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Independent Auditor’s Report

To the Board of Trustees of
Destine Preparatory Charter School

Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of Destine Preparatory Charter School (the “School”),
which comprise the statement of financial position as of June 30, 2023, and the related statements of activities,
functional expenses, and cash flows from inception through June 30, 2023, and the related notes to the financial
statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the School as of June 30, 2023, and the changes in its net assets and its cash flows from inception
through June 30, 2023 in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
(“GAAS”) and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States (“Government Auditing Standards”). Our responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements section
of our report. We are required to be independent of the School and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audit. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with accounting principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about the School’s ability to continue as a going concern
within one year after the date that the financial statements are available to be issued.

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a
guarantee that an audit conducted in accordance with GAAS and Government Auditing Standards will always
detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgement made by a
reasonable user based on the financial statements.
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In performing an audit in accordance with GAAS and Government Auditing Standards, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

o |dentify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 School’s internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the financial
statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raise substantial doubt about the School’s ability to continue as a going concern for a reasonable period
of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters that
we identified during the audit.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 20, 2023,
on our consideration of the School’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is solely 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 effectiveness of the School’s internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the School’s internal control over financial reporting and
compliance.

oty s LLP

New York, NY
November 20, 2023
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Destine Preparatory Charter School
Statement of Financial Position

As of June 30, 2023

ASSETS

Cash and cash equivalents

Government grants receivable

Contributions receivable

Prepaid expenses and other assets

Fixed assets, net

Operating lease right-of-use asset
Total assets

LIABILITIES AND NET ASSETS

Liabilities:
Accounts payable and accrued expenses
Government grant advance - per pupil funding
Loan payable
Operating lease liability
Total liabilities

Net assets:
Without donor restrictions

Total liabilities and net assets

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

$ 68,620
481,165
35,000
20,710
182,736
1,567,820

$ 2,356,051

$ 86,354
67,293
500,674
1,823,820

2,478,141

(122,090)

S 2,356,051
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Destine Preparatory Charter School
Statement of Activities

From Inception Through June 30, 2023

WITHOUT DONOR RESTRICTIONS
Public support and revenue:
Public school district revenue:

Resident student enroliment $ 1,194,705
Students with special education services 67,584
Subtotal public school district revenue 1,262,289
Other government grants 768,347
Contributions 227,586
Total public support and revenue 2,258,222
EXPENSES
Program services:
Regular education 1,776,495
Special education 195,097
Total program services 1,971,592
Supporting services:
Management and general 408,720
Total expenses 2,380,312
Change in net assets (122,090)

NET ASSETS - beginning -

NET ASSETS - ending $ (122,090)

The attached notes and auditor’s report are an integral part of these financial statements.
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Salaries
Payroll taxes and employee benefits
Total personnel costs

Professional fees
Curriculum and classroom expenses
Occupancy and facility costs
Food services
Non-capitalized equipment and furnishings
Office expense
Professional development
Insurance
Student and staff recruitment
Interest expense
Other expenses
Depreciation
Total other than personnel costs

Total expenses

Destine Preparatory Charter School

Statement of Functional Expenses

From Inception Through June 30, 2023

Supporting
Prog_gram Services Services
Total Management
Regular Special Program and Total
Education Education Services General Expenses
$ 701,607 77,052 $ 778,659 $ 113,599 $ 892,258
109,149 11,987 121,136 17,672 138,808
810,756 89,039 899,795 131,271 1,031,066
141,205 15,507 156,712 101,923 258,635
148,167 16,273 164,440 - 164,440
376,678 41,367 418,045 60,989 479,034
26,308 2,889 29,197 - 29,197
22,981 2,524 25,505 59,359 84,864
105,486 11,584 117,070 17,079 134,149
34,061 3,740 37,801 - 37,801
16,949 1,861 18,810 2,744 21,554
39,671 4,357 44,028 - 44,028
- - - 29,221 29,221
16,350 1,796 18,146 - 18,146
37,883 4,160 42,043 6,134 48,177
965,739 106,058 1,071,797 277,449 1,349,246
$ 1,776,495 195,097 $ 1,971,592 $ 408,720 $ 2,380,312

