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Independent Auditor’s Report

The Board of Trustees
Paul Public Charter School, Inc.
Washington, DC

Report on the Financial Statements

We have audited the accompanying financial statements of Paul Public Charter School, Inc., a
nonprofit organization, which comprise the statements of financial position as of June 30, 2017
and 2016, and the related statements of activities, functional expenses, and cash flows for the 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.

MEMBERS OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
CoLUMBIA, MD LARGO, MD WASHINGTON, D.C.



Paul Public Charter School, Inc.
Independent Auditor’s Report
Page 2

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Paul Public Charter School, Inc. as of June 30, 2017 and 2016, 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
November 29, 2017 on our consideration of Paul Public Charter School, Inc.’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 Paul Public Charter School, Inc.’s internal control over financial
reporting and compliance.

Jarie Dhivcan v D ltenntc /f

Washington, DC
November 29, 2017



PAUL PUBLIC CHARTER SCHOOL, INC.
STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2017 AND 2016
2017 2016
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 2,317,821 $ 1,314,322
Cash and cash equivalents restricted by debt agreements 543,960 2,319
Grants and accounts receivable 466,742 219,933
Prepaid expenses 37,632 8,407
Total Current Assets 3,366,155 1,544,981
PROPERTY AND EQUIPMENT, NET 22,062,651 23,022,951
OTHER ASSETS
Investments 2,441,966 354,572
Investments restricted by debt agreements - 2,070,971
Deferred rental asset 1,108,633 1,161,425
Total Other Assets 3,550,599 3,586,968
TOTAL ASSETS $ 28,979,405 $ 28,154,900
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable and accrued expenses $ 331,912 $ 439,294
Payroll and related liabilities 1,362,332 918,292
Deferred revenue 31,110 34,034
Capital lease payable, current portion 12,867 14,463
Long-term debt, current portion - 887,733
Total Current Liabilities 1,738,221 2,293,816
LONG-TERM LIABILITIES
Capital lease payable, net of current portion 39,823 -
Long-term debt, net 18,170,860 16,749,637
Total Long-Term Liabilities 18,210,683 16,749,637
TOTAL LIABILITIES 19,948,904 19,043,453
NET ASSETS
Unrestricted 9,029,501 9,110,447
Temporarily restricted 1,000 1,000
Total Net Assets 9,030,501 9,111,447
TOTAL LIABILITIES AND NET ASSETS $ 28,979,405 $ 28,154,900

The accompanying notes are an integral part of these financial statements.
-3-



REVENUE AND SUPPORT

Per pupil appropriations

Per pupil facility allowance

Federal entitlements and grants

Food services

Other grants and contributions

In-kind contributions

Student activity fees

Net appreciation in fair value
of investments

Rental income

Interest income

Net assets released from restrictions
Total Revenue and Support

EXPENSES
Educational programs
General and administrative
Fundraising
Total Expenses

CHANGE IN NET ASSETS FROM
OPERATIONS

Loss on Extinguishment of Debt
CHANGE IN NET ASSETS
NET ASSETS, beginning of year

NET ASSETS, end of year

PAUL PUBLIC CHARTER SCHOOL, INC.

STATEMENTS OF ACTIVITIES

YEARS ENDED JUNE 30, 2017 AND 2016

2017 2016
Temporarily Temporarily

Unrestricted Restricted Total Unrestricted Restricted Total
$ 11,263,010 $ - $ 11,263,010 $ 9,878,990 $ - $ 9,878,990
2,277,396 - 2,277,396 2,111,824 - 2,111,824
538,112 - 538,112 581,225 - 581,225
14,856 - 14,856 44,954 - 44,954
185,744 - 185,744 181,022 - 181,022
8,321 - 8,321 15,000 - 15,000
147,443 - 147,443 60,000 - 60,000
197,820 - 197,820 24,831 - 24,831
41,603 - 41,603 - - -
219 - 219 158 - 158
- - - 110,000 (110,000) -
14,674,524 - 14,674,524 13,008,004 (110,000) 12,898,004
12,474,718 - 12,474,718 10,793,466 - 10,793,466
1,727,592 - 1,727,592 1,354,487 - 1,354,487
342,380 - 342,380 305,756 - 305,756
14,544,690 - 14,544,690 12,453,709 - 12,453,709
129,834 - 129,834 554,295 (110,000) 444,295
(210,780) - (210,780) - - -
(80,946) - (80,946) 554,295 (110,000) 444,295
9,110,447 1,000 9,111,447 8,556,152 111,000 8,667,152
$ 9,029,501 $ 1,000 $ 9,030,501 $ 9,110,447 $ 1,000 $ 9,111,447

