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INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees
New World Preparatory Charter School

Report on the Financial Statements

We have audited the accompanying financial statements of New World Preparatory Charter School,
which comprise the statement of financial position as of June 30, 2013 and 2012, and the related
statements of activities and cash flows for years then ended, 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 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 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 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. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.



Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of New World Preparatory Charter School as of June 30, 2013 and 2012, and the

changes in its net assets and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September
24, 2013 on our consideration of New World Preparatory Charter 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 the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audits.

Our audits were performed for the purpose of forming an opinion on the basic financial statements of
the School taken as a whole. The accompanying schedules of functional expenses are presented for
purposes of additional analysis and are not a required part of the basic financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information
has been subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion the schedule of functional
expenditures is fairly stated in all material respects in relation to the financial statements as a whole.

toed Koup +

Certified Public Accountants

New York, New York
September 24, 2013
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NEW WORLD PREPARATORY CHARTER SCHOOL

STATEMENTS OF FINANCIAL POSITION

JUNE 30,

ASSETS

CURRENT ASSETS
Cash
Grants and contracts receivable
Prepaid expenses

Total Current Assets

PROPERTY AND EQUIPMENT,
at cost, less accumulated depreciation

Total Assets

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable
Accrued expenses
Due to management company
Total Current Liabilities
NET ASSETS - UNRESTRICTED

Total Liabilities and Net Assets

See notes to financial statements.
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2013 2012
$ 1,227,373 $ 453,438
38,267 212,125
39,208 8,419
1,304,848 673,982
371,207 467,575
$ 1,676,055 $ 1,141,557
$ 113,725 $ 71,315
325,096 188,975
2,476 286
441,297 260,576
1,234,758 880,981
$ 1,676,055 _§ 1,141,557



NEW WORLD PREPARATORY CHARTER SCHOOL

STATEMENTS OF ACTIVITIES
YEARS ENDED JUNE 30,
UNRESTRICTED NET ASSETS
2013 2012
REVENUE, GAINS AND OTHER SUPPORT
Public School District
Resident student enroliment $ 4,716,897 $ 3,016,546
Grants and Contracts
State and local 26,541 106,200
Federal - Title and IDEA 154,605 74,764
Federal - Other - 342,409
Interest and other income 584 512
Contribution - Foundation/Individual/Corporation 20,582 21,900
Food Service/Child Nutrition Program 92,340 52,159
Total Public Support and Revenue 5,011,549 3,614,490
EXPENSES
Program Expenses
Regular education 3,209,364 1,962,452
Special education 1,198,653 579,008
Supporting Services
Management and general 249,755 580,116
Total Expenses 4,657,772 3,121,576
Change in Net Assets 353,777 492 914
NET ASSETS
Beginning of year 880,981 388,067
End of year $ 1,234,758 $ 880,981

See notes to financial statements.

-5



NEW WORLD PREPARATORY CHARTER SCHOOL
STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30,

2013 2012
CASH FLOWS FROM OPERATING ACTIVITIES
Increase in Net Assets $ 353,777 $ 492,914
ADJUSTMENTS TO RECONCILE INCREASE IN NET ASSETS
TO NET CASH PROVIDED BY OPERATING ACTIVITIES
Depreciation 205,731 133,502
Changes in Assets and Liabilities
Accrued expenses 173,858 (205,108)
Prepaid expenses (30,789) 8,049
Grants and contracts receivable 2,190 (3,714)
Accounts payable 42,410 52,982
Accrued expenses 136,121 94,355
Net Cash Provided by Operating Activities 883,298 572,980
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of fixed assets (109,363) (352,656)
Net Cash Used in Investing Activities (109,363) (352,656)
NET INCREASE IN CASH AND CASH EQUIVALENTS 773,935 220,324
CASH AND CASH EQUIVALENTS
Beginning of year 453,438 233,114
End of year $ 1,227,373 $ 453,438

See notes to financial statements.
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NEW WORLD PREPARATORY CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012
Organization

New World Preparatory Charter School (the “School”), a 501(c)(3) tax-exempt organization,
is a middle grade charter school located in Staten Island, New York. The School was granted
a five year charter in February 2010 and commenced sixth and seventh grade classes in
September 2010. Eighth grade was added in 2012. The School provides an exceptional
education for students by employing research-proven strategies to raise middle school
academic achievement including academic rigor and relevance, personalization, focused
professional development, and meaningful engagement of families and the larger community.