The attached notes and auditor’s report are an integral part of these financial statements.
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Destine Preparatory Charter School

Statement of Cash Flows

From Inception Through June 30, 2023

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to
net cash used for operating activities:
Depreciation
Change in operating lease right-of-use asset and liability
Changes in assets and liabilities:
Government grants receivable
Contributions receivable
Prepaid expenses and other assets
Accounts payable and accrued expenses
Government grant advance - per pupil funding
Total adjustments

Net cash flows used for operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of furniture and equipment
Net cash used for investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from loans
Net cash provided by financing activities

Net increase in cash and cash equivalents

CASH AND CASH EQUIVALENTS - beginning

CASH AND CASH EQUIVALENTS - ending

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid during the year for interest

Cash paid during the year for taxes

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

$  (122,090)
48,177
256,000
(481,165)
(35,000)
(20,710)

86,354
67,293

(79,051)
(201,141)

(230,913)
(230,913)

500,674
500,674

68,620

S 68620

$ 29,221
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Destine Preparatory Charter School
Notes to Financial Statements

June 30, 2023
Note 1 - Organization

Destine Preparatory Charter School (the “School”), located in Schenectady, New York, is a not-for-
profit education corporation chartered by the Board of Trustees of the State University of New York
(SUNY Trustees). The School plans to develop scholars in Kindergarten to 5" grade to become
future change makers through rigorous academics, social and emotional learning, and affirmation
of their identities. The School completed the 2022-2023 fiscal year, its first year of operations, with
an enrollment of approximately 90 students in grades K - 1.

On October 7, 2021, the School was granted a provisional charter for a term up to and including
July 31, 2027. The School opened in the Fall 2022. The financial statements reflect activity from
inception through June 30, 2023.

The School has the following programs:

. Regular Education - Instruction provided to all students.
o Special Education - Instruction that is specially designed to meet the unique needs of
students with disabilities.

The School has been notified by the Internal Revenue Service that it is exempt from Federal
income taxes under Section 501(c)(8) of the Internal Revenue Code. Accordingly, no provision for
income taxes has been reflected in the accompanying financial statements. They have not been
designated as a private foundation.

Note 2 - Summary of Significant Accounting Policies
a. Basis of Accounting

The financial statements have been prepared on the accrual basis of accounting, which is the process
of recording revenue and expenses when earned or incurred, rather than received or paid.

b. Recently Adopted Accounting Standards

Effective July 1, 2022, the School adopted the Financial Accounting Standards Board’s (“FASB”)
Accounting Standards Update (“ASU”) No. 2016-02, Leases, which requires lessees to recognize
leases on the statement of financial position and disclose key information about leasing
arrangements. The School elected not to reassess at adoption (i) expired or existing contracts to
determine whether they are or contain a lease, (ii) the lease classification of any existing leases, or
(iii) initial direct costs for existing leases. The School elected the practical expedient not to separate
lease and non-lease components for its leases. As a result of implementing FASB ASU No. 2016-
02, the School recognized right-of-use (“ROU”) assets and lease liabilities of $1,934,499 on the
statement of financial position as of July 1, 2022.
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Destine Preparatory Charter School
Notes to Financial Statements

June 30, 2023
Note 2 - Summary of Significant Accounting Policies - Continued
c. Basis of Presentation

The School reports information regarding their financial position and activities in the following
classes of net assets:

» Net Assets Without Donor Restrictions - represents those resources for which there are no
restrictions by donors as to their use.

» Net Assets With Donor Restrictions - represents contributions and the net residual of assets
with donor-imposed restrictions that are expected to be satisfied by performing certain activities
or through the passage of time. The School had no donor restricted net assets at June 30,
2028.

d. Revenue Recognition

The School follows the requirements of the FASB’s Accounting Standards Codification (“ASC”)
958-605 for recording contributions, which are recognized when a contribution becomes
unconditional in nature. Contributions are recorded in the net asset classes referred to above
depending on the existence and/or nature of any donor-imposed restriction. When a restriction
expires, that is, when a stipulated time restriction ends, or purpose restriction is accomplished, net
assets with donor restrictions are reclassified to net assets without donor restrictions. If donor
restricted contributions are satisfied in the same period they were received, they are classified as
without donor restrictions.