The accompanying notes are an integral part of these financial statements.
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PAUL PUBLIC CHARTER SCHOOL, INC.
STATEMENT OF FUNCTIONAL EXPENSES

YEAR ENDED JUNE 30, 2017
Educational General and
Programs Administrative Fundraising Total
Personnel Expenses
Salaries $ 5,878,942 915,122 $ 183,358 $ 6,977,422
Employee benefits 684,929 125,920 5,390 816,239
Payroll taxes 485,542 67,591 13,543 566,676
Professional development 245,995 20,136 4,035 270,166
Total Personnel Expenses 7,295,408 1,128,769 206,326 8,630,503
Direct Student Costs
Supplies and materials 111,489 - - 111,489
Transportation 207,593 - - 207,593
Contracted instruction fees 539,078 - - 539,078
Textbooks 32,608 - - 32,608
Food service 349,540 - - 349,540
Student assessments 83,321 - - 83,321
Other student costs 206,650 - - 206,650
Total Direct Student Costs 1,530,279 - - 1,530,279
Occupancy Expenses
Rent 99,726 15,523 3,110 118,359
Maintenance and repairs 77,032 11,990 2,403 91,425
Utilities 243,590 37,918 7,597 289,105
Contracted building services 306,348 47,686 9,555 363,589
Total Occupancy Expenses 726,696 113,117 22,665 862,478
Office Expenses
Office supplies and materials 162,276 569 5,061 167,906
Telecommunications 68,993 10,740 2,152 81,885
Professional fees 430,832 90,803 13,437 535,072
Postage and shipping 25,570 15,081 797 41,448
Marketing and recruitment 2,307 360 18,407 21,074
Computer and related 56,570 8,806 1,764 67,140
Total Office Expenses 746,548 126,359 41,618 914,525
General Expenses
Insurance 75,621 11,770 2,359 89,750
Interest 701,181 110,074 21,869 833,124
Authorizer fee 124,098 19,318 3,870 147,286
Depreciation and amortization 1,174,347 194,782 36,627 1,405,756
Fees and licenses 34,777 13,197 2,644 50,618
Travel and meetings 65,763 10,206 2,081 78,050
Other general expense - - 2,321 2,321
Total General Expenses 2,175,787 359,347 71,771 2,606,905
TOTAL EXPENSES $ 12,474,718 1,727,592 $ 342,380 $ 14,544,690

The accompanying notes are an integral part of these financial statements.
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PAUL PUBLIC CHARTER SCHOOL, INC.
STATEMENT OF FUNCTIONAL EXPENSES

YEAR ENDED JUNE 30, 2016
Educational General and
Programs Administrative Fundraising Total
Personnel Expenses
Salaries $ 4,909,295 739,635 161,836  $ 5,810,766
Employee benefits 754,782 38,923 8,516 802,221
Payroll taxes 419,802 64,206 14,049 498,057
Professional development 211,027 22,420 4,906 238,353
Total Personnel Expenses 6,294,906 865,184 189,307 7,349,397
Direct Student Costs
Supplies and materials 67,297 - - 67,297
Transportation 96,084 - - 96,084
Contracted instruction fees 565,996 - - 565,996
Textbooks 26,058 - - 26,058
Food service 345,072 - - 345,072
Student assessments 65,866 - - 65,866
Other student costs 254,737 - - 254,737
Total Direct Student Costs 1,421,110 - - 1,421,110
Occupancy Expenses
Rent 97,943 14,756 3,229 115,928
Maintenance and repairs 76,922 11,588 2,536 91,046
Utilities 269,791 40,647 8,894 319,332
Contracted building services 327,869 49,397 10,808 388,074
Total Occupancy Expenses 772,525 116,388 25,467 914,380
Office Expenses
Office supplies and materials 123,477 18,600 4,070 146,147
Telecommunications 75,583 11,387 2,492 89,462
Professional fees 375,585 56,586 12,381 444,552
Postage and shipping 15,753 2,374 519 18,646
Marketing and recruitment 1,890 25,942 15,063 42,895
Computer and related 91,786 13,828 3,026 108,640
Total Office Expenses 684,074 128,717 37,551 850,342
General Expenses
Insurance 72,678 10,950 2,396 86,024
Interest 468,151 70,531 15,434 554,116
Authorizer fee 113,158 17,049 3,730 133,937
Depreciation and amortization 774,433 116,677 25,528 916,638
Food service/catering 103,452 15,586 3,410 122,448
Fees and licenses 22,397 3,375 738 26,510
Travel and meetings 50,866 7,663 1,677 60,206
Other general expense 15,716 2,367 518 18,601
Total General Expenses 1,620,851 244,198 53,431 1,918,480
TOTAL EXPENSES $ 10,793,466 1,354,487 305,756  $ 12,453,709

The accompanying notes are an integral part of these financial statements.
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PAUL PUBLIC CHARTER SCHOOL, INC.

STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2017 AND 2016

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $
Adjustments to reconcile change in net assets

provided by (used for) operating activities:
Depreciation and amortization of property and equipment
Amortization of debt issuance costs
Loss on extinguishment of debt
Net appreciation in fair value of investments
(Increase) decrease in assets
Cash and cash equivalents restricted by debt agreements
Grants and accounts receivable
Prepaid expenses
Deferred rental asset
Increase (decrease) in current liabilities
Accounts payable and accrued expenses
Payroll and related liabilities
Deferred revenue

Net Cash Provided by (Used for) Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment
Proceeds from sale of investments

Net Cash Used for Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from long-term debt
Principal payments on long-term debt
Principal payments on capital lease
Debt issuance costs incurred

Net Cash Provided by Financing Activities

NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year $

SUPPLEMENTAL INFORMATION
Cash paid for interest $

2017 2016
(80,946)  $ 444,295
1,405,756 916,638
1,101 101,223
210,780 -
(197,820) (24,831)
(541,641) (1)
(246,809) 187,284
(29,225) 135,846
52,792 (387,142)
(107,382) (3,921,090)
444,040 (140,431)
(2,924) 34,034
907,722 (2,654,175)
(277,875) (5,169,752)
181,397 370,000
(96,478) (4,799,752)
18,566,251 8,448,218
(17,949,272) (437,145)
(28,232) (20,813)
(396,492) (5,000)
192,255 7,985,260
1,003,499 531,333
1,314,322 782,989
2,317,821 § 1314322
832,023  $ 452,893

The accompanying notes are an integral part of these financial statements.
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PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016

NOTE A — ORGANIZATION AND PURPOSE

Paul Public Charter School, Inc. (the “School”) was incorporated as a non-stock and not-for-profit
organization on July 1, 2000 under the laws of the District of Columbia. The School is an urban
public charter school primarily serving minority students from the local neighborhood in sixth
through twelfth grade. It is intended to be a twenty-first century learning center and a center in its
community where all students experience a demanding academic program. The School is organized
around the premise that society has changed dramatically during the past quarter-century and that
public schools must change in order to meet new needs.

The School is designed to serve children and adults as integral members of the community; hence,
the School is designed to be far more than a traditional service provider. The goal of the School is to
provide intellectually challenging experiences required to develop independent, productive, and
responsible individuals, who will learn to love learning, will be taught to think critically, and who
will demonstrate that they understand the importance of taking active roles in community life. On
May 25, 2000 the School entered into a 15-year Charter School Agreement with the District of
Columbia Public Charter School Board. On July 1, 2015, that agreement was renewed for an
additional 15 years. The School’s primary sources of support are local appropriations for Charter
Schools from the District of Columbia Government, federal entitlements and grants from private
foundations.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The School’s financial statements are prepared on the accrual basis of accounting. Therefore,
revenue and related assets are recognized when earned and expenses and related liabilities are
recognized as the obligations are incurred.

Basis of Presentation

Financial statement presentation follows the Financial Accounting Standards Board (“FASB”)
Accounting Standards Codification (“ASC”) Topic Not-for-Profit Entities. In accordance with the
topic, the School is required to report information regarding its financial position and activities
according to three classes of net assets:

Unrestricted Net Assets — Net assets not subject to donor-imposed stipulations;

Temporarily Restricted Net Assets — Net assets subject to donor-imposed stipulations that
may or will be met by either actions of the School and/or the passage of time;



PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of Presentation - continued

Permanently Restricted Net Assets — Net assets subject to donor-imposed stipulations that
they be maintained permanently by the School. The School had no permanently restricted
net assets as of June 30, 2017 and 2016.

Use of Estimates

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

Cash and Cash Equivalents

The term cash and cash equivalents as used in the accompanying financial statements include
currency on hand, demand deposits, and highly liquid investments purchased from financial
institutions with a maturity of three months or less.

