in the financial statements. I understand that
near term means the period within one year of the date of the financial statements.
In addition, I have no knowledge of concentrations existing at the date of the
financial statements that make the organization vulnerable to the risk of severe
impact that have not been properly disclosed in the financial statements.

8. I have identified all accounting estimates that could be material to the financial
statements, including the key factors and significant assumption underlying those
estimates, and we believe the estimates are reasonable in the circumstances.  This
includes estimates for the statement of functional expenses, although it was
management that made the decisions regarding allocation rates and methods.

9. I have included in the financial statements, all assets and liabilities that I was aware
of that is under the control of Brooklyn Emerging Leaders Academy Public Charter
School.

I am not aware of any events that have occurred subsequent to the statement of financial 
position date and through the date of this letter that would require adjustment to, or 
disclosure in, the financial statements. 

Gasper Magallanes  
Financial Consultant 
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Observations and Recommendations 
 
 
To Management of  
Brooklyn Emerging Leaders Academy Charter School 
 
As a result of the audit for the period from inception through June 30, 2018, we want to provide you 
with a recommendation to help strengthen internal controls:  
 
Debit Card Usage 
During our audit, we noted that there were purchases that were made using the debit card. These 
purchases are instantly transferred out of the School’s bank account and the person charging the 
expense is essentially simultaneously authorizing the payments at the same time they are disbursed. 
We recommend that credit cards be used rather than debit cards as it restricts the timing of the 
disbursement until after it has had a chance to be reviewed by another within the organization.   
 
 
This report is intended solely for the information and use of the audit and finance committee, the 
board of directors and management and others within the organization and is not intended to be and 
should not be used by anyone other than these specified parties. 
 
 
 
 

Schall & Ashenfarb 
       Certified Public Accountants, LLC 
October 16, 2018 



 
 
 
 
 
 
 
 

INDEPENDENT ACCOUNTANT’S REPORT  
ON APPLYING AGREED UPON PROCEDURES 

 
 
To the Board of Trustees of 
Brooklyn Emerging Leaders Academy Charter School 
 
We have performed the procedures enumerated below, which were agreed to by the management 
of Brooklyn Emerging Leaders Academy Charter School and the New York State Education 
Department solely to assist the specified parties in evaluating the School’s assertion to New York 
State Education Department that it has maintained compliance with the requirements of the CSP 
grant and Federal and NYSED guidelines in managing the CSP grant for the period from inception 
through June 30, 2018. The school’s management is responsible for these procedures. The 
sufficiency of these procedures is solely the responsibility of the parties specified in this report. 
Consequently, we make no representation regarding the sufficiency of the procedures enumerated 
below either for the purpose for which the report has been requested or for any other purpose. 
 
The procedures we performed and the related results are as follows: 
 
Procedure #1: We obtained the detail of expenditures incurred for the period under review 
relating to the CSP grant from the Charter School’s accounting software and reconciled to the grant 
revenue recorded by the Charter School.  
 
Results:  We obtained the detail of expenditures incurred for the period from inception through 
June 30, 2018 relating the CSP grant. The expenses from the detail of expenditures reconciled to the 
CSP grant revenue recorded in the books. 
 
Procedure #2: We obtained the NYSED approved CSP grant award information, including the 
budget and any amendments, to determine if the revenue and expenditures recorded for the period 
appeared reasonable. 
 
Results: Based on the NYSED approved CSP grant award information, the revenue and expenditures 
recorded for the period appeared reasonable. 
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Procedure #3: We selected a sample of expenditures from the detail obtained in Procedure #1. 
 

a. Payroll – We selected 10 items or 10% of the total number of payroll items charged to the 
grant, whichever was less. 
 

b. Other expenses – We select 10 items or 10% of the total number of other expense items 
charged to the grant, whichever was less. 
 

c. Using the above selected items, wed: 
 

i. Determined if the expenditure was in accordance with the purpose of the grant and 
that pre-opening expenditures were charged to pre-opening periods. (See non-
regulatory guidance on the CSP grant at http://www.p12.nysed.gov/psc/grants.html). 
 

ii. Determined if the expenditure fell into an approved budget category. 
 

iii. Determined if the expenditure was charged to the appropriate fiscal period. 
 

Results: There were 42 payroll items and 220 other expense items related to the CSP grant during 
the period from inception through June 30, 2018. Therefore, we selected 5 payroll items and 10 
other expense items charged to the grant and determined that: 
 

a. The expenditures were in accordance with the purpose of the grant. 
 

b. The expenditures fell into approved budget categories. 
 

c. The expenditures were charged to the appropriate fiscal period. 
 

Procedure #4: We obtained FS-25 form(s) submitted to NYSED during the period under review 
and performed the following: 
 

a. Traced expenditures selected in Procedure #3 to requests for reimbursement. Determined 
that items requested for reimbursement had previously been expended or were expended 
within a month following the request for reimbursement. If items have not yet been 
requested for reimbursement, inquired of responsible charter school officials as to the plan 
for requesting reimbursement, and determine if a receivable was recorded, if appropriate. 
 

b. If FS-25 forms included amounts on Line 4 (Cash Expenditures Anticipated During Next 
Month), we selected one FS-25 and determined if funds were expended within 1 month 
following the date of the request. 
 

Results: 
a. We traced the expenditures selected in Procedure #3 to their corresponding FS-25 form 

submitted and determined that they all were either spent prior to or within one month 
following the request for reimbursement. 
 

b. We selected one FS-25 and noted that the total amount on Line 4 was $20,000. We 
determined these funds were spent within one month following the date of the request. 

 
 

http://www.p12.nysed.gov/psc/grants.html
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Procedure #5: For schools with a weighted lottery during the period under review we:  
 

a. Obtained documentation that the school received permission from the NYSED Charter 
School Office for the weighted lottery.  
 

b. Obtained the results of the weighted lottery. 
 

• Note that weighted lotteries must be conducted using the NYSED Weighted Lottery 
Generator (WLG). When the WLG is used, a copy of the “lottery PDF” should be 
observed. (This PDF is generated after the WLG has conducted the lottery.) 
 

Result: Brooklyn Emerging Leaders Academy Charter School did not use a weighted lottery during 
the period under review. 
 
This agreed-upon procedures engagement was conducted in accordance with attestation standards 
established by the American Institute of Certified Public Accountants. We were not engaged to, and 
did not conduct an examination, or review, the objective of which would be the expression of an 
opinion or conclusion, on these procedures. Accordingly, we do not express such an opinion or 
conclusion. Had we performed additional procedures, other matters might have come to our 
attention that would have been reported to you. 
 
This report is intended solely for the use of Brooklyn Emerging Leaders Academy Charter School 
and the New York State Education Department, and it is not intended to be and should not be used 
by anyone other than the specified parties. 
 
 
 
 

Schall & Ashenfarb 
Certified Public Accountants, LLC 

 
October 16, 2018 
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