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October 15, 2012

The Commissioner

New Jersey Department of Education
Riverview Executive Plaza - Bldg. 100
P. O. Box 500

Trenton, New Jersey 08625-0500

Dear Commissioner:

We hereby submit the Comprehensive Annual Financial Report of the University Heights
Charter School (the "Charter School" or "UHCS") for the fiscal year ended June 30, 2012.

Responsibility for both the accuracy of the data and completeness and fairness of the
presentation, including all disclosures, rests with the management of the Charter School. To the
best of our knowledge and belief, the data presented in this report is accurate in all material
respects and are reported in a manner designed to fairly present the financial position and result
of operations of the various funds of the Charter School. All disclosures necessary to enable the
reader to gain an understanding of the Charter School's financial activities have been included.

Governmental Accounting Standards Board (GASB) requires that management provide a
narrative introduction overview and analysis to accompany the basic financial statements in the
form of Management's Discussion and Analysis (MD&A). This letter of transmittal is designed
to complement the MD&A and should be read in conjunction with it. University Heights Charter
School's MD&A can be found immediately following the Independent Auditor's Report.

The Comprehensive Annual Financial Report is presented in four sections: introductory,
financial, statistical and single audit. The introductory section includes this transmittal letter, the
Charter School's organizational chart and a list of principal officials. The financial section
includes the independent auditor's report, management's discussion and analysis (MD&S) and
the basic financial statements including the Charter School-wide financial statements presented
in conformity with Governmental Accounting Standards Board Statement No. 34. The basic
financial statements also include individual fund financial statements and required supplemental
information (RSI). The statistical section includes selected financial and demographic
information, generally presented on a multi-year basis.



New Jersey Department of Education
The Commissioner

Page 2

The Charter School is required to undergo an annual single audit in conformity with the
provisions of the Single Audit Act Amendments and the U.S. Office ofManagement and Budget
Circular A-133, "Audits of States, Local Governments and Non-Proflt Organizations", and the
New Jersey OMB's Circular 04-04, "Single Audit Policyfor Recipients ofFederal Grants, State
Grants, andState Aid. Information related to this single audit, including the auditor's report on
internal control and compliance with applicable laws and regulations and findings and
recommendations are included in the single audit section of this report.

1) Reporting Entity and Its Services

The University Heights Charter School (UHCS) is an independent reporting entity within the
criteria adopted by the Government Accounting Standards Board (GASB) as established by
National Council on Governmental Accounting (NCGA) Statement No. 3. All funds and
account groups of the Charter School are included in this report.

The overarching mission of the UHCS is to inspire and empower its students, families and staff
with opportunities to successfully shape and transform their lives by becoming successful,
lifelong learners who possess the critical-thinking, academic, advocacy, and leadership skills
required to continuously open new doors intheir lives and the lives of others.

UHCS isopen to all Newark students on a space available basis and does not discriminate in its
admission policies or practices on the basis of intellectual or athletic ability, measures of
achievement or aptitude, status as a handicapped person, proficiency in the English language, or
any other basis thatwould be illegal if used by a charter school.

UHCS has completed its sixth year ofservice to the children and families ofNewark. By the end
of 2011 -2012 school year, the Charter School had a student enrollment of 287.

2) Economic Condition and Outlook

The City ofNewark is the largest city inthe State ofNew Jersey. It serves as the county seat for
Essex County, with County, State and Federal Courts as well as governmental offices attracting a
large number of lawfirms to the central business district.

Mayor Cory Booker in his State of the City address stated that "Newark is in its greatest
development year since the 1960s. The City is engaged in 25 projects that have generated 2,500
construction jobsand has brought in$800 million to $900 million in investment", he said.

Business such as Standard Chartered Bank, Audible.Com and Pitney-Bowes are bringing more
than 180 jobs to our city. These businesses are expected to open inNewark's South Ward.

Newark is a transportation hub serviced by the Interstate Highway system, NJ Transit, Amtrak
Rail Links, and Newark International Airport, as well as container and cargo facilities at Port
Newark-Elizabeth.



New Jersey Department of Education
The Commissioner

Page 3

2) Economic Condition and Outlook - continued

It is also the insurance, finance and banking capital of the State. Headquartered in Newark are a
number of large financial institutions, including the prudential Insurance Company, Blue Cross
Blue Shield of New Jersey, as well as the State's largest public utility, Public Service Electric
and Gas Company. Newark is the site of the University of Medicine and Dentistry of New
Jersey, the New Jersey Institute ofTechnology, the Newark campus ofRutgers University, Seton
Hall LawSchool and Essex County College. Covering over 320 acres, these five colleges serve a
population of approximately 45,000 students and faculty.

The City of Newark is currently undergoing a revaluation of property holdings. Among the
concerns voiced in conjunction with this change is the potential effect of any redistribution of
property tax burden on economic activity and on the ability of local government to maintain and
improve services including its tax contributions for public school purposes.

The City of Newark has experienced a surge of large-scale economic development projects
initiated by the private sector over the last decade, including the construction ofa new arena for
the professional hockey team, the New Jersey Devils, which opened inOctober 2007.

3) Charter School Enrollment, Demographics and Other Highlights

In 2011-2012, University Heights Charter School continued to see growth in achieving its
mission: to develop in each child the character, scholarship, and leadership necessary for success
in life, college, and community. Highlights from this pastyearinclude:

Significant Expansion of Enrollment (+29%): In2011-2012, the number of seats at University
Heights Charter School grew from 224 in grades K-4 to 288 students in grades K-5 (an
expansion of 29%) by adding 8 new seats in both existing grades 3 and 4, and adding 48 new
seats in a new grade 5. Theschool maintained enrollment at 99% capacity and a wait listgreater
than 100% enrollment, with enrollment for the 2012-2013 filled for 336 students in grades K-6.
Our student population continued to remain overwhelmingly high need, with 88% of students
eligible for free or reduced price lunch.

Breakthrough Proficiency Growth on State Assessments: UHCS continued to post gains in
proficiency rateson the statewide NJ ASK assessment. Proficiency rates in all subject areas were
above district averages. In English Language Art proficiency rates approached state averages,
and in mathematics they exceeded state averages for all students and for non-poor students.
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3) Charter School Enrollment, Demographics and Other Highlights - continued

UHCS

Proficiency
Rate 2009

UHCS

Proficiency
Rate 2010

UHCS

Proficiency
Rate 2011

Growth from

2009 to 2011

Grade 3 Language Arts 38% 50% 58% +20 points

Grade 3 Mathematics 45% 78% 95% +50 points

Grade 4 Language Arts 11% 47% 45% +34 points

Grade 4 Mathematics 11% 66% 90% +79 points

Grade 4 Science 57% 92% 88% +31 points

Continued Success at Meeting Mission Goals: As a college preparatory academy that starts at
elementary school, we strive for students to have the necessary orientation and preparation that
will lead to college admission and success. In terms of orientation, 100% students had the
opportunity to visit a college on school-sponsored field trips, and survey results show 82% of
students believe that the school has a strong culture of expectations for them to go to college. In
terms of preparation, NJPASS standardized test results for grades 1-2 continued to exceed our
goal of 75% proficiency.

Stronger University and Community Partnerships: University Heights Charter School
worked with 10 universities and 6 main community partners to further our mission and provide
better, more diverse educational experiences for its students.