Cash and Cash Equivalents Restricted by Debt Agreements

Cash and cash equivalents restricted by debt agreements is comprised of cash and cash equivalents
held by a trustee to fund a portion of debt service related to the Series 2017 Bonds (see Note F).

Accounts and Grants Receivable

Accounts receivable related to program service fees are recognized as revenue on the accrual basis
of accounting at the time the program activity has occurred. Grants receivable consist of unsecured
amounts due from public funding sources whose ability to pay are subject to appropriations.
Accounts and grants receivable are stated at the amount management expects to collect from
outstanding balances. Management believes that all accounts and grants receivable balances will be
collected within one year or less; therefore, no allowance for doubtful accounts has been recorded.

Investments
Investments are stated at fair value. Dividends are recorded on the ex-dividend date. Interest is
recognized when earned. Purchases and sales of investments are reflected on a trade-date basis.

Net appreciation (depreciation) in fair value of investments is recognized in the statements of
activities in the period in which the changes occur.

-9.



PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investments Restricted by Debt Agreements

In accordance with the terms of the debt agreements in place as of June 30, 2016 (see Note F),
investments of $2,200,000 were required to be held in collateral escrow accounts for which the
lenders had the right to draw from in the event of non payment. The revenue bonds issued in
June 2017 that refinanced previous debt (see Note F) did not include this requirement, so

restricted investments are not reflected in the accompanying statement of financial position as of
June 30, 2017.

Property and Equipment

Property and equipment are stated at cost, or at fair market value if donated. Expenditures for
maintenance and repairs which do not improve or extend the life of the respective asset and are less
than $1,000 are charged to expense when incurred. Renewals and betterments that materially extend
the life of the asset are capitalized. Depreciation is computed using the straight line method over the
estimated useful lives of the assets, which range from 2 to 39 years. Leasehold improvements are
amortized over the lessor of their useful life or the lease term.

During 2016, the School completed construction and renovations to the existing building. All costs
related to the construction had been accumulated as construction-in-progress until completion in
December 2015, when these costs were reclassified as leasehold improvements and depreciated
over the useful life of the asset.

Debt Issuance Costs

Costs incurred in the issuance of debt have been capitalized and are reported on the statements of
financial position as a direct deduction from the related debt liability. Debt issuance costs are
amortized as interest expense using straight-line method over the remaining period of the debt,
which approximates the effective interest method.

Deferred Revenue

Deferred revenue results from income received in the current fiscal year and deferred until the next
fiscal year in which the service is performed.

Revenue Recognition

Contributions received are recorded as unrestricted, temporarily restricted or permanently
restricted support, depending on the existence and/or nature of any donor restrictions. When a
restriction expires (that is, when a stipulated time restriction ends or the purpose of the restriction

-10 -



PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

is accomplished), temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the statement of activities as net assets released from restrictions.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Revenue Recognition - continued

Grant revenues are received primarily from the District of Columbia Government, and are
recognized in the period in which the work is performed.

The School receives a student allocation on a per pupil basis from the District of Columbia to
cover the cost of academic expenses. Per pupil appropriated revenue is recognized during the
period for which the associated education services are provided. Per pupil appropriations
includes $2,980,059 and $2,359,048 for the years ended June 30, 2017 and 2016, respectively for
enhancements, such as special education, English language learners, and at-risk students.

Donated Goods and Services

Donated goods and services are recorded at fair value at the date of donation. The School recognizes
donated services that create or enhance non-financial assets or require specialized skills and are
provided by individuals who possess those skills, and would typically need to be purchased if not
provided by donation. During the year ended June 30, 2017, the School received $8,321 in donated
services. During the year ended June 30, 2016, the School received $15,000 in donated services
from a human resources outsourcing firm.

Functional Allocation of Expenses

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

Reclassifications

Certain amounts for the year ended June 30, 2016 have been reclassified to conform to the
current year presentation. The reclassification had no effect on the previously reported net assets
or change in net assets.

-11 -



PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE C - INCOME TAXES

The School is a 501(c)(3) tax-exempt organization under Section 501(a) of the Internal Revenue
Code. The School is, however, subject to tax on business income unrelated to its exempt
purpose. The School is also exempt from the District of Columbia sales and property taxes. The
School files information returns as required.

The School believes that it has appropriate support for any tax positions taken, and as such, does
not have any uncertain tax positions that are material to the financial statements or that would
have an effect on its tax-exempt status.

There are no unrecognized tax benefits or liabilities that need to be recorded.