The School evaluates whether contributions are conditional or unconditional. Contributions are
considered to be conditional when both a barrier must be overcome for the School to be entitled to
the revenue and a right of return of the asset or right of release from the obligation exists.

The School’s public-school district revenue and other government grants are primarily conditional,
non-exchange transactions and fall under FASB ASC 958-605. Revenue from these transactions is
recognized based on rates established by the School’s funding sources and when performance
related outcomes are achieved, or qualifying expenditures are incurred as well as other conditions
under the agreements are met.

Contributions expected to be received within one year are recorded at net realizable value. Long-
term pledges are recorded at fair value, using risk-adjusted present value techniques. Receivables
are reviewed for collectability. Based on knowledge of specific donors and factoring in historical
experience, no allowance for doubtful accounts exists as of June 30, 2023. All receivables at June
30, 2023 are expected to be received within one year.

e. Cash and Cash Equivalents

The School considers all liquid investments with an initial maturity of three months or less to be
cash and cash equivalents.
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Destine Preparatory Charter School
Notes to Financial Statements

June 30, 2023

Note 2 - Summary of Significant Accounting Policies — Continued
f.  Concentration of Credit Risk

Financial instruments that potentially subject the School to a concentration of credit risk consist of
checking and money market accounts, and investment securities which are placed with financial
institutions that management deems to be creditworthy. There were no balances in excess of
insured amounts at June 30, 2023, and the School did not suffer any losses due to bank failure.

g. Fixed Assets

Equipment and furniture that exceed $5,000 and that have a useful life of greater than one year are
recorded at cost or at fair value at the date of gift. Depreciation is computed using the straight-line
method over the estimated useful lives of the respective assets as follows:

Furniture and fixtures - 7 years
Computers and equipment - 3 to 5 years
Leasehold improvements - life of lease

h. Leases

The School determines if an arrangement is or contains a lease at inception. Leases are included in
ROU assets and lease liabilities in the statement of financial position. ROU assets and lease
liabilities reflect the present value of the future minimum lease payments over the lease term, and
ROU assets also include prepaid or accrued rent. The change in operating lease right-of-use asset
and liability on the statement of cash flows includes the amortization of the ROU asset and cash
payments for leases offset by the accretion of the discounted lease liability. Operating lease
expense is recognized on a straight-line basis over the lease term. The School does not report
ROU assets and lease liabilities for its short-term leases (leases with a term of 12 months or less).
Instead, the lease payments of those leases are reported as lease expense on a straight-line basis
over the lease term. Lease terms may include options to extend or terminate the lease when it is
reasonably certain that the School will exercise that option.

i.  Functional Allocation of Expenses

The costs of providing various programs and other activities have been summarized on a functional
basis in the financial statements. Accordingly, certain costs have been allocated among the
programs and supporting services benefited. Management and general expenses include those
expenses that are not directly identifiable with any other specific function but provide for the overall
support and direction of the School.

Salaries were allocated using time and effort as the basis. The following costs were allocated using
the salary allocation as the basis:

. Payroll taxes and employee benefits
. Occupancy and facility costs

. Office expense

. Insurance

. Depreciation

Certain program expenses have been allocated between Regular Education and Special Education
based on student FTE rates. All other expenses have been charged directly to the applicable
program or supporting services.
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Destine Preparatory Charter School
Notes to Financial Statements

June 30, 2023

Note 2 - Summary of Significant Accounting Policies — Continued
j- Advertising Costs
Advertising costs are expensed as incurred.
k. Management Estimates
The preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Actual results could differ from
those estimates.
. Contingencies
Government contracts are subject to audit by the grantor. Management does not believe that any
audits, if they were to occur, would result in material disallowed costs, and has not established any
reserves. Any disallowed costs would be recorded in the period notified, if it is probable that a
liability has been incurred.
m. Accounting for Uncertainty of Income Taxes
The School does not believe its financial statements include any material, uncertain tax positions.
Tax filings for periods ending June 30, 2022, the School’s initial filing, and later are subject to
examination by applicable taxing authorities.