Improved Governance: The board completed a comprehensive online self-evaluation in the
areas meetings, membership, goals, and accountability. The application includes technical
assistance to improve board performance that will be implemented in the upcoming school year.
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3) Charter School Enrollment, Demographics and Other Highlights - continued

3.1.a School Enrollment in 2011-2012

Maximum

Enrollment

October 15th,
2011 Enrollment

Final Enrollment

Count

Current Waitlist

(as of 7/23/12)
Kindergarten 48 47.9 48 123

Grade 1 48 47.9 47 33

Grade 2 48 48.0 48 41

Grade 3 48 48.0 48 46

Grade 4 48 47.8 47 40

Grade 5 48 47.9 48 20

Grade 6 6

Grade 7

Grade 8

Grade 9

Grade 10

Grade 11

Grade 12

Total 288 287.5 286 309

School Demographics

3.2.a School Demographics in 2011-2012 (*Basedon OCT 15 ENROLLMENT COUNT)

#and% FRPL 247.6 (86%)

#and% Special Ed 17 (6%) Special Ed + 5 (2%) Speech only = 22 (8%)

#and% LEP 0

# and % White 0

# and % African American 254 (88%)

#and % Hispanic 27 (9%)

#and % Asian 1 (<1%)

# and % Other ethnic groups 6 (2%)

In terms of socioeconomic status based on income and race, our school serves one of the highest
need populations in the state with 86% of students eligible for free and reduced-price lunch and
100% of students being minority. This level of need exceeds our resident district average of 82%
eligible free and reduced-price lunch and 92% minority.
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3) CharterSchool Enrollment, Demographics and Other Highlights - continued

Because our population is 88% African-American, with origins almost exclusively from the
United States or Anglophone African countries, our school's small population does nothave any
classified English Language Learners. Our language needs are primarily in communicating to
parents for whom English is a second language. To support this, we have hired Spanish speaking
staff at all levels of the school. For the coming year, we have added Spanish-speaking staff,
including the key area of Social Worker and language specialist. We send important notices in
Spanish and advertise board meetings in Spanish in Spanish-language newspapers. As a result,
our percentage of Hispanic students has been increasing and we expect this to continue as we
grow.

Our school provides a comprehensive special education program, including provision of in-class
support, out-of-class support, and out-of-class resource. Therapy services include speech,
occupational, behavioral, and counseling. We also support alternate placements and hybrid
placements when called for in Individual Education Plans, including partnerships with University
Hospital/UMDNJ and Essex County Educational Services Commission. We are also committed
to not over-classifying populations which research shows are over classified, particularly African
American boys.

4) Internal Accounting Controls

Management of the Charter School is responsible for establishing and maintaining internal
control designed to ensure the assets of the Charter School are protected from loss, theft or
misuse and to ensure that adequate accounting data are compiled to allow for the preparation of
financial statements in conformity with generally accepted accounting principles (GAAP). The
system of internal control is designed to provide reasonable, but not absolute, assurance that
these objectives are met. The concept of reasonable assurance recognizes that: (1) the cost of a
control should not exceed the benefits likely to be derived; and (2) the valuation of costs and
benefits requires estimates and judgments by management.

As a recipient of federal awards and state financial assistance, the Charter School also is
responsible for ensuring that adequate system of internal controls is in place to ensure
compliance with applicable laws and regulations related to those programs. This system of
internal control is also subject to periodic evaluation by the CharterSchool's management.

As part of the Charter School's single audit described earlier, tests are made to determine the
adequacy of the system of internal controls, including that portion related to federal awards and
state financial assistance programs, as well as to determine that the Charter School has complied
with applicable laws and regulations.
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5) Budgetary Controls

In addition to internal accounting controls, the Charter School maintains budgetary controls. The
objective of these budgetary controls is to ensure compliance with the statutory requirements of
charter school budgets. Annual appropriated budgets are adopted for general and special revenue
funds. The final budget amount, as amended for the fiscal year is reflected in the financial
section.

An encumbrance accounting system is used to record outstanding purchase commitments on a
line item basis. Open encumbrances at year end are either canceled or are included as re-
appropriations of fund balance in the subsequent year. The Charter School's Board approved a
resolution to reserve $1 million of the balance as of June 30, 2012.

During the 2011-2012 fiscal school, the Charter School continued its efforts to improve its audit
status and operational processes and procedures, correcting deficiencies identified in previous
audits and reviews and on maintaining general compliance with sound fiscal practices.

6) Accounting System and Report

The Charter School's accounting records reflect generally accepted accounting principles
(GAAP), as promulgated by the Governmental Accounting Standards Board (GASB). The
accounting records also reflect New Jersey State Statute (N.J.S.A 18:4-14) that requires a
uniform system of double-entry bookkeeping consistent with the GAAP established by GASB
for us in all school districts and charter school. The accounting system is organized on the basis
of funds in accordance with the Uniform Charter of Accounts (Handbook 2R2) for New Jersey
Public Schools. These funds are explained in "Notes to the Financial Statements",Note 1.

7) Financial Statement Information at Fiscal Year-End

As demonstrated bythe various statements and schedules included in the financial section ofthis
report, the Charter School continues to meet its responsibility for sound financial management.
The following schedule presents a summary of the General Fund, and Special revenue funds for
the fiscal year ended June 30, 2012 fiscal year:

Summary of the General Fund
and Special Revenue Fund Revenues

Increase/

Revenue 2012 2011 (decrease)

$ 236,047

% Change

Local sources $ 758,986 $ 522,939 45.14%

State sources 3,754,906 2,862,930 891,976 31.16%

Federal sources 299,571 265,054 34,517 13.02%

$ 4,813,463 $ 3,650,923 $ 1,162,540 31.84%
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7) Financial Statement Information at Fiscal Year-End - continued

The Charter School experienced a general increase in revenue of about 31.84% which is consistent
with the general increase in state funding during 2012 as a result of about 29% increase in
enrollment.

The following schedule presents a summary of general fund and special revenue expenditures for the
fiscal year ended June 30, 2012:

Summary of the General Fund
and Special Revenue Fund Expenditures

Increase/

Expenditures 2012 2011 (decrease)

$ 333,341

% Change

Instruction $ 1,931,957 $ 1,598,616 20.85%

Administrative 1,056,420 1,206,689 (150,269) -12.45%

Support 1,012,937 695,455 317,482 45.65%

Capital outlay - - -

$ 4,001,314 $ 3,500,760 $ 500,554 14.30%

The Charter School's expenditures increased at a slower rate than the increase in revenue which was
partly responsible for the significant current operating surplus generated during the year ended June
30,2012

8) Cash Management

The investment policy of the Charter School is guided in large part by state statute as detailed in
"Notes to the Financial Statements". The Charter School has adopted a cash management plan,
which requires it to deposit public funds in public depositories protected from loss under the
provision of the Governmental Unit Deposit Protection Act ("GUDPA"). GUDPA was enacted
in 1970 to protect Governmental Units from loss of funds on deposit with a failed banking
institution in New Jersey. The law requires governmental units to deposit public funds in public
depositories located inNew Jersey, where the funds are secured inaccordance with the Act.

9) Risk Management

The Board carries various forms of insurance, including but not limited to general liability and
comprehensive/collision, hazard and theft insurance on property and contents, fidelity bonds and
worker's compensation.
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Olugbenga Olabintan
Certified Public Accountant/Consultant

Tel: (201) 230-7518
137 Camden Street, Suite #3 Fax: (973) 368-8268
Newark, NJ 07103 E-mail: oolabintan@aol.com

Independent Auditors' Report

The Honorable President and

Members of the Board of Trustees

University Heights Charter School
Newark, New Jersey
County of Essex

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of the Board of Trustees of the
University Heights Charter School, (the "Charter School") in the County of Essex, State of New Jersey as
of and for the fiscal year ended June 30, 2012, which collectively comprise the Charter School's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the Charter School's management. Our responsibility is to express opinions on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; audit requirements as prescribed by the Division of Administration and Finance, Department of
Education, State of New Jersey; and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards and
requirements require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement. An audit includes consideration of internal

control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Charter
School's internal control over financial reporting. Accordingly, we express no such opinion. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, business-type activities, each major fund, and
the aggregate remaining fund information of the Charter School of June 30, 2012, and the respective
changes in financial position and where applicable, cash flows, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 15,
2012 on our consideration of the 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. This 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 audit.