The School’s information returns are subject to examination by the Internal Revenue Service
(“IRS”) for a period of three years from the date they were filed, except under certain
circumstances. The Form 990 information returns for the years 2013 through 2015 are open for a
tax examination by the IRS, although no request has been made as of the date of these financial
statements.

NOTE D — INVESTMENTS AND FAIR VALUE MEASUREMENTS

Fair value, as defined in the fair value measurement accounting guidance, is the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date, or exit price.

The guidance on fair value measurement accounting requires that the School make assumptions
market participants would use in pricing an asset or liability based on the best information
available. The School considers factors that were not previously measured when determining the
fair value of financial instruments. These factors include nonperformance risk (the risk that the
obligation will not be fulfilled) and credit risk, of the reporting entity (for liabilities) and of the
counterparty (for assets). The fair value measurement guidance prohibits inclusion of transaction
costs and any adjustments for blockage factors in determining the instruments’ fair value. The
principal or most advantageous market should be considered from the perspective of the reporting
entity.

Fair value, where available, is based on observable quoted market prices. Where observable
prices or inputs are not available, several valuation models and techniques are applied. These
models and techniques attempt to maximize the use of observable inputs and minimize the use of
unobservable inputs. The process involves varying levels of management judgment, the degree
of which is dependent on the price transparency of the instruments or market and the
instruments’ complexity. Fair values of these investment funds are based on net asset value and
provided by the fund investment managers.

-12 -



PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE D — INVESTMENTS AND FAIR VALUE MEASUREMENTS (continued)

To increase consistency and enhance disclosure of the fair value of financial instruments, the fair
value measurement accounting guidance established a fair value of inputs to the valuation in
technique, into a three-level fair value hierarchy. A financial instrument’s level within the fair
value hierarchy is based on the lowest level of input significant to the fair value measurement,
where Level 1 is the highest and Level 3 is the lowest.

The three levels are defined as follows:

Level 1 — Observable inputs such as quoted prices in active markets. Active markets are
those in which transactions for the asset or liability occur with sufficient frequency and
volume to provide pricing information on an ongoing basis.

Level 2 — Inputs other than quoted prices in active markets that are either directly or
indirectly observable. These include quoted market prices for similar assets or liabilities,
quoted market prices for identical or similar assets in markets that are not active, adjusted
quoted market prices, inputs from observable data such as interest rate and yield curves,
volatilities or default rates observable at commonly quoted intervals or inputs derived
from observable market data by correlation or other means.

Level 3 — These are investments where values are based on prices or valuation techniques
that require inputs that are both unobservable and significant to the overall fair value
measurement. These inputs reflect certain assumptions by management about the
assumptions market participants would use in pricing the investments. These investments
include non-readily marketable securities that do not have an active market.

The School’s investments include investment funds which are not traded on a national exchange
or over-the-counter markets, and therefore quoted market prices are not readily available. These
investments are valued at net asset value per share that has been calculated in accordance with,
and provided by, the investment company, which reports the underlying investments at fair
value. Underlying investments contain, but are not limited to, marketable common stocks, other
marketable equity-type investments, and marketable securities of intermediate and longer-term
maturities.

The net assets value per share are calculated each business day and are accounted for on a trade
date, fully accrued basis. Unit values for deposits and withdrawal are based on the net asset
values per share determined as of the close of the last business day of the month. These
investment funds were deemed to use level 2 inputs based on the redemption terms of the funds.
The investment funds may be redeemed on or within three months of the measurement date at
the reported net asset value per share.

-13 -



PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE D — INVESTMENTS AND FAIR VALUE MEASUREMENTS (continued)

The following table presents the School’s fair value hierarchy for investments measured on a
recurring basis as of June 30, 2017:

Level 1 Level 2 Level 3 Total
Equity

Multi-Strategy Equity Funds $ - $ 1,078,092 $ - $ 1,078,092

Fixed Income
Multi-Strategy Bond Funds - 1,109,891 - 1,109,891
Intermediate Term Funds - 253,983 - 253,983
Total Fixed Income - 1,363,874 - 1,363,874
Total Investments $ - $ 2,441,966 $ - $ 2,441,966

The following table presents the School’s fair value hierarchy for investments measured on a
recurring basis as of June 30, 2016:

Level 1 Level 2 Level 3 Total
Equity

Multi- Strategy Equity Funds $ - $ 988,131 § - $ 988,131

Fixed Income
Multi-Strategy Bond Funds - 1,183,717 - 1,183,717
Intermediate Term Funds - 253,695 - 253,695
Total Fixed Income - 1,437,412 - 1,437,412
Total Investments $ - $ 2,425,543 $ - $ 2,425,543