Summary of Significant Accounting Policies
a) Basis of Accounting

The accompanying financial statements are prepared on the accrual basis of accounting in
accordance with generally accepted accounting principles.

b) Financial Statement Presentation

The School is required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted, temporarily restricted, and permanently
restricted.

a) Unrestricted net assets — Net assets that are not subject to grant or donor-imposed
stipulations.

b) Temporarily restricted net assets — Net assets subject to donor-imposed stipulations that
may or will be met, either by actions of the School and/or passage of time. When a
restriction expires, temporarily restricted net assets are reclassified to unrestricted net
assets and reported in the statement of activities as net assets released from restrictions.
There are no temporarily restricted net assets at June 30, 2013 and 2012.

c) Permanently restricted net assets — Net assets subject to grant or donor-imposed
stipulations that they be maintained permanently by the School to use all or part of the
assets for general or specific purposes. There are no permanently restricted net assets at
June 30, 2013 and 2012.

Furthermore, information is required to segregate program service expenses from support
expenses.
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NEW WORLD PREPARATORY CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012
Summary of Significant Accounting Policies (Continued)

c¢) Cash and Cash Equivalents

The School maintains its cash in bank deposit accounts, which, at times, may exceed
federally insured limits. The School has not experienced any losses in such accounts. The
School believes it is not exposed to significant credit risk on cash and equivalents.

For purposes of the statement of cash flows, the School considers all highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

d) Grants and Contributions Receivable

Unconditional promises to give that are expected to be collected within one year are recorded
as grants and contribution receivable at net realizable value. Unconditional promises to give
that are expected to be collected in future years are recorded at the present value of their
estimated future cash flows. The discounts on those amounts are computed using risk-free
interest rates applicable to the years in which the promises are received. Conditional
promises to give are not included as support until the conditions are substantially met.

¢) Contributions

Contributions received are recorded as unrestricted, temporarily restricted, or permanently
restricted net assets depending on the existence or nature of any donor restrictions.

f) Property and Equipment

Purchase of property and equipment are capitalized at cost. Donated assets are capitalized at
the estimated fair value at date of receipt. The cost of maintenance and repairs is charged to
expense as incurred; significant improvements are capitalized. The School capitalizes
additions and significant improvements in excess of $500. Depreciation is computed using
the straight-line method over estimated useful lives of 3 to 7 years.

g) Donated Services
No amounts are reflected in the financial statements for donated services, as the services do

not meet the specialized skill requirements prescribed under accounting principles generally
accepted in the United States of America.
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NEW WORLD PREPARATORY CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012
Summary of Significant Accounting Policies (Continued)

h) Revenue Recognition

Revenue from the state and local government resulting from the School’s charter status is
based on the number of students enrolled and is recorded when services are performed in
accordance with the charter agreement.

Revenue from federal, state and local government grants and contracts are recorded by the
School when qualifying expenditures are incurred and billable. Funds received in advance for
which qualifying expenditures have not been incurred are reflected as refundable advances
from state and local government grants in the accompanying statement of financial position.

i) Functional Allocation of Expenses

Costs and expenses of various programs and other activities have been analyzed on a
functional basis. Accordingly, all costs and expenses incurred have been allocated among
the programs and supporting services benefited.

j) Income Taxes

New World Preparatory Charter School filed its application for tax exempt status from the
Internal Revenue Service under section 501(c)(3) of the Intermal Revenue code to be
classified as a publicly supported organization as described in Internal Revenue Code section
509 (A)(1) and 170 (B)}(1)(A)II).

Management believes that the organization has no uncertain tax positions that would require
financial statement recognition. The organization filed its initial federal tax return form 990
for the calendar year 2010 which is still subject to income tax examination by federal, state
and local tax authorities.

k)_Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.
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NEW WORLD PREPARATORY CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012
Pupil Enrollment and Other Revenues from Government Agencies

Under the Charter School Agreement and the Charter Schools Act, the School is entitled to
receive funding from governmental sources that are available to public schools. The
calculation of the amounts to be paid to the School under these programs is determined by
the State, and is based on complex laws and regulations, enroliment levels, and economic
information related to the home school districts of the children enrolled in the School. If
these regulations, some of which are relatively new in the State of New York, were to
change, or other factors included in the calculations were to change, the level of funding that
the School receives could vary significantly.

The amounts are based upon actual amounts received as well as estimates by management
based upon the best information available at the time. However, actual amounts received, as
determined by the funding source, could vary based on changes in the factors used to
calculate the amounts owed.