-14-



Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis and Budgetary Comparison Information as listed in the table of contents be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by theGovernmental Accounting Standards Board who considers it to be
an essential part of the financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management's responses to our inquiries, the basic
financial statements, and otherknowledge we obtained during our auditof the basic financial statements.
We do notexpress an opinion or provide any assurance onthe information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Charter School's basic financial statements. The accompanying supplementary information,
which consists of the introductory section, combining and individual fund financial statements and
statistical tables are presented for purposes of additional analysis and are not are required part of the basic
financial statements and in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole. Such information is the responsibility of management and was
derived from and relates directly to theunderlying accounting and other records used to prepare thebasic
financial statements. The information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United Statesof America.

The accompanying schedules of expenditures of federal awards and state financial assistance
are presented for purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and New Jersey
OMB's Circular 04-04, Single Audit Policy for Recipients ofFederal Grants, State Grants and State Aid
respectively, and are not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relations to the basic financial statements taken as a
whole.

Olu$te*^U&i*t<XK, 0P/4

October 15, 2012
Newark, New Jersey
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Licensed Public School Accountant

No. 20CS00230200



Required Supplementary Information

Parti

Management's Discussion and Analysis

The Management's Discussion and Analysis (MD&A) provides an analysis of the Charter
School's overall financial position and results of operations.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
Management's Discussion and Analysis

Year Ended June 30,2012
(Unaudited)

Introduction

This section of the University Heights Charter School's annual financial report presents our
discussion and analysis of the Charter School's financial performance and provides an overview
of the Charter School's financial activities for the fiscal year ended June 30, 2012. It should be
read in conjunction with the transmittal letter at the front of this report and the Charter School's
financial statements, which follow this section.

Management's Discussion and Analysis (MD&A) is an element of Required Supplementary
Information specified in the Governmental Accounting Standard Board's (GASB) Statement No.
34, Basic Financial Statement - and Management's Discussion and Analysis- for State and
Local Governments. Certain comparative information between the current fiscal year and the
prior fiscal year is required to be presented in the MD&A.

Financial Highlights

Key financial highlights for fiscal year 2012 are as follows:

• Net assets of governmental activities ended the fiscal year with $1,227,335. Net
assets of business-type activities, which represent food service operations/after care
and summer instructional programs, ended the fiscal year with $28,759.

• General revenues accounted for $4,316,942 in revenue or 89.63 percent of total
revenues of $4,816,463. Program specific revenues, in the form of charges for
services, grants, and contributions accounted for $499,521 or 10.37 percent of total
revenues.

• The Charter School had $4,001,314 in expenses related to governmental activities;
$499,521 of these expenses is offset by operating grants and contributions. General
revenues (primarily State aid) of $4,316,942 helped to provide for the balance of
these programs.

• The General Fund reported fund surplus at June 30, 2012, of $1,227,335 of which $1
million was designated by a resolution of the Charter School's Board for future
capital expenditures.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
Management's Discussion and Analysis

Year Ended June 30,2012
(Unaudited)

Using the Basic Financial Statements

This annual report consists of a series of basic financial statements, required supplementary
information, other supplementary information and notes to those statements and information.

The report is organized so the reader can understand the University Heights Charter School as a
financial whole, or as an entire operating entity. The first two basic financial Statements, the
Statement of Net Assets and the Statement of Activities, are governmental-wide financial
statements and provide overall information about the activities of the entire Charter School,
presenting both an aggregate view of the Charter School's finances and a long-term view of
those finances. The remaining basic financial statements are fund financial statements that focus
on the individual parts of the government, reporting the Charter School's operation in more
detail than the government-wide statements. The fund financial statements also look at the
Charter School's most significant funds with all other non-major funds presented in total in a
single column. For the University Heights Charter School, the General Fund is the most
significant fund.

The governmental funds statements tell how general government services were financed in the
short-term as well as what remains for future spending.

Proprietary fund statements offer short and long-term financial information about the activities,
the government operates like a business, such as food service.

Fiduciary fund statements provide information about financial relationship in which the Charter
School acts solely as a trustee or agent for the benefits of others, to whom the resources in
question belong.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section ofRequired
Supplementary Information that further explains and supports the information in the financial
statements.

Reporting the Charter School as a Whole

Statement of Net Assets and Statements of Activities

While this report contains the fund used by the Charter School to provide programs and
activities, the view of the Charter School as a whole looks at all financial transactions and asks
the question, "how did we do financially during fiscal year2012?" The statements of Net Assets
and the Statement of Activities answer this question. These Statements include all the Charter
School's assets and liabilities using the accrual basis of accounting similar to the accounting
system usedby mostprivate sectorcompanies. Thisbasis of accounting takes into account all of
the current year's revenues and expenses regardless of when cash was received or paid.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
Management's Discussion and Analysis

Year Ended June 30, 2012
(Unaudited)

Statement of Net Assets and Statement of Activities-continued

These two statements report the Charter School's net assets and changes in those assets. This
change in net assets is important because it identifies whether the financial position of the
Charter School has improved ordiminished for the Charter School as a whole. The cause ofthis
change may be the result of many factors some financial, some not. Non financial factors
include the property tax base of the School District where the Charter School is located, current
educational funding laws in New Jersey, facilities conditions, required educational programs, and
other factors. In the Statements of Net Assets and the Statements of Activities, the Charter
School is divided into two distinct kinds of activities:

Governmental Activities - Most of the Charter School's programs and services are reported
here including instructions, extracurricular activities, curriculum, staff development, special
education and other support services, operation and maintenance of plant, pupil transportation,
health services and general administration.

Business-Type Activity - Services are provided on a charge for goods or services or
reimbursement basis to recover the expenses of the goods orservices provided. The food service
operations/after care programs enterprise fund is reported as a business activity.

Reporting the Charter School's Most Significant Funds

Fund Financial Statements

Fund financial reports provide detailed information about the Charter School's major fiinds-not
the Charter School as a whole. Funds are accounting devices that the Charter School uses to
keep track of a multitude of financial transactions. The Charter School's only major
governmental fund is the General Fund.

Governmental Funds

Most of the Charter School's activities are reported in governmental funds, which focus on how
monies flow into and out of those funds and the balances left at fiscal year end for spending in
future periods. These funds are reported using an accounting method called modified accrual
accounting. Which measures cash and all other financial assets that can readily be converted to
cash. The governmental fund statement provides a detailed short-term view of the Charter
School's general government operations and the basic services it provides. Governmental fund
information helps determine whether there are more or less financial resources that can be spent
in the near future to finance educational programs. The relationship, or differences, between
governmental activities reported in the Statement of Net Assets and the Statement of Activities
and the governmental funds are reconciled in the financial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
Management's Discussion and Analysis

Year Ended June 30,2012
(Unaudited)

Enterprise Fund

The enterprise fund uses the same basis of accounting as business-type activities; therefore, these
statements are essentially the same.

The Charter School as a Whole

The perspective of the Statement of Net Assets is of the Charter School as a whole. Net assets
may serve over time as useful indicator of a government's financial position. In the case of the
Charter School, assets exceeded liabilities by $1,227,335 at the close of 2012. The following
table provides a summary of net assets relating to the Charter School's governmental and
business type activities:

Governmental

Activities

Business

Type

Acvtivities Total

2012 2011 2012 2011 2012 2011

Assets

Current Assets

Capital Assets, net

$ 1,536,475 $ 911,200 $ 117,171 $ 47,283 $ 1,653,646 $ 958,483

Total Assets 1,536,475 911,200 117,171 47,283 1,653,646 958,483

Liabilities

Current Liabilities

Long TermLiabilites

309,140 499,014 88,412 27,464 397,552 526,478

Total Liabilities 309,140 499,014 88,412 27,464 397,552 526,478

Net Assets

Invested in

Capital Assets

(netofrelateddebt)

Designated

Unrestricted

Total Net Assets

1,000,000

227,335

$ 1,227,335 $

412,186

412,186

28,759

$ 28,759 $

19,819

19,819

1,000,000

256,094

$ 1,256,094 $

432,005

432,005
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UNIVERSITY HEIGHTS CHARTER SCHOOL

Management's Discussion and Analysis
Year Ended June 30,2012

(Unaudited)

The largest portion of the Charter School's net assets is its current assets. The Charter School
uses these current assets to provide services.