-14 -



PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE E - PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

2017 2016

Furniture and fixtures $ 2,717,795 $ 2,686,912
Computer equipment and software 406,902 285,651
Leasehold improvements 24,530,559 24,400,644
27,655,256 27,373,207

Less accumulated depreciation

and amortization (5,592,605) (4,350,256)

Property and Equipment, Net $ 22,062,651 $ 23,022,951

The School capitalized interest related to construction activities totaling $303,277, for the year
ended June 30, 2016. The interest capitalized was reported as a component of construction-in-
progress until the related asset was put into service. Depreciation and amortization expense for the
years ended June 30, 2017 and 2016 totaled $1,393,774 and $904,401, respectively.

The cost of capital leased equipment totaled $65,358. Depreciation expense attributed to capital
leased assets for the years ended June 30, 2017 and 2016 totaled $11,982 and $12,237, respectively.
Accumulated depreciation for capital leased assets as of June 30, 2017 and 2016 was $11,982 and
$53,027, respectively.

NOTE F —- LONG-TERM DEBT

Long-term debt consisted of the following as of June 30:

2017 2016

District of Columbia Revenue Bonds (Paul

Public Charter School, Inc. Project) Series 2017 $ 18,566,251 $ -
BOA Loan - 14,087,470
OPCSFS Loan - 1,952,696
Building Hope Loan - 1,905,208

$ 18,566,251 $ 17,945,374

Less: current portion of long-term debt - (887,733)
Less: debt issuance costs, net of

accumulated amortization (395,391) (308,004)

$ 18,170,860 $ 16,749,637
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PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE F — LONG-TERM DEBT (continued)

Loans Payable

On June 12, 2014, the School secured three associated loans to finance renovations and
developments of the School’s facility and payment of facility rent. These three loans comprised of
$16,100,000 with Bank of America (BOA Loan), $2,000,000 with the District of Columbia’s Office
of Public Charter School Financing and Support (OPCSFS Loan), and $2,000,000 with Building
Hope, a District of Columbia nonprofit corporation (Building Hope Loan). The BOA Loan was
senior to the OPCSFS and Building Hope Loan per the terms of the agreements. Draws were in
simultaneous and even amounts between the OPCSFS Loan and Building Hope Loan.

The terms of the BOA Loan required the OPCSFS Loan and Building Hope Loan to be drawn
completely prior to drawing from the BOA Loan funds. Draws from the BOA Loan could not have
been made more frequently than monthly. Interest accrued daily at an annual rate of LIBOR daily
floating rate plus 375 basis points (4.20% as of June 30, 2016). Interest only payments were due
quarterly through April 1, 2015. Principal plus interest payments were due quarterly in arrears
beginning April 1, 2015 and paid over a 25 year amortization schedule. The BOA Loan was subject
to additional principal payments based on a factor of a portion of annual grant and contribution
income. The BOA Loan was scheduled to mature on June 12, 2019. The outstanding principal on
the BOA Loan as of June 30, 2017 and 2016 was $0 and $14,087,470, respectively. During June
2017, the BOA Loan was fully repaid from the proceeds of the Series 2017 Bonds. See below.

The OPCSFS Loan was for a term of five years with interest of 4.5% per annum. Interest only
payments were due quarterly through January 31, 2015. Thereafter, principal and interest payments
were due quarterly based upon a 15 year amortization schedule, beginning September 2015. The
balance outstanding on the OPCSFS Loan as of June 30, 2017 and 2016 was $0 and $1,952,696,
respectively. During June 2017, the OPCSFS Loan was fully repaid from the proceeds of the Series
2017 Bonds. See below.

The Building Hope Loan was for a term of five years with interest of 6% per annum. Interest only
payments were due quarterly through January 31, 2015. Thereafter, principal and interest payments
were due quarterly based upon a 15 year amortization schedule. The balance outstanding on the
Building Hope Loan as of June 30, 2017 and 2016 was $0 and $1,905,208, respectively. During
June 2017, the Building Hope Loan was fully repaid from the proceeds of the Series 2017 Bonds.
See below.