Property and Equipment

At June 30, 2013 and 2012, property and equipment consisted of the following:

Estimated
2013 2012 Useful Life
Leasehold improvements $ 386,091 $ 325,895 2 years
Fumiture and fixtures 91,097 53,525 7 years
Computer equipment 371,482 359,886 3 years
Office equipment 3,719 3,719 3 years
Telephone equipment 6,852 6,852 3 years
859,241 749,877
Less: Accumulated depreciation (488,034) (282,302)
Total $ 371,207 $ 467,575

Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consist of amounts due to vendors and to staff for
payroll earned during the school year but paid out over the summer months.
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NEW WORLD PREPARATORY CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

Defined Contribution Plan

The School offers a 401(k) plan for substantially all of its employees. Employees are eligible
for the plan immediately upon employment and participation in the plan is voluntary.
Employees can make pretax contributions up to a maximum of 100% of their annual
compensation, subject to IRS restrictions. The School matches the employee contribution up
to 4% of the employee’s annual compensation. The employer contribution recognized in the
statement of activities was $20,995 and $22,849 for the years ended June 30, 2013 and 2012.

Plan assets are held in a separate trust and are not included in the accompanying financial
statements. All plan assets are held for the exclusive benefit of the Plan’s participants and
beneficiaries.

Concentration of Risk

The School receives a substantial portion of its support and revenue from the New York
City Department of Education. If the charter school laws were modified, reducing or
eliminating these revenues the School’s finances could be materially adversely affected.

Management

In July 2012, the School entered into an agreement with Victory Schools, Inc. (VSI) d/b/a
Victory Education Partners (VEP) to provide services related to certain education and
operational aspects of the School. Victory serves as an advisor regarding functions
associated with the educational services to be provided to the students at the School and
consults with the School with respect to its legal and operational compliance in
accordance with the terms of the charter and the Charter School Act. In providing the
above services, VEP was paid a fixed service fee in the amount of $400,000.

In providing the above, Victory is paid a service fee in the amount $400,000 in 2013. The fee
will be increased annually by 2.5%.

Victory is entitled to receive the fees on a bi-monthly basis. Any fee not paid within 30 days
of its due date bears interest at an annualized rate of 7.5% per annum until such amount is
paid in full.

At June 30, 2013 and 2012 unpaid management service fees of $0 and $1,836 is included in
due to management company. For the year ended June 30, 2013 and 2012, management
service fee totaled $400,000 and $378,370.

-11-



10.

11.

NEW WORLD PREPARATORY CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

Commitments

The School entered into an operating lease for classroom space and administrative offices.
The lease commenced on August 1, 2010 and expires July 31, 2012. Rent expense for the
year ended June 30, 2013 and 2012 was $84,792 and $91,875.

Commencing August 1, 2012, the School is occupying the space on month-to-month tenancy
for $7,708 per month.

Contingency

The School participates in a number of federal and state programs. These programs require
that the School comply with certain requirements of laws, regulations, contracts, and
agreements applicable to the programs in which it participates. All funds expended in
connection with government grants and contracts are subject to audit by government
agencies. While the ultimate liability, if any, from such audits of government grants and
contracts by government agencies is presently not determinable, it should not, in the opinion
of the management, have a material effect on the financial position or results of operations.
Accordingly, no provision for any such liability that may result has been made in the
accompanying financial statements.

Subsequent Events

Management has evaluated subsequent events through September 24, 2013, the date that the
financial statements were available to be issued. No significant subsequent events have been
identified that would require adjustment or disclosure in the accompanying financial
statements.
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KocH Grourp & COMPANY, LLP
CERTIFIED PUBLIC ACCOUNTANTS
333 Seventh Avenue

New York, NY 10001
(212) 6310700 FAX (212) 631-0109

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 Partners of New World Preparatory Charter School

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 New World Preparatory Charter School, which comprise the balance sheet as of
June 30, 2013 and 2012, and the related statements of income and expense, changes in partner’s
capital, and cash flows for the year then ended, and the related notes to the financial statements,
and have issued our report thereon dated September 24, 2013.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered New World
Preparatory Charter 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 of New World Preparatory Charter School’s internal control. Accordingly, we do not
express an opinion on the effectiveness of New World Preparatory Charter 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 a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. 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 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.

-14-



Compliance and Other Matters

As part of obtaining reasonable assurance about whether New World Preparatory Charter School’s
financial statements are free from 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.

toct oo + Congong L0

Certified Public Accountants

New York, New York
September 24, 2013
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