The total net assets of the Charter School increased by $654,107 during the current fiscal year
ended June 30,2012. The majority of the increase is attributable to a surplus of $815,149 in the
General Fund. Operating grants and contributions increased by 41.72 percent.

The table that follows reflects the change in net assets for fiscal year 2012.

Revenues

Program Revenues:

Charge for Services

Operating grants

and Contributions

Total Program Revenues

General Revenues:

Local Aid

Federal and State Aid

Miscellaneous

Transfers

Total general Revenues

Total Revenues

Expenses:

Instructions

Administrative &

Support Services

Food Service

After Care Program

Total Expenses

Change in Net Assets

Governmental

Activities

Business

Type

Activities

2012 2011 2012 2011

$499,521 $344,030

$27,895

154,002

181,897

$37,807

117,109

499,521 344.030 154,916

552,395

3,757,906

6,641

411,829

2,862,930

32,134

4,316,942 3,306,893 - -

4,816,463 3,650,923 181,897 154,916

1,931,957 1,598,612

Total

2012 2011

$27,895 $37,807

653,523 461,139

681,418 498.946

552,395 411,829

3,757,906 2,862,930

6,641 32,134

4,316,942 3,306,893

4,998,360 3,805,839

1,931,957 1,598,612

2.069,357 1,902,148 2,069,357 1,902,148

- - 163830 122959 163,830 122,959

- 9,127

172,957

12,138

135,097

9,127

4,174,271

12,138

4,001,314 3,500,760 3,635,857

$ 815,149 $ 150,163 $ 8,940 $ 19,819 $ 824,089 $ 169,982

Governmental Activities

The Statement of Activities reflects the cost of program services and the charges for services and
operating grants and contributions offsetting those services. The table below, for government
activities, indicates the total cost of services and the net cost of services. It identifies the cost of
these services supported by unrestricted state entitlements for the fiscal year ended June 30,
2012.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
Management's Discussion and Analysis

Year Ended June 30,2012
(Unaudited)

Governmental Activities - continued

Total Cost of

Services

$ 1,931,957

2,069,357

Net Cost of

Services

$ 1,624,567
1,877,226

Instruction

Administrative & Support Services
Unallocated Depreciation
Total Expenses

Business-Type Activity

$ 4,001,314 $ 3,501,793

The business-type activity of the Charter School consists of the food service operation and the
after-school program. These programs had revenues of $181,897and operating expenses of
$172,957 for fiscal year 2012. The Charter School intended to have food services be self
operating without assistance from the General Fund.

The Charter School's Funds

The Charter School's governmental funds are accounted for using the modified accrual basis of
accounting. All governmental funds had revenues of $4,816,463 and expenditures of
$4,001,314. The positive change in fund balance for theyear enabled the Charter School to meet
its current costs.

The Charter School's budget is prepared according to New Jersey law and is based on
accounting for certain transactions on a basis of cash receipts, disbursements, andencumbrances.
The most significant budgeted fund is the general fund.

During the course of fiscal 2012, the Charter School amended its General Fund budget as
needed. The Charter School uses state-aid and other revenue-based budget. The budgeting
systems are designed to tightly control total budget, but provide flexibility for Charter School's
management teams.

For the General Fund, final budgeted revenues were $4,212,659, which included a local tax levy
of $552,395. Expenditures and other financing uses were budgeted at $4,326,876. The Charter
School anticipated budgeted fund balance of $626,656 in its 2011-2012 budget year. General
Fund revenues were higher than expenditures by $214,470. Actual revenues and other financing
sources were $4,316,942 and expenditures were $3,501,793.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
Management's Discussion and Analysis

Year Ended June 30,2012
(Unaudited)

The State ofNew Jersey reimbursed the Charter School $118,741 during the year ended June 30,
2012 for the employer's share of social security contributions for TPAF members. This
unbudgeted amount was included in both revenues and expenditures.

Capital Assets

At the end of fiscal year 2012, the Charter School did not have any funds invested in capital
assets in its governmental activities.

The Charter School's 2012-2013 budget projects spending approximately $1,000,000 for capital
projects.

Long-term debt

At June 30, 2012, the Charter School did not have any long term debt.

Economic Factors and Next Year's Budget

The State of New Jersey and indeed the entire United States continue to face serious budgetary
constraints and a result of the sharp downturn in the economy. These impact the amount of state
and federal aids allocated to charter schools. This reality was taken into account when adopting
the general fund budget for 2012-2013. Nothing was done to compromise the quality of the
programs in place in our Charter School during the regular instructional day. The budget was
prepared to ensure that all students have the textbooks, materials, supplies, equipment and
programs they need to meet New Jersey's Core Curriculum Content Standards. The budget was
adopted with a redirection of funds to maintain thequality of the regular school day.

Contacting the Charter School's Financial Management

This financial report is designed to provide ourcitizens, taxpayers, investors, and creditors with a
general overview of the Charter School's finances and to reflect the Charter School's
accountability for the monies it receives. Questions about this report or additional financial
information needs should be directed to:

UNIVERSITY HEIGHTS CHARTER SCHOOL

Business Office

74 Hartford Street

Newark, New Jersey 07103
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Government-wide Financial Statements

The government-wide financial statements provide a financial overview of the Charter
School's operations. These financial statements present the financial position and operating
results of all governmental activities and business-type activities as of and for the Year
Ended June 30,2012.
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UNIVERSITY HEIGHTS CHARTER SCHOOL A-l

Statement of Net Assets

June 30,2012

Governmental Business-type
Activities Activities Total

Assets

Cash and cash equivalents $ 1,139,402 $ 80,839 $1,220,241

Accounts receivable 255,413 36,332 291,745

Other current assets 41,928 41,928

Interfund receivables

$

99,732

1,536,475

99,732

Total assets $ 117,171 $1,653,646

Liabilities

Accounts payable and accrued expenses $ 209,049 $ 5,493 $ 214,542

Intergovermental payables - other 21,099 21,099

Deferred revenue 78,992 78,992

Interfunds payables 82,919
88,412

82,919

Total liabilities 309,140 397,552

Net assets

Unrestricted, designated 1,000,000 1,000,000

Unrestricted, undesignated 227,335 28,759 256,094

Total net assets 1,227,335 28,759 1,256,094

Total liabilities & net assets $ 1,536,475 $ 117,171 $1,653,646

See independent auditor's report andaccompanying notes tobasicfinancial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL

Statement of Activities

Year endcdJune 30,2012

Net (Expense) Revenue and
Changes in Net Assets

A-2

Program Revenues

Functions/Programs Expenses

$ 1,931,957

1,056,420
1,012,937
4,001,314

Charges for
Services

Operating
Grants and

Contributions

$ 307,390

192,131
499,521

Governmental

Activities

Business-type
Activities Totals

Governmental activities:

Instruction:

Regular
Administrative & Support services:

General administration

Support services
Total governmental activities

$ (1.624,567)

(1,056,420)
(820,806)

(3,501,793)

$(1,624,567)

(1,056,420)
(820.806)

(3,501.793)

Business-type activities:
Food service

After care

163,830

9,127

172,957
$ 4,174,271

General revenue

Local sources

State sources

Miscellaneous

Total genei
Change

$ 7,484

20,411

27,895
$ 27,895

154,002 s (2,344)
11,284

8,940
8,940

(2,344)
11,284

Total business-type activities 154,002
$ 653,523

id special items:

insfers and special items

- 8,940

Total primary government (3,501,793) (3,492,853)

:s, transfers ar

al revenues, trs

in net assets

552,395

3.757,906
6,641

4,316,942

815,149

-
552,395

3.757.906
6,641

- 4,316,942

8,940 824,089

Net assets - beginning
Net assets - ending

412.186
$ 1.227.335 X

19.819
28.759

432,005
$ 1,256,094

Seeindependent auditor's reportandaccompanying notesto basicfinancial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL

Governmental Funds

B-l

Assets

Cash and cash equivalents
Accounts receivable:

State

Federal

Other

Other current assets

Interfund receivable

Total assets

Liabilities and Fund Balances

Accounts payable and accrued expenses
Intergovernmental payables - other
Deferred revenue

Total liabilities

Fund balances:

Designated
Undesignated

Total fund balances

Total liabilities and fund balances

Amounts reported for governmental activities in the

statement of net assets (A-l) are different because:

Capital assets used in governmental activities are not

financial resources and therefore are not reported in

the funds.

Net assets of governmental activities - A-l

Balance Sheet

June 30,2012

Special Totals

General Revenue Governmental

Fund Fund Funds

$ 1,308,608 $ (169,206) $ 1,139,402

13,505 - 13,505

- 223,662 223,662

18,246 18,246

41,928 -
41,928

75,146 24,586 99,732

$ 1,457,433 $ 79,042 $ 1.536,475

$ 208,999

21,099

230,098

1,000,000

227,335

1,227,335

$ 1.457,433

Cost of capital assets
Accumulated depreciation

50

78,992

79,042

79,042

209,049

21,099

78,992

309,140

1,000,000

227,335

1,227,335

$ 1,227,335

See independentauditor'sreportand accompanyingnotes to basicfinancial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
Governmental Funds

Statement of Revenues, Expenditures and Changes in Fund Balances
Year ended June 30,2012

sources

ements

General

Fund

Special
Revenue

Fund Total

Revenues:

Local sources:

Local tax levy
Miscellaneous

$ 552,395

6,641

559,036

3,639,165
118,741

4,316,942

$ 199,950 $ 752,345
6,641

Total revenues - local

Federal sources

State sources

TPAF/FICA reimburs

199,950

299,571

758,986

299,571

3,639,165

118,741

Total revenues 499,521 4,816,463

Current expense:
Instruction

Administrative

Support services
Capital outlay

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Fund balances, beginning ofyear

Fund balances, end ofyear

See independent auditor's report andaccompanying notesto basicfinancial statements.

1,624,567 307,390 1,931,957

1,056,420 1,056,420

820,806 192,131 1,012,937

3,501,793 499,521 4,001,314

815,149 - 815,149

412,186 . 412,186

$ 1,227,335 $ $ 1,227,335
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UNIVERSITY HEIGHTS CHARTER SCHOOL B-3
Reconciliation of the Statement of Revenues, Expenditures

And Changes in Fund Balances of Governmental Funds
to the Statement of Activities

Year ended June 30,2012

Total net change in fund balances - governmental funds (B-2) $ 815,149

Amounts reported for governmental activities in the Statement
of Activities (A-2) are different because:

Change in net assets of governmental activities (A-2) $ 815,149

See independent auditor's report and accompanying notes to basicfinancial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL B-4
Proprietary Funds

Statement of Net Assets

June 30, 2012

Assets

Current Assets:

Cash and cash equivalents
Accounts Receivable:

Federal

State

Total Current Assets

Liabilities

Current Liabilities:

Interfiind Payable - General Fund
Accounts Payable

Total Current Liabilities

Net assets

Unresricted

Total Net Assets

$ 80,839

35,756

576

$ 117,171

82,919

5,493

$ 88,412

28,759

$ 28,759

See independent auditor's report and accompanying notes to basic financial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL

Proprietary Funds

Statement of Revenues, Expenditures and Changes in Net Assets

Year ended June 30,2012

Operating revenues:
Charges for services:

Daily sales - nonreimbursable programs $ 27,784
Miscellaneous revenue m

Total Operating revenues 27,895

Operating expenses:
Cost of sales

Salaries

Employee benefits
Professional /Technical service

Supplies and materials
Depreciation
Miscellaneous

Total operating expenses 172,957

Operating income (loss) (145,062)

Nonoperating revenues:
State sources:

State School Lunch Program 2,439
Federal sources:

National School Lunch Program 117,347
National School Breakfast Program 24,258
After School Snacks 9,958

Total nonoperating revenues 154,002

Net income/(loss) before contributions & transfers 8,940

Other financing sources:
Transfer in/(out) - After Care to Food Program -

138,626
33,974

357

B-5

Change in net assets 8,940

Total net assets-beginning ofyear 19,819

Total net assets-end ofyear $ 28,759

Seeindependent auditor's report and accompanying notes tobasicfinancial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL B-6
Proprietary Fund

Statement of Cash Flows

Year ended June 30,2012

Cash flows from operating activities
Operating loss $ (145,062)
Adjustment to reconcile operating loss to net cash
used in operating activities:
Changes in assets and liabilities:

Increase in accounts receivable (30,747)
Increase indue togeneral fund 60,718
Increase inaccounts payable 230

Net cash provided inoperating activities (114,861)

Cash received from state reimbursements 2,439

Cash received from federal reimbursements 151,563

Operating subsidies and transfers from other funds -_
Net cashprovided by noncapital financing activities 154,002

Cash flows from investing activities

Net increase in cash and cash equivalents 39,141
Cash and cash equivalents, beginning 41,698
Cash and cash equivalents, ending $ 80,839

See independentauditor's report and accompanying notes to basic financial statements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL

Fiduciary Funds

Statement of Fiduciary Net Assets

June 30,2012

B-7

Assets

Cash and cash equivalents
Total assets

Liabilities and fund balances

Liabilities:

Payroll deductions and withholdings
Interfund payables
Account payable - due to students group

Total liabilities

Net Assets

Total liabilities and net assets

Agency Unemployment Student
Fund Insurance Activity Development

Payroll Fund Fund Fund Total

$39,435

$39,435
$

$

14,488

14,488

$1,271
$1,271

$1,271

1,271

$

$

2,325

2,325

$57,519
$57,519

$39,435

$ 14,488 $ 2,325

$39,435

16,813

1,271

39,435 14,488 2,325 57,519

$39,435 $ 14,488 $1,271 $ 2,325 $57,519

See independent auditor's report andaccompanying notes to basicfinancialstatements.
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UNIVERSITY HEIGHTS CHARTER SCHOOL

Fiduciary Funds

Statement of Changes in Fiduciary Net Assets

Year ended June 30,2012

Revenues:

General fund appropriation
Total revenues

Expenditures:
Payments to NJ Unemployment Compensation Fund

Total expenditures

Excess(deficiency) of revenue over(under) expenditures

Net assets, beginning

Net assets, ending

See independent auditor's reportand accompanying notes to basicfinancial statements.
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Unemployment

Benefits

$ 54,310

54,310

54,310

54,310
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UNIVERSITY HEIGHTS CHARTER SCHOOL
(County of Essex)

Notes to the Basic Financial Statements

Year Ended June 30,2012

Description of the Charter School District and Reporting Entity

University Heights Charter School (the "Charter School" was incorporated in the State of
New Jersey in September 2006 as a non-for-profit corporation for the purpose of
operating and maintaining a public school under a charter granted by the State ofNew
Jersey, which promotes comprehensive educational reform by infusing innovation into
the public education system. It is an instrumentality of the State of New Jersey,
established to ftinction as an education institution. The Charter School's Board of
Trustees (the Board) is responsible for the fiscal control of the Charter School. An
Executive Director/School Lead Person is appointed by Board and is responsible for the
administrative control of the Charter School. Under the existing the statutes, the Charter
School's duties and powers include, but not limited to the development and adoption ofa
school program; the establishment, organization and operation of schools; and the
acquisition, maintenance anddisposition of school property.

A reporting entity is comprised of the primary government, component units and other
organizations that are included to ensure that the financial statements of the Charter
School are not misleading. The primary government consists of all funds, departments,
boards and agencies that are not legally separate from the Charter School. For the Charter
School, this includes general operations, food service and student related activities of the
Charter School.

The primary criterion for including activities within the Charter School's reporting entity,
as set forth in Section 2100 of the GASB Codification of Governmental Accounting and
Financial Reporting Standards, is the degree ofoversight responsibility maintained by the
Charter School. Oversight responsibility includes financial interdependency, selection of
governing authority, designation of management, and ability to significantly influence
operations and accountability for fiscal matters. The combined financial statements
include all funds of the Charter School over which the Board exercises operating control.
Based on the aforementioned criteria, the Charter School has no component units to be
included in the reporting entity. Further, the Charter School is not includable in any other
reporting entity on the basis of such criteria.

The University Heights Charter School Board of Trustees also has broad financial
responsibilities, including the approval of the annual budget and the establishment of a
system of accounting and budgetary controls.

Its mission is to establish a character school to serve as a neighborhood resource and as a
model for other similar schools. The University Heights Charter School is committed to
achieving the New Jersey Core Curriculum Content Standards and producing high
academic achievement by all students. The Charter School will integrate a holistic
curriculum, utilize learner center techniques, family and care giver centered approaches,
comprehensive community involvement, cutting edge technology and an intimate
nurturing environment that will enhance positive self-images.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
(County of Essex)

Notes to the Basic Financial Statements

Year Ended June 30,2012

Summary of Significant Accounting Policies

This summary ofsignificant accounting policies ofUniversity Heights Charter School is
presented to assist in understanding the Charter School's financial statements and notes
are a representation of the Charter School's management, who is responsible for their
integrity and objectivity. These accounting policies conform to generally accepted
accounting principles in the United States as applied to governmental units and have been
consistently applied in the preparation of these financial statements.

The financial statements of the University Heights Charter School (the "Charter School")
have been prepared in conformity with generally accepted accounting principles (GAAP)
as applied to governmental units. GASB is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The Charter School also applies Financial Accounting Standards Board (FASB)
pronouncements issued on or before November 30, 1989, to its governmental and
business-type activities and to its enterprise fund unless they conflict with or contradict
GASB pronouncements. The most significant ofthe Charter School's accounting policies
are described below:

A Basis of Presentation

The Charter School's basic financial statements consist of government-wide statements,
including a statement of net assets and a statement of activities, and fund financial
statements thatprovide a more detailed level of financial information.

Charter School Government-wide Financial Statements

The statement of net assets and the statement of activities display information about the
Charter School as a whole. These statements include the financial activities of the Charter
School, except for fiduciary funds.

The statement of net assets presents the financial condition of the governmental and
business-type activities of the Charter School at year-end. The statement of activities
presents a comparison between direct expenses and program revenues for each program
or function of the Charter School's governmental and business-type activities. Direct
expenses are those that are specifically associated with a service, program or department
and are therefore clearly identifiable to a particular function. Program revenues include
charges paid by the recipient of the goods or services offered by the program and grants
and contributions that are restricted to meeting the operational or capital requirements of
a particular program. Revenues that are not classified as program revenues are presented
as general revenues of the Charter School, with certain limited exceptions. The
comparison of direct expenses withprogram revenues identifies the extent to which each
governmental function is self-financing or draws fromthe general revenues of the Charter
School.
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UNIVERSITY HEIGHTS CHARTER SCHOOL
(County of Essex)

Notes to the Basic Financial Statements

Year Ended June 30,2012

Summary of Significant Accounting Policies - continued

The governmental activities generally are financed through federal and state awards,
taxes and other non-exchange revenues. Business-type activities are financed in whole or
in part byfees charged to external parties for goods or services.

Fund Financial Statements

Fund financial statements of the Charter School are organized into funds, each of which
is considered to be separate accounting entities. Each fund is accounted for by providing
a separate set of self-balancing accounts that constitute its assets, liabilities, fund equity,
revenues, and expenditure/expenses. Funds are organized into three major categories:
governmental, proprietary, and fiduciary. An emphasis is placed on major funds within
the governmental and proprietary categories. A fund is considered major if it is the
primary operating fund ofthe Charter School. The New Jersey Department ofEducation
(NJDOE) requires that all funds be reported as major, as it is considered important for
public interest and to promote consistency among Charter Schools financial reporting in
the State ofNew Jersey.

B Fund Accounting

The Charter School segregates transactions related to certain Charter School functions or
activities in separate funds inorder to aid financial management and to demonstrate legal
compliance. Fund financial statements are designed to present financial information of
the Charter School at a more detailed level.

Governmental Funds

Governmental funds are those funds through which most governmental functions
typically are financed. Governmental fund reporting focuses on the sources, uses and
balances of current financial resources. Expendable assets are assigned to the various
governmental funds according to the purposes for which they will be paid. The difference
between governmental fund assets and liabilities is reported as fund balance. The
following are the Charter Schools' major governmental funds:

General Fund - The General Fund is the primary operating fund of the Charter School. It
is used to account for all financial resources except those that are legally or
administratively required to be accounted for in another fund. Included are certain
expenditures for vehicles and movable instructional or non-instructional equipment
which are classified in the Capital Outlay sub-fund.
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Notes to the Basic Financial Statements
Year Ended June 30,2012

Summary of Significant Accounting Policies - continued

As required by the New Jersey Department of Education, the Charter School included
budgeted capital outlay in this fund. Generally accepted accounting principles as they
pertain to governmental entities state that General Fund resources may be used to directly
finance capital outlays for long-lived improvements as long as the resources in such cases
are derived exclusively from unrestricted revenues.

Resources for budgeted capital outlay purposes are normally derived from State ofNew
Jersey aid and appropriated fund balance. Expenditures are those that result in the
acquisition of or additions to fixed assets for land, existing buildings, improvements of
ground, construction of buildings, additions to or remodeling of buildings and the
purchase of built-in equipment. These resources can be transferred from and to current
expense by boardresolution.

Special Revenue Fund - The Special Revenue Fund is used to account for the proceeds
of specific revenue from State and Federal Government, (other than major Capital
Projects, Debt Service or the Enterprise Funds) and local appropriations that legally
restricted to expenditures for specified purposes.

Capital Projects Fund - The Capital Projects Fund is used to account for all financial
resources to be used for the acquisition or construction of major capital facilities (other
than those financed by proprietary funds). The financial resources are derived from
temporary notes orserial bonds that are specifically authorized by the voters as a separate
question on the ballot either during the annual election or at a special election. As ofJune
30, 2012 there was no Capital Projects Fund.

Proprietary Funds

The focus of Proprietary Funds' measurement is upon determination of net income,
changes in net assets, financial position and cash flows. The generally accepted
accounting principles applicable are those to similar to business in the private sector. The
following is a description of the Proprietary Funds of the Charter School:

Enterprise Funds - The Enterprise Fund is utilized to account for operations that are
financed and operated in a manner similar to private business enterprises where the intent
of the Charter School is that the cost (i.e. expenses including depreciation and indirect
costs) of providing goods and services to the students on a continuing basis be financed
or recovered primarily through user charges; or where the Charter School has decided
that periodic determination of revenues earned, expenses incurred, and/or net income is
appropriated for capital maintenance, public policy, management control, accountability
or other purposes.
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Notes to the Basic Financial Statements
Year Ended June 30,2012

Summary of Significant Accounting Policies - continued

All proprietary funds are accounted for on a cost of services or "capital maintenance"
measurement focus. This means that all assets and all liabilities, whether current or non-
current, associated with their activity are included on their balance sheets. Their reported
fund equity (net total assets) is segregated into contributed capital and unreserved
retained earnings, if applicable. Proprietary fund type operating statements present
increases (revenue) and decreases (expenses) innet total assets.

Fiduciary Funds

Fiduciary or trust and Agency Funds are used to account for assets held by the Charter
School in a trustee capacity or as an agent for individuals, private organizations, other
governments and/or other funds. This fund category includes:

Trust Funds - Expendable Trust Funds (unemployment compensation) are accounted
for in essentially the same manner as the governmental funds. The unemployment
compensation trust fund is used to account for contributions from employees and the
employer (the Charter School) and interest earned on the balance as well as payments to
the State for reimbursements of unemployment claims.

Agency Funds - Agency funds (Payroll, Health Benefits and Student Activity Fund) are
used to account for the assets that the Charter School holds on behalfof others as their
agent. Agency funds are custodial in nature and do not involved measurement ofresults
of operations.

C Measurement Focus and Basis of Accounting

Measurementfocus is a term used to describe "which" transactions are recorded within
the various financial statements. Basis of accounting refers to "when" transactions are
recorded regardless of the measurement focus applied.

Measurement Focus

On the government-wide statements of net assets and the statement of activities, both
governmental and business-like activities are presented using the economic resources
measurement focus. The accounting and financial reporting treatment applied to a fund is
determined by its measurement focus. All governmental funds and expendable trust
funds are accounted for using a current financial resources measurement focus. With this
measurement focus, only current assets and current liabilities generally are included on
the balance sheet. Operating statement of these funds present increases (i.e., revenues and
other financing sources), and decreases (i.e. Expenditures and other finances uses) during
a given period. These funds use fund balance as their measure of available spendable
financial resources at the end of the period.
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Notes to the Basic Financial Statements
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Summary of Significant Accounting Policies - continued

All proprietary funds are accounted for on a flow economic resources measurement
focus. With this measurement focus, the accounting adjectives are the determination of
operating income, changes in net assets (or cost recovery), financial position, and cash
flow. All assets and all liabilities, whether current or non-current, associated with their
activities are included on the balance sheet. Fund equity (i.e., net total assets) is
classified as net assets.

Basis of Accounting
In the government wide statement of net assets and statements of activities, both
governmental and business like activities are presented using the accrual basis of
accounting. Under the accrual basis ofaccounting revenues are recognized when earned
and expenses are recognized when the liability, resulting from exchange and exchange
like transactions, is incurred (i. e the exchange takes place).

In the fund financial statements, governmental fund and agency funds are presented on
the modified accrual basis of accounting. Under the modified accrual basis of
accounting, revenues are recognized when they become both measurable and available.
"Measurable" means the amount of the transaction can be determine and "available"
means collectible with the current period or soon enough thereafter to be used to pay
liabilities of the current period. State equalization monies are recognized as revenue
during the period in which they are appropriated. A one-year availability period is used
for revenue recognition for all other governmental funds revenues.

D Budgets/Budgetary Control

Annual appropriated budgets are prepared in the spring of each year for the general and
special revenue fund. The budgets are submitted to the County Office and the Education
Commissioner for approval. Budgets except for the special revenue fund which is
prepared using a non-GAAP budgetary basis, are prepared using the modified accrual
basis of accounting. The legal level of budgetary control is established at line item
accounts within each fund. Line item accounts are defined as the lowest (most specific)
level of detail as established pursuant to the minimum chart of accounts referenced in
N.J.A.C. 6:20-2A.2(m)l. Transfers of appropriations may be made by Charter School
Board resolution at any time during the fiscal year subject to the limitation of P.L. 2004
c73 (SI701). The Board of Trustees did not make any material supplemental budgetary
appropriations during the fiscal year.

Formal budgetary integration into the accounting system is employed as a management
control device during the year. For governmental funds, there are no substantial
differences between the budgetary basis of accounting and generally accepted accounting
principles, with the exception of the Special Revenue Fund as noted below.
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Notes to the Basic Financial Statements
Year Ended June 30,2012

Summary of Significant Accounting Policies - continued

Encumbrance accounting is also employed as an extension of formal budgetary
integration in the governmental funds types. Unencumbered appropriations lapse at fiscal
year end.

The accounting records of the special revenue fund are maintained on the grant
accounting budgetary basis. The grant accounting budgetary basis differs from GAAP in
that the grant accounting budgetary basis recognized encumbrances as expenditures and
also recognized the related revenues, whereas the GAAP basis does not. Sufficient
supplemental records are maintained to allow ofthe presentation ofGAAP basis financial
reports.

E Cash, Cash Equivalent and Investments

Cash and cash equivalents include petty cash, change funds, cash in banks and all highly
liquid investment with amaturity ofthree months or less at the time ofpurchases and are
stated at cost plus accrued interest. US Treasury and agency obligations and certificates
ofdeposit with maturities ofone year or less when purchases are stated at cost. All other
investments are stated at fair value.

New Jersey Charter Schools are limited as to the types of the investments and types of
financial institution they may invest in. New Jersey statute 18A:20-37 provides a list of
permissible investment that may be purchased by New Jersey Charter Schools.

Additionally, the Charter School has adopted a cash management plan that requires it to
deposit public fund in public depositories protected from loss under the provisions ofthe
Governmental Unit Deposit Protection Act ("GUDPA"). GUDPA was enacted in 1970
to protect Governmental Units from loss funds on deposit with a failed banking
institution in New Jersey.

N.J.S.A. 17:9-41 et. seq. established the requirements for the security of deposits of
governmental units. The statute requires that no governmental unit shall deposit public
funds in a public depository unless such funds are secured in accordance with the Act.
Public depositories include Savings and Loan Institutions, bank (both state and national
banks) and saving bank the deposits of which are federally insured. All public
depositories must pledge collateral, having a market value at least equal to five percent of
the average daily balance of collected public funds, to secure the deposit of
Governmental Units. If a public depository fails, the collateral it has pledged, plus the
collateral of all other public depositories, is available to pay the full amount of their
deposits to the Governmental Units.
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Notes to the Basic Financial Statements
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Summary of Significant Accounting Policies - continued

F Short-Term Interfund Receivables/Payables

On the fund financial statement, receivable and payables resulting from short-term (due
within one year) interfund loans are classified as interfund Receivable/Payable, interfund
balances within governmental activities and within business-type activities are eliminated
on the Government Wide Statements of Net Assets.

G Inventories and Prepaid Expenses

Inventories and prepaid expenses, which benefit future periods, other than those recorded
in the enterprise fund are recorded as expenditure during the year ofpurchase. Inventories
in the proprietary funds are valued at cost, which approximates market, using the first-in-
first-out (FIFO) method.

H Capital Assets

Capital assets, which include leasehold improvements, equipment, furniture & fixtures
and vehicles are reported in the applicable governmental or business-type activities
columns of the Government-wide financial statements. Capital assets are defined by the
Charter School as assets with initial, individual cost of more than $2,000 and an
estimated useful life in excess of two years. Such assets are recorded at historical cost or
through estimation procedures performed by an independent appraisal company.

The cost of normal repairs and maintenance that do not add to the value of the asset or
materially extend the assets lives are not capitalized. Donated capital assets are
capitalized at estimated fair market value on the date donated. Depreciation of capital
assets is computed and recorded by the straight-line method. The Charter School did not
have any capital assetsduring the year ended June 30, 2012.
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Summary of Significant Accounting Policies - continued

I Compensated Absences

Compensated absences are those absences for which employees will be paid, such as
vacation, sick leave, and sabbatical leave. A liability for compensated absences that are
attributable to services already rendered, and that are not contingent on specific event that
is outside the control of the Charter School and its employees, is accrued as the
employees earn the rights to the benefits. Compensated absences that relate to future
services, or that are contingent on specific event that is outside the control ofthe Charter
School and its employees, are accounted for in the period in winch such services are
rendered or in which such events take place.

For governmental fund financial statements, the current portion ofunpaid compensated
absences is in the amount expected to be paid using expendable available resources.
These amounts are recorded in the account "compensated absences payable" in the fund
from which the employees who have accumulated unpaid leave are paid. The noncurrent
portion of the liability is not reported.

The entire sick leave and vacation leave liabilities are reported on the school-wide
financial statements.

The Charter School had no compensated absences as of June 30,2012.

J Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities, and long-term obligations are reported on the
government-wide financial statements.

In general, governmental fund payables and accrued liabilities that, once incurred, are
paid in a timely manner and in full from current financial resources are reported as
obligations of the funds. However, the non-current portion of compensated absences and
mortgage payable (if any) that will be paid from governmental funds are reported as
liabilities on the fund financial statements only to the extent that they are normally
expected to be paid with expendable, available financial resources.

K Deferred Revenue

Deferred revenue in special revenue fund represent cash that has been received but not
yet earned.
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Summary of Significant Accounting Policies - continued

L Fund Balance and Equity

In February 2009, the GASB issued GASB Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions ("GASB 54"). GASB 54 is effective for
periods beginning after June 15, 2010 and establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which government is bound to
observe constraints imposed upon the use of resources reported in governmental funds.
Under GASB 54, fund balances in the governmental funds financial statements are
reported under the modified accrual basis ofaccounting and classified into the following
five categories, as defined below:

1. Nonspendable - includes amounts that cannot be spent because they either (a) not
in spendable form or (b) legally or contractually required to be maintained intact.
Assets included in this fund balance category include prepaid assets, inventories,
long-term receivables, and corpus of any permanent funds.

2. Restricted - includes amounts that can be spent only for the specific purposes
stipulated by constitution, external resource providers, or through enabling
legislation.

3. Committed - includes amounts that can be used only for the specific purposes
determined by a formal action of the government's highest level of decision
making authority.

4. Assigned - amounts intended to be used by the government for specific purposes
but do not meet the criteria to be classified as restricted or committed.

5. Unassigned - includes all spendable amounts not contained in the other
classifications.

When both restricted and unrestricted resources are available for use, it is the Charter
School's policy to use restricted resources first, then unrestricted resources as they are
needed. For the unrestricted fund balance, the Charter School first spends committed
funds, then assigned funds, and finally, unassigned funds.

The Boardofthe Charter School (by a resolution) designated $1,000,000 ofthe June 30,
2012fund balanceforfuture capital expenditures. Leaving an undesignatedfund balance
of$227,335.
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Summary of Significant Accounting Policies - continued

M Net Assets

Net Assets represent the difference between assets and liabilities in the Government-wide
financial statements. Net assets invested in capital assets, net of related debt consists of
capital assets, net ofaccumulated depreciation, reduced by the outstanding balance ofany
long-term debt used to build or acquire the capital assets. Net assets are reported as
restricted in the Government-wide financial statements when there are limitations
imposed on their use through external restrictions imposed by creditors, grantors, or laws
or regulations of other governments.

N Management Estimates

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

O On-Behalf Payments

Revenues and expenditures of the General Fund include payment made by the state of
New Jersey for Pension and social security contributions for certified teacher members of
the New Jersey Teachers Pension and Annuity Fund. The amounts are not required to be
included in the Charter School's annual budget.
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Deposits and Investments

New Jersey statutes require that Charter Schools deposit public funds in public
depositories located in New Jersey that are insured by the Federal Deposit Insurance
Corporation, the Federal Savings and Loan Insurance Corporation, or by any other
agency of the United States that insures deposits made in public depositories. Charter
schools are also permitted to deposit public funds in the State of New Jersey Cash
Management Fund (NJCMF), the New Jersey Arbitrage Rebate Management Fund
(NJARM) and the M.B.I.A Class.

New Jersey statutes require public depositories to maintain collateral for deposits of
public funds that exceed depository insurance limits as follows: The market value ofthe
collateral must equal at least 5% of the average daily balance of collected funds on
deposit.

In addition to the above collateral requirement, if the public funds deposited exceed 75%
of the capital funds of the depository, the depository must provide collateral having a
market value at least equal to 100% ofthe amount exceeding 75%. All collateral must be
deposited with the Federal Reserve Bank ofNew York, the Federal Reserve Bank of
Philadelphia, the Federal Home Loan Bank ofNew York, or a banking institution that is
a member of the Federal Reserve System and has capital funds of not less than
$25,000,000.

The Charter School's cash and cash equivalents are classified below to inform financial
statement users about the extent to which the Charter School's deposits and investments
are exposed to custodial credit risk. As of June 30, 2012, the Charter School's carrying
amount of deposits and investments are as follows:

General Special Enterprise Agency
Fund Revenue Funds Funds Total

Operating A/C $ 1,308,608 $ (169,206) $ 80,839 $ 57,519 $ 1,277,760

Operating cash accounts are held in the Charter School's name by one banking
institution. At June 30, 2012, the Charter School's carrying amount of deposits was
$1,277,760 and the bank balance was $1,325,705. Of the bank balance, $250,000 of the
Charter School's cash deposits on June 30, 2012 were secured by federal deposit
insurance and $1,075,705 was covered by a collateral pool maintained by the bank as
required by New Jersey statutes in accordance with the New Jersey Governmental Unit
Deposit protection Act ("GUDPA").
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Deposits and Investments - continued

GASB Statement No. 40requires that the Charter School disclose whether itsdeposits are
exposed to custodial risk (risk that in the event offailure ofthe counterparty, the Charter
School would not be able to recover the value of its deposit or investment). In general
deposits are considered to be exposed to custodial risk by three categories described
below:

Category 1
Insured or collateralized with securities held by the Charter School or by its agent in the
Charter School's name.

Category 2
Collateralized withsecurities held by the pledging public depository's trust department or
agent in the Charter School's name.

Category 3
Uncollateralized, including any deposits that are collateralized with securities held by the
pledging public depository, or by its trust department or agent, but not in the Charter
School's name.

The Charter School does not have a policy for the management of the custodial risk, other
than depositing all of its funds in banks covered by GUDPA.

Investments

New Jersey statutes permit the Charter School to purchase the following types of
securities:

1. Bonds or other obligations of the United States or obligations guaranteed bythe
United States.

2. Bonds of any Federal Intermediate Credit Bank, Federal Home Loan Bank,
Federal national Mortgage Agency or of any United States Bankfor Cooperatives
which have a maturity datenot greater thantwelve months from the dateof
purchase.

3. Bonds or other obligations of the Charter School.

4. New Jersey Cash Management Fund, New Jersey Arbitrage Rebate Management
Fund and MBIA CLASS.

As of June 30, 2012, the Charter School did not hold any investments.
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4 Capital Assets

There were no capital assets during the year ended June 30, 2012.

5 Lease Obligation

The Charter School leases its facilities under an operating lease agreement:

74 Hartford Street, Newark, New Jersey - a 58 month lease commencing September 1,
2008 through June 30, 2013 covering 35,753 square foot space housing all classrooms
and the administrative offices. The amount paid under this lease for the year ended June
30, 2012 was $362,121. Future minimum lease payment under the rental agreement is
$383,133 for the year ending June 30, 2013.

6 Pension Plans

Description of Plans

Substantially all of the employees of the Charter School are covered by either the Public
Employee's Retirement System or the Teacher's Pension and Annuity Fund (both of
which are contributory defined benefits plans). Both were established by state statute and
are administered by the New Jersey Division of Pension and Benefit (Division).
According to the State of New Jersey Administrative Code, all obligations of both
Systems will be assumed by the State of New Jersey should the Systems terminate. The
Division issues a publicly available financial report that includes the financial statements
and required supplementary information for the Public Employees Retirements System
and the Teacher's Pension and Annuity Fund. These reports may be obtained by writing
to the Division of Pensions and Benefits, PO Box 295, Trenton, New Jersey, 08625.
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