Per the terms of the BOA Loan, America’s Charter School Finance Corporation (an affiliate of
Building Hope) and OPCSFS issued credit enhancements of $500,000 each to the School to secure
the loans. At the time the loans were paid in full, these credit enhancements were terminated. The
BOA Loan was collateralized by all real and personal property of the School. The collateral for the
Building Hope Loan and OPCSFS Loan was a second lien on all facility improvements, per pupil
payments, facility allowances, and all other revenue attributable to the facility.
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PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE F — LONG-TERM DEBT (continued)

Revenue Bonds

During June 2017, the District of Columbia issued $19,900,000 maximum principal amount of
Revenue Bonds (“Series 2017 Bonds™). The proceeds of the Series 2017 Bonds were loaned to the
School on a draw basis to refinance certain indebtedness, and finance the construction, installation
and equipping the School’s facility, including but not limited to, the refurbishment of the School’s
athletic fields and additional lighting thereto, and the construction of exterior education space. In
addition, the proceeds of the Series 2017 Bonds were used to fund a debt service reserve fund and
pay allowable debt issuance costs.

The Series 2017 Bonds are collateralized by a first leasehold deed of trust on the real property and
improvements and all assets and revenue of the School. During June 2017, the District of
Columbia’s Office of Public Charter School Financing and Support entered into a guaranty
agreement to provide a credit enhancement of up to $1,000,000 as additional security for the Series
2017 Bonds.

The Series 2017 Bonds are scheduled to mature July 1, 2047 and are paid over a 30 year
amortization schedule. Interest accrues at a fixed rate of 3.95% per annum as of June 30, 2017 and
is effective through June 30, 2027. Interest is adjusted at each subsequent ten-year period and is to
be determined by the greater of the ten-year ICE Swap Rate in effect plus 3.75%, times one minus
the corporate income tax rate; or 3.95% per annum. Interest payments are due monthly until
maturity. Principal payments are due monthly commencing July 1, 2018.

The aforementioned loan agreements contain certain restricted, financial, and nonfinancial
covenants. In the opinion of management, the School has complied with the required covenants.

In prior years, the School reported debt issuance costs as a deferred charge in the statement of
financial position and amortization of such costs in the statement of activities as depreciation and
amortization. To comply with new GAAP presentation requirements, in 2017 the School began
reporting such costs as a direct deduction from the carrying amount of the related debt and
reclassified prior year amounts, resulting in a reduction of total June 30, 2016 assets by $308,004.
The change did not affect net assets.

Similarly, the School now reports amortization of debt issuance costs as interest expense and
reclassified 2016 amounts accordingly. As a result, reported interest expense in 2016 was increased
(and depreciation and amortization decreased) by $101,223, with no effect on the change in net
assets. The amortization of debt issuance costs as interest expense for the year ended June 30, 2017
was $1,101.
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PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE F — LONG-TERM DEBT (continued)

Debt issuance costs and accumulated amortization are as follows as of June 30:

2017 2016
Debt issuance costs $ 396,492 $ 510,284
Less accumulated amortization (1,101) (202,280)
Debt Issuance Costs, Net $ 395,391 $ 308,004

Interest of $832,023 and $452,893 was expensed for the year ended June 30, 2017 and 2016,
respectively.

Future minimum payments on long-term debt are as follows for years ending June 30:

2018 $ -
2019 346,462
2020 358,602
2021 375,223
2022 390,529
Thereafter 17,095,435
Total $ 18,566,251

NOTE G - CAPITAL LEASE PAYABLE

The School entered into a capital lease for copying equipment on February 1, 2012, secured by
the equipment. The obligation under the capital lease has been recorded at the present value of
future minimum lease payments, discounted at an interest rate of 5%. The lease obligation was
fully repaid during 2017.

The School entered into a capital lease for copying equipment on July 7, 2016, secured by the

equipment. The obligation under the capital lease has been recorded at the present value of
future minimum lease payments, discounted at an interest rate of 3.95% per annum.
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PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE G — CAPITAL LEASE PAYABLE (continued)

Minimum future lease payments under the capital lease are due as follows for the years ending June
30:

2018 $ 13,596
2019 13,596
2020 13,596
2021 13,596
Net minimum lease payments 54,384
Amount representing interest (1,694)
Present Value of Net Minimum Lease Payments $ 52,690

NOTE H - TEMPORARILY RESTRICTED NET ASSETS
Temporarily restricted net assets as of June 30, 2017 and 2016 totaled $1,000.
NOTE I - RETIREMENT PLAN

The School maintains a salary reduction plan under Section 403(b) of the Internal Revenue Code
(“the Plan”). Employees who are scheduled to work 20 hours or more per week are eligible to
participate in the Plan. The School contributes a discretionary percentage of compensation, which is
determined by the Board of Trustees. The School is currently making employer matching
contributions of 100% up to 3% of annual employee compensation and an additional employer
discretionary contribution of 3% of annual employee compensation regardless of the amount the
employee deferred. Employees are immediately vested 100% in their respective contributions and
become 100% vested in employer contribution after two years of service. For the years ended June
30,2017 and 2016 employer contributions totaled $283,071 and $278,225, respectively.