Note 3 - Government Grant Advance - Per Pupil Funding

Activity related to the contract with the School’s per pupil funding can be summarized as follows:

Funding based on allowable FTEs $ 1,262,289
Advances received (1,329,582)
Ending advance payable $ (67,293)

Note 4 - Fixed Assets

Fixed assets at June 30, 2023 consist of the following:

Furniture and fixtures $ 85,634
Computers and equipment 120,639
Leasehold improvements 24,640
230,913

Less: accumulated depreciation (48,177)
Total fixed assets, net $ 182,736
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Destine Preparatory Charter School
Notes to Financial Statements

June 30, 2023

Note 5 - Right-of-Use Asset and Operating Lease Liability

The School evaluated current contracts to determine which met the criteria of a lease. The School
leases space in Schenectady, NY under a non-cancelable lease which expires on June 30, 2027.
This lease has been determined to be an operating lease.

The ROU assets represent the School’s right to use underlying assets for the lease term, and the
lease liabilities represent the School’s obligation to make lease payments arising from these leases.
The ROU assets and lease liabilities were calculated based on the present value of future lease
payments over the lease terms. The School has made an accounting policy election to use a risk-
free rate in lieu of its incremental borrowing rate to discount future lease payments. The weighted-
average discount rate applied to calculate lease liabilities as of June 30, 2023 was 2.695%. As of
June 30, 2023, the weighted average remaining lease term for the School’s operating lease was 48
months.

For the year ended June 30, 2023, the total operating lease cost was $418,000. Cash paid for the
operating lease for the year ended June 30, 2023 totaled $162,000. There were no noncash
investing and financing transactions related to leasing other than the transition entry described in
Note 2b.

Future maturities of lease liabilities are presented in the following table:

Year ending:
June 30, 2024 $ 458,000
June 30, 2025 480,000
June 30, 2026 492,000
June 30, 2027 498,000
Total lease payments 1,928,000
Less: present value discount (104,180)
Total lease liability at June 30, 2023 $ 1,823,820

Note 6 - Loan Payable

On June 27, 2022, the School entered into a loan agreement with the Raza Development Fund that
allowed them to draw up to $750,000 in funds. Total proceeds from the loan agreement totaled
$500,674, which is fully outstanding at June 30, 2023.

Interest accrues on a monthly basis at a rate of 7% and is payable each month. Interest expense
for the period from inception to June 30, 2023 was $29,221.

The School will make interest-only payments on a monthly basis until the loan maturity date of
December 27, 2023, at which time the full principal balance and all outstanding interest will be due.
The School can exercise an option to extend the maturity date by 6 months by paying an extension
fee of one half percent (0.5%) of the loan amount

The loan agreement is secured by the School’s personal property.
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Destine Preparatory Charter School
Notes to Financial Statements

June 30, 2023
Note 7 - Retirement Plan

The School has a retirement plan (“Plan”) under Section 403(b) of the Internal Revenue Code. All
employees are eligible to participate. Employees may elect to defer a portion of their salary and
contribute to the Plan up to statutory amounts and receive a discretionary employer-based
contribution. Both employee and employer contributions are 100% vested. The School contributed
$14,000 to the Plan for the period from inception through June 30, 2023.

Note 8 - Significant Concentrations

The School is dependent upon grants from public school districts to carry out its operations.
Approximately 45% of the School's total public support and revenue was received from
Schenectady and other public school districts from inception through June 30, 2023. If the public-
school districts were to discontinue funding, this would have a severe economic impact on the
School’s ability to operate.

Note 9 - Availability and Liquidity

The School’s financial assets available to meet cash needs for general expenditures within one
year are as follows:

Cash and cash equivalents $ 68,620
Government grants receivable 481,165
Contributions receivable 35,000
Financial assets available to meet cash needs for general

expenditures within one year $ 584,785

There are no external or internal limits imposed on these balances. As part of its liquidity
management, the School operates its programs within a board approved budget and relies on
grants and contributions to fund its operations and program activities.

Note 10 - Subsequent Events
Subsequent events have been evaluated through November 20, 2023, the date the financial
statements were available to be issued. There were no material events that have occurred that
require adjustment to or disclosure to the financial statements.

Note 11 - Net Asset Deficit
The School’s statement of financial position reflects a net asset deficit balance of $122,090 at June
30, 2023. As a result of the implementation of FASB ASC 842 as described in Note 5, the School

recorded noncash operating lease costs of $256,000 during the period from inception through June
30, 2023.
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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

Independent Auditor’s Report

To the Board of Trustees of
Destine Preparatory Charter School

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, the financial statements of Destine Preparatory Charter School (the
“School”), which comprise the statement of financial position at June 30, 2023, and the related statements of
activities, functional expenses, and cash flows for the period from inception through June 30, 2023, and the
related notes to the financial statements, and have issued our report thereon dated November 20, 2023.

Report on 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”) as a basis for designing 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 was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not
identified. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. We identified a deficiency in internal control, described in the accompanying
schedule of findings and questioned costs as item 2023-001 that we consider to be a significant deficiency.

Report on 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 financial statements.
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 an instance of noncompliance
or other matter that is required to be reported under Government Auditing Standards and which is described in
the accompanying schedule of findings and questioned costs as item 2023-002.

Parsippany, NJ 973.472.6250 | New York, NY 212.685.7000 | Ewing, NJ 609.737.6600
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To the Board of Trustees of
Destine Preparatory Charter School
Page 2

School’s Response to Findings

Government Auditing Standards requires the auditor to perform limited procedures on the School’s response to
the findings identified in our audit and described in the accompanying schedule of findings and questioned costs.
The School’s response was not subjected to the other auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on the response.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

oty s LLP

New York, NY
November 20, 2023
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Destine Preparatory Charter School
Schedule of Findings and Questioned Costs

June 30, 2023

Year:

Current

2023-001 — Account Analysis

Criteria: Complete and accurate books and records should be maintained in a timely manner
throughout the year to enable management to monitor the School’s financial situation.

Condition: The books and records were not ready to start the audit in a timely manner.
Cause: Account analyses were not performed on a monthly basis throughout the year.

Effect: A delay in the audit calls into question whether management was able to produce timely
and accurate financial statements during the year.

Recommendation: We recommend that the accounting team perform the bank reconciliations,
analysis of significant balance sheet accounts, coding of expenses related to grants, and other
closing procedures on a monthly basis within three weeks of the following month.

Views of Responsible Officials: See management corrective action plan attached.

2023-002 — Minimum Escrow Account Balances

Criteria: The State University of New York requires every charter school to create a dissolution
reserve account for purposes of school closure and/or dissolution. After three years of operation a
charter school is required to maintain a minimum balance in its escrow account of $75,000.
Condition: The School did not have an escrow account as of June 30, 2023.

Cause: The School was unable to fund the escrow account due to operational shortfalls.

Effect: The School was not in compliance with its charter school agreement nor the State
University of New York’s requirements for minimum escrow deposits.

Recommendation: The School should take steps to ensure its escrow account is properly funded.

Views of Responsible Officials: See management corrective action plan attached.

Prior Year Follow-Up:

None
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Charter School

To Whom it may concern,

Account Anaiysis

Delays were a result of this being a first-year audit (inception - FY23) and the implementation
of the new lease standard. We have a formal monthly and annual close process in place with
accompanying controls. We will continue improving all our processes to eliminate the possibility
of significant adjustments or defays. We now also have an amortization schedule for the lease
which will eliminate any delay in calculating the lease liabilities.

A student roster is maintained for each district. Payments received are entered and recognized
in the period for which revenue is earned.

Government grant revenues and expenses are tracked on an on-going basis. Revenues are
recognized as we incur expenses within the grant period.

All loan agreements are accompanied by an amortization schedule, are reviewed by
management and our accounting team on an on-going basis.

The accounts payable ledger is reviewed monthly by the accounting team and is shared with
the school monthly.

Salaries are entered into the general ledger by the accountant after each payroll run. This is
reconciled to the payrolf reports each period.

The general ledger is reviewed monthly to ensure all transactions are properly recorded and
have sufficient documentation,

Escrow

Liquidity made funding escrow account a challenge in FY23. We plan to transfer $25,000 in
FY24 and $50,000 in FY25 to satisfy the SUNY requirement.

Best Regards,
Re’Shawn Rogers
Executive Dire
RROGERS@DESTINE

* DESTINEPREPCHARTERSCHOOL.ORG + SCHENECTADY, NY * 518-394-1643
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Communication with Those Charged with Governance

To the Board of Trustees of
Destine Preparatory Charter School

We have audited the financial statements of Destine Preparatory Charter School (the “School”) from inception to
June 30, 2023 and have issued our report thereon dated November 20, 2023. Professional standards require that
we provide you with the following information related to our audit.

Our Responsibility under Generally Accepted Auditing Standards

As stated in our engagement letter dated July 26, 2022, our responsibility, as described by professional standards,
is to plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial statements are
free of material misstatement and are fairly presented in accordance with generally accepted accounting principles.
Because of the concept of reasonable assurance and because we did not perform a detailed examination of all
transactions, there is a risk that material errors, fraud, or other illegal acts may exist and not be detected by us. Our
audit of the financial statements does not relieve you or management of your responsibilities.

Planned Scope of Audit
We performed our audit according to the plan previously communicated to you in our engagement letter.

Significant Accounting Policies

Management has the responsibility for selection and use of appropriate accounting policies. In accordance with the
terms of our engagement letter, we will advise management about the appropriateness of accounting policies and
their application. The significant accounting policies used by the School are described in Note 2 to the financial
statements.

Effective July 1 2022, the School adopted the Financial Accounting Standards Board’'s (“FASB”) Accounting
Standards Update (“ASU”) No. 2016-02, Leases, which requires lessees to recognize leases on the statement of
financial position and disclose key information about leasing arrangements. This standard requires lessees to
recognize leases on the statement of financial position as right-of-use (“ROU”) assets and lease liabilities based on
the value of the discounted future lease payments. The School adopted an accounting policy to not report ROU
assets and leases liabilities for its short-term leases (leases with a term of 12 months or less). Instead, the lease
payments of those leases are reported as lease expense on a straight-line basis over the lease term. The effects
of this ASU are summarized in Note 2 to the financial statements.

Effective July 1, 2022, the School also adopted FASB ASU No. 2020-07, Presentation and Disclosures by Not-for-
Profit Entities for Contributed Nonfinancial Assets. This ASU focuses on improving transparency in the reporting of
contributed nonfinancial assets and requires a separate line-item presentation on the statement of activities and
additional disclosures. Adoption of this standard did not have a material impact on the School’s financial statements.

Other than these ASU’s, no new accounting policies were adopted during the year under audit and the application
of existing policies was not changed during the year.

We noted no transactions entered into by the School during the period that were both significant and unusual, and
of which, under professional standards, we are required to inform you, or transactions for which there is a lack of
authoritative guidance or consensus.

Accounting Estimates
Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
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Certain accounting estimates are particularly sensitive because of their significance to the financial statements and
because of the possibility that future events affecting them may differ significantly from those expected.

The most sensitive estimates used in preparing the financial statements were as follows:

e The allocation of expenses into program, management and fundraising categories and to determine use of
government grant funds

o Estimate for collectability of receivables

e Fixed asset depreciation methods and useful lives

e Determining balances for right-of-use asset and lease liability under ASC 842

We evaluated the key factors and assumptions used to develop the above estimate in determining that it was
reasonable in relation to the financial statements taken as a whole. The disclosures in the financial statements are
neutral, consistent and clear.

Significant Audit Adjustments

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are trivial, and communicate them to the appropriate level of management. For purposes of
this letter, professional standards define a significant audit adjustment as a proposed correction of the financial
statements that, in our judgment, may not have been detected except through our auditing procedures. There were
no adjustments of this kind.

Management agreed with all proposed adjustments. These adjustments have been included as part of the audited
financial statements presented. There are no known adjustments that have not been recorded.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter, whether
or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that could be
significant to the financial statements or the auditor’s report. We are pleased to report that no such disagreements
arose during the course of the audit.

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an accounting
principle to the financial statements or a determination of the type of auditor’s opinion that may be expressed on
those statements, our professional standards require the consulting accountant to check with us to determine that
the consultant has all the relevant facts. To our knowledge, there were no such consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and auditing standards,
with management prior to retention as the auditors. There were no specific matters of this nature discussed prior to
our retention.

Difficulties Encountered in Performing the Audit
There were no significant difficulties encountered in performing the audit.

Management Representations
We have requested certain representations from management that are included in the management representation
letter.




Industry Updates
We would like to update you on important matters in the not-for-profit sector, including new accounting standards,
priorities at the IRS and the Office of Management and Budget.

To summarize:

Accounting and Auditing Updates — Developments

The Financial Accounting Standards Board (FASB) issued a proposed Accounting Standards Update (ASU),
Intangibles—Goodwill and Other—Crypto Assets (Subtopic 350-60): Accounting for and Disclosure of Crypto
Assets, which is intended to improve the accounting for and disclosure of crypto assets. Many organizations have
been accounting for crypto assets as indefinite-lived intangible assets. This proposed ASU would require an entity
to measure crypto assets at fair value with changes in fair value recognized in net income or change in net assets.
It would also require disclosure about significant crypto asset holdings and restrictions and changes in those
holdings.

Many nonprofit organizations hold crypto assets, whether received as a contribution or as an investment of
resources. The proposed ASU would apply to all entities holding crypto assets that meet several criteria, including:

o Meet the definition of “intangible asset” in the Accounting Standards Codification

e Do not provide the asset holder with enforceable rights to, or claims on, underlying goods, services, or other
assets

o Are fungible
o Are not created or issued by the reporting entity or its related parties

Accounting and Auditing Updates - Recent Standards

In March 2023, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update 2023-01,
Leases (Topic 842): Common Control Arrangements under Topic 842, Leases.

Topic 842 requires that entities determine whether a related party arrangement between entities under common
control (hereinafter referred to as a common control arrangement) is a lease. If the arrangement is determined to
be a lease, an entity must classify and account for the lease on the same basis as an arrangement with an unrelated
party (on the basis of legally enforceable terms and conditions). This ASU provides private companies and not-for-
profit entities that are not conduit bond obligors with a practical expedient to use the written terms and conditions
of a common control arrangement to determine if a lease exists. An entity applying the practical expedient is not
required to determine whether those written terms and conditions are legally enforceable.

The practical expedient may be applied on an arrangement-by-arrangement basis. If no written terms and conditions
exist, an entity cannot apply the practical expedient and would continue to use the legally enforceable terms and
conditions to apply Topic 842.

The ASU requires that leasehold improvements associated with leases between entities under common control be:

e Amortized by the lessee over the economic life of the leasehold improvements (regardless of the lease
term) so long as the lessee controls the use of the underlying asset through a lease

e Accounted for as a transfer between entities under common control through an adjustment to net assets if
and when the lessee no longer controls the use of the underlying asset

The ASU is effective for years beginning after December 15, 2023. Early adoption is permitted.



Implementation of Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments

When FASB Accounting Standards Update (ASU) 2016-13, Financial Instruments—Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments, was first released, it was aimed particularly at financial
institutions. However, this new current expected credit loss (CECL) standard will impact some not-for-profit entities
(NFPs). This standard is effective for fiscal years beginning after December 15, 2022, i.e., calendar years ending
in 2023 and fiscal years ending in 2024.

Under current U.S. GAAP, credit losses follow loss contingency guidance and are only booked when they are
probable. With the issuance of ASU 2016-13, the requirement for credit losses to be probable was removed.
Instead, organizations will now measure expected credit losses based on a number of factors, such as historical
information, current conditions, and reasonable and supportable forecasts. This new methodology will create a
CECL allowance on assets, calculated by noting historical loss and adjusting for current conditions and reasonable
and supportable forecasts. For periods beyond which forecasts can be made, the NFP should revert to historical
loss information.

ASU 2016-13 applies to loan and debt instruments not measured at fair value through net income, financial
guarantees and loan commitments, certain lease receivables, and trade receivables from contracts recognized
under the revenue recognition standard (ASC Topic 606). Contributions receivable and government grant
receivable if they are following the contribution model for revenue recognition are not included in the scope of the
standard. This standard will be applicable for revenue and the related receivables recognized in accordance with
Topic 606.

Steps to take to assess the impact of this standard:

1. Evaluate the applicability - review your organization’s revenue streams and balance sheets for any trade
receivables recognized under Topic 606 and any loan or debt instruments that are not valued at fair value.

2. CECL standard does not require any specific methodology. Consider various options and establish a
method for determining the CECL allowance related to those receivables. For example, organizations
could use discounted cash flows or methods that utilize an aging schedule. The method an organization
uses to estimate the CECL allowance will likely vary based on the type of asset, the organization’s ability
to predict the timing of cash flows, and the information available.

3. Consider pooling similar assets before performing the analysis and document how the assets are similar
in nature.

4. Document the source of the data and how the data is accumulated to determine the CECL allowance.
This information will be subject to audit and will also be used in the financial statement disclosures for
the credit loss allowance.

5. Establish a CECL policy documenting processes, assumptions, methodology.

Implementation of Lease Standard

Financial Accounting Standards Board (FASB) Accounting Standards Update (ASU) ASU No. 2016-02 Leases
and related ASUs became effective for entities with the years ending December 31, 2022, and later. Under this
standard, all leases, including operating leases, with terms of more than twelve months are required to be
reflected as assets and liabilities on the statement of financial position. The asset will be for the rights to use the
property, equipment or space and the liability will be for the present value of the total obligations created by that
lease.



Steps to take when implementing the new lease standard:

Review all contracts and determine if they meet the elements of a lease.
Prepare a list of all leases including copy machine and storage space.
Review capitalization policy

Determine technology needs and tools to use for calculations. Depending on how many leases you have,
it might be worth investing into a lease tracking software.

5. Create a tracking system for leases that will maintain major terms and conditions, calculations, and
journal entries that need be recorded every year.
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Donated use of property or equipment and use of property for only de minimis payments are not subject to this
standard.

In- kinds Donations of Goods and Services

In September 2020, FASB issued ASU No. 2020-07, Presentation and Disclosures by Not-for-Profit Entities for
Contributed Nonfinancial Assets, which became effective for the fiscal year ended June 30, 2022. The standard
is intended to improve transparency of the information that is critical to various stakeholders including donors. It
requires enhanced disclosures about the valuation of those contributions and their use in programs and other
activities, including any donor-imposed restrictions on such use.

Best practices for In-kind donations:

1. Establish a gift acceptance policy to determine what your organization will and will not accept as some
donations may require too many internal resources to manage or may not align with your organization’s
mission. Track your in-kind donations through the year by type noting restrictions and quantity (hours of
services donated, square footage of space, number of items, etc.)

2. Develop criteria for valuation for each commonly received category of in-kind donations. For example,
fair value of in-kind occupancy could be estimated using the average price per square foot of rental
listings in the organization’s service area. Donated legal services are valued at the standard hourly rates
charged for those services.

3. Ensure proper supporting documentation in place to verify the fair value and whether there are any donor
restrictions.

4. Develop a formal policy to stipulate when in-kind donations are used for organizational purposes and
when they are to be monetized contributed nonfinancial assets that are monetized instead of utilized.

Do You Issue an Annual Report?

If your organization issues an annual report, there might be additional procedures that your auditors would be
required to perform with respect to information reported within the annual report.

Statement on Auