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INDEPENDENT AUDITORS’ REPORT

The Board of Trustees
Charter School of Inquiry

We have audited the accompanying balance sheets of Charter School of Inquity (the School) as of June 30, 2017
and 2016, 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.

Auditors’ 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 auditors’ 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 the School as of June 30, 2017 and 2016, and the changes in its net assets and cash flows for the
years then ended in accordance with accounting principles generally accepted in the United States of America.



Additional Information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole. The
additional schedule of expenses is presented for purposes of additional analysis and is not a required part of the
financial statements. Such information is the responsibility of management and was detived from and relates
directly to the undetlying accounting and other records used to prepare the financial statements. Such
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 information is fairly stated, in all material respects, in relation to the financial
statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 31, 2017 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, 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.

October 31, 2017



CHARTER SCHOOL OF INQUIRY

Balance Sheets

June 30, 2017 2016
Assets
Current assets:
Cash $ 322,605 $ 152,546
Grants and other receivables (Note 2) 372,945 33,722
Prepaid expenses 18,078 24,398
713,628 210,666
Property and equipment, net (Note 3) 1,382,047 1,261,293
$ 2,095,675 § 1,471,959
Liabilities and Net Assets
Current liabilities:
Note payable (Note 5) $ - $ 50,000
Current portion of long-term debt (Note 6) 2,153 1,934
Accounts payable 101,800 40,106
Accrued expenses 138,395 90,324
Deferred revenue - 27,699
242,348 210,063
Long-term debt (Note 06) 1,120,177 1,122,329
Net assets:
Unrestricted 733,150 139,567
$ 2,095,675 § 1,471,959

See accompanying notes.



CHARTER SCHOOL OF INQUIRY

Statements of Activities

For the years ended June 30, 2017 2016
Changes in unrestricted net assets:
Support and revenue:
Public school districts:
Revenue - resident student enrollment $ 1,888,317 § 1,166,386
Revenue - students with disabilities 40,988 53,693
Revenue - additional state aid 68,128 21,297
Federal and state grants 551,610 429,345
Interest and other income 193 2,889
Total support and revenue 2,549,236 1,673,610
Expenses:
Program expenses:
Regular education 1,257,451 1,067,625
Special education 94,281 56,721
Other program 80,534 18,135
Supporting services:
Management and general 523,387 445,336
Total expenses 1,955,653 1,587,817
Change in net assets 593,583 85,793
Net assets - beginning 139,567 53,774
Net assets - ending $ 733,150 $ 139,567

See accompanying notes.



CHARTER SCHOOL OF INQUIRY

Statements of Cash Flows

For the years ended June 30, 2017 2016

Operating activities:

Cash received from public school district $ 1,897,847 § 1,215,214
Cash received from federal and state grants 284,159 425,908
Cash received from other sources 308 2,889
Payments to employees for services and benefits (1,219,067) (906,613)
Payments to vendors and suppliers (399,737) (352,138)
Interest paid (121,871) (123,548)

Net operating activities 441,639 261,712

Investing activities:
Property and equipment expenditures (219,647) (174,036)

Financing activities:

Payments on note payable (50,000) -
Principal payments on long-term debt (1,933) (1,737)
Net financing activities (51,933) (1,737)

Net change in cash 170,059 85,939

Cash - beginning 152,546 606,607
Cash - ending $ 322,605 $ 152,546

Reconciliation of change in net assets to net
cash flows from operating activities:
Change in net assets $ 593,583 §$ 85,793
Adjustments to reconcile change in net assets to

net cash flows from operating activities:

Depreciation 98,893 84,803
Changes in other operating assets and liabilities:

Grants and other receivables (339,223) (27,547)
Prepaid expenses 6,320 (827)
Accounts payable 61,694 32,102
Accrued expenses 48,071 89,439
Deferred revenue (27,699) (2,051)

Net operating activities $ 441,639 $ 261,712

See accompanying notes. 5



CHARTER SCHOOL OF INQUIRY

Notes to Financial Statements

1. Summary of Significant Accounting Policies:

Organization and Purpose:

Charter School of Inquiry (the School), chartered on June
24, 2014, operates a charter school in the City of Buffalo,
New York (the City) authorized by the Board of Regents
of the University of the State of New York. The School
currently offers classes from kindergarten through third
grade. The School has been chartered through June 2020
at which time it must apply to renew its charter for another
term.

Cash:

Cash in financial institutions potentially subjects the School
to concentrations of credit risk, since it may exceed insured
limits at various times throughout the year. The School
complies with a requirement to hold no less than $50,000
in an escrow account to pay legal and audit expenses that
would be associated with dissolution should it occur.

Accounts Receivable:

Accounts receivable are stated at the amounts management
expects to collect from outstanding balances. Balances
that are outstanding after management has used reasonable
collection efforts are written off through a charge to bad
debts expense and a credit to accounts receivable. An
allowance for doubtful accounts is considered unnecessary
by management because all significant amounts deemed
uncollectible are written off each year.

Property and Equipment:

Property and equipment is stated at cost net of
accumulated depreciation. Depreciation is provided over
estimated asset service lives using the straight-line method.
Maintenance and repairs are charged to operations as
incurred; significant improvements are capitalized.

Enrollment Fees:

The School is reimbursed based on the approved operating
expense per pupil of the public school district in which the
pupil resides. The amount received each year from the
resident district is the product of the approved operating
expense per pupil and the full time equivalent enrollment
of the students in the Charter School residing in the
district. =~ The School’s enrollment fees are received
primarily from the City.

Fees and Grants:

The School is the recipient of awards and reimbursements
from federal, state and local sources. The awards and
reimbursements are subject to compliance and financial
audits by the funding source. Management believes no
significant adjustments are necessary to recognized
amounts.

The School records grant awards accounted for as
exchange transactions as deferred revenue until related
services are performed.

Income Taxes:

The School is a 501(c)(3) organization exempt from
taxation under Section 501(a) of the Internal Revenue
Code.

Transportation and Food Services:

The City of Buffalo School District provides
transportation and food services at no charge. The value
of these services has not been recorded in these financial
statements.

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 amounts reported in the
financial statements and accompanying notes.  Actual
results could differ from those estimates.

Cost Allocation:

The School’s costs of providing its various programs and
activities have been summarized on a functional basis in
the statements of activities. Accordingly, certain costs have
been allocated among the programs and supporting
services benefited.



Subsequent Events:

The School has evaluated events and transactions for
potential recognition or disclosure in the financial
statements through October 31, 2017 (the date the
financial statements were available to be issued).
Reclassifications:

The 2016 financial statements have been reclassified to

conform with the presentation adopted for 2017.

2. Grants and Other Receivables:

2017 2016
Resident student enrollment $ 125,748 § 26,162
Grants 247,197 7,445
Other - 115
$ 372,945 § 33,722

In July 2017 and 2016, all New York State charter schools
serving students in the fiscal 2017 and 2016 school years
received additional state aid. The additional aid received by
each school was based on the number of students served
and was paid directly from the New York State
Department of Education. Additional aid totaling $68,128
and $21,297 is included as resident student enrollment
receivable on the accompanying balance sheets as of June

30, 2017 and 2016.

3. Property and Equipment:

2017 2016
$ 1,439,417 $ 1,238,524

Building and improvements
Instructional and

office equipment 126,326 107,572
1,565,743 1,346,096
Less accumulated depreciation 183,696 84,803

$ 1,382,047 $ 1,261,293

4. Short-Term Borrowings:

At June 30, 2017, the School has available a $25,000
unsecured bank demand line of credit for working capital
with interest payable at prime plus 5%. The line is subject
to the usual terms and conditions applied by the bank for
working capital financing, and is annually reviewed and
renewed. There were no borrowings on the line of credit

at June 30, 2017 and 2016.

5. Note Payable:

During 2016, the School entered into a promissory note
agreement with a Board member (the member) in which the
member agreed to loan the School an amount of $50,000.
The agreement included repayment by the School with
interest at 3.0%. Amounts outstanding on the note as of
June 30, 2016 totaled $50,000. The School repaid the note
in July 2016.

6. Long-Term Debt - Lease Obligation:

In January 2015, the School entered into a series of
purchase, lease, and sublease contracts with a developer to
acquire and renovate the School, and currently subleases
the premises from the developer under an absolute triple
net lease. The lease obligation and related assets have been
capitalized for financial reporting purposes. Consequently,
building and improvements and instructional and office
equipment include capitalized leased assets totaling
$1,126,000. Amortization of leased assets included in
depreciation expense was $71,300 for the years ended June
30, 2017 and 2016, and net book value of leased assets was
$983,400 and $1,054,700 at June 30, 2017 and 2016.

The capital lease term extends through June 2035 with five
successive five year renewal options. The agreement
contains a buyout provision whereby the School may
terminate the lease in consideration of payment of the
remaining balance on the mortgage note payable and any
other amounts due the landlord, plus a buyout provision.
The buyout provision is based on a fixed schedule starting
at $1,126,000 with an annual escalation clause of 2%.

Future minimum annual rentals to be paid for the capital
lease are:

2018 $ 123,204

2019 123,204

2020 123,204

2021 138,600

2022 138,600

Thereafter 2,072,520

2,719,332

Amounts representing interest (10.8%) 1,597,002
Net liability 1,122,330
Less current portion 2,153
Long-term portion $ 1,120,177




7. Pension Plan:

The School participates in a multiple employer 401(k)
pension plan covering essentially all employees. The
School contributes 5% of employees’ salaries to the plan,
subject to certain limitations. The School’s pension
expense was $44,994 and $31,206 for the years ended June
30, 2017 and 2016.

8. Cash Flows Information:
Noncash investing and financing activities excluded from

the 2016 statement of cash flows include $1,126,000 of
property and equipment acquired through a capital lease.



CHARTER SCHOOL OF INQUIRY

Additional Information
Schedule of Expenses

For the year ended June 30, 2017 (with comparative totals for 2016)

Supporting
Program Services Services
Regular Special Other Management 2017 2016
Education Education Program  and General Total Total
No. of

Salaries Positions
Administrative Staff 40 $ - $ - 8 - $ 251,809 $ 251,899 § 245,011
Instructional 25.0 679,987 43,247 - - 723,234 554,173
Non-Instructional - - 41,523 - 41,523 6,831
Total salaries 679,987 43,247 41,523 251,899 1,016,656 806,015
Fringe benefits and payroll taxes 138,046 8,653 8,447 50,893 206,039 158,954
Retirement 30,146 1,890 1,845 11,113 44,994 31,206
Staff and student recruitment 7,118 - - - 7,118 17,214
Classroom supplies and materials 49,923 - - - 49,923 18,003
Consultants 150 28,005 - 1,875 30,030 41,532
Field trips 4,659 - - - 4,659 2,760
Insurance 23,386 1,462 1,462 2,923 29,233 32,203
Interest 97,056 6,066 6,066 12,132 121,320 123214
Office expense 19,510 1,219 1,219 2,439 24,387 27,670
Other expenses 1,705 107 107 213 2,132 5,849
Payroll processing 20,941 1,313 1,281 7,720 31,255 24,400
Professional fees - - - 90,969 90,969 58,885
Repairs and maintenance - - - 77,535 77,535 48,153
Staff development 6,282 - - - 6,282 30,136
Student activities - - 4,735 - 4,735 2,382
Student testing and assessment 9,666 - - - 9,666 725
Technology 41,920 - - - 41,920 33,217
Telephone 3,619 226 226 452 4,523 6,331
Transportation - - 11,530 - 11,530 4,900
Utilities 33,483 2,093 2,093 4,185 41,854 29,265
1,167,597 94,281 80,534 514,348 1,856,760 1,503,014
Depreciation 89,854 - - 9,039 98,893 84,803
Total $1,257,451 $ 94,281 $ 80,534 $ 523,387 $ 1,955,653 § 1,587,817

See anditors' report on additional information.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

The Board of Trustees
Charter School of Inquiry

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 Charter School of Inquiry (the School),
which comprise the balance sheet as of June 30, 2017, and the related statements of activities and cash flows for
the year then ended, and the related notes to the financial statements, and have issued our report thereon dated
October 31, 2017.

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 of 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 desigh or operation of a control does not allow management or
employees, in the normal course of performing their assighed 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 and therefore, material weaknesses or significant deficiencies may exist that were not
identified. Given these limitations, during our audit we did not identify any deficiencies in internal control that
we consider to be material weaknesses.

10



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 School’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 School’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

October 31, 2017
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