NOTE J - LEASE COMMITMENTS

The School entered into a lease agreement with the District of Columbia Public Schools for facility
space located at 5901 9™ Street NW, Washington, DC on August 11, 2003. The term of the lease is
from September 1, 2003 to August 31, 2018 with options to renew for three consecutive periods of
five additional years each. On July 1, 2013, the lease agreement was amended. The revised term of
the lease is from July 1, 2013 to June 30, 2038, with option to extend for one additional period of
twenty five years. The monthly lease payments were $41,923 for the first five years and $2,137 for
years eleven through twenty-five. No lease payments were due for years six through ten.

In June 2016, the lease was amended whereby effective July 1, 2016 monthly payments will be
$5,261 through June 2038.
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PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE J - LEASE COMMITMENTS (continued)

Future minimum lease payments are as follows for the years ended June 30:

2018 $ 63,136
2019 63,136
2020 63,136
2021 63,136
2022 63,136
Thereafter 1,010,183
Total $ 1,325,863

Rent expense related to the lease for the years ended June 30, 2017 and 2016 was $118,359 and
$115,928, respectively. The difference between rent paid and straight-line rent expense is reflected
as deferred rent in the accompanying statements of financial position.

In August 2016, the School signed a sub-lease agreement to lease office space to Urban Teachers, a
not-for-profit corporation. The sub-lease agreement expires in May 2019. Monthly payments under
the sub-lease total $3,667. Rental income recognized during the year ended June 30, 2017 totaled
$41,603.

Future minimum lease payment receipts are as follows for the years ended June 30:

2018 $ 44,004
2019 40,337
Total $ 84,341

NOTE K - CONCENTRATIONS

The School receives a substantial amount of funding from the District of Columbia based on
student enrollment according to the Uniform per Student Funding Formula developed by the
Mayor and City Council. For the years ended June 30, 2017 and 2016, the School’s total revenue
consisted of 92% and 93%, respectively, of revenue from the District of Columbia Board of
Education’s funding stream. Reduction of this source of support would have a significant impact
on the School’s programs and activities.

Balances in certain cash accounts occasionally exceed $250,000, the maximum amount insured by

the Federal Deposit Insurance Corporation. The School has not experienced any losses in such
accounts and believes it is not exposed to any significant credit risk.
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PAUL PUBLIC CHARTER SCHOOL, INC.
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016
(continued)

NOTE L - CONTINGENCY

During March 2016, the United States Department of Labor (“DOL”) notified the School of its
failure to attach audited financial statements of the School’s 403(b) plan to Form 5500 annual
report for the plan year ended August 31,2014. As of the date these financials statements were
available to be issued, the School’s legal counsel is engaged in active negotiations with the DOL,
and the hearing which was scheduled for November 17, 2017, has been jointly requested to
continue until May 17, 2018. Legal counsel anticipates settling the matter prior to that date. No
amounts have been accrued in the accompanying financial statements, because the School and its
legal counsel believe payment of the $50,000 penalty assessed by the DOL would be remote.

NOTE M - SUBSEQUENT EVENTS
In preparing these financial statements, the School’s management has evaluated events and
transactions for potential recognition or disclosure through November 29, 2017, the date the

financial statements were available to be issued. There were no additional events or transactions
that were discovered during the evaluation that required recognition or further disclosure.
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Independent Auditor’s Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

The Board of Trustees
Paul Public Charter School, Inc.
Washington, DC

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 the Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of Paul
Public Charter School, Inc. (the “School”), which comprise the statement of financial position as
of June 30, 2017, and the related statements of activities, functional expenses and cash flows for
the year then ended, and the related notes to the financial statements, and have issued our report
thereon dated November 29, 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 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 over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be 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.

MEMBERS OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
CoLUMBIA, MD LARGO, MD WASHINGTON, D.C.



Paul Public Charter School, Inc.
The Board of Trustees

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the 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 organization’s internal control
and compliance. Accordingly, this communication is not suitable for any other purpose.

ﬂéwa, riviae v Dltcante FHA

Washington, DC
November 29, 2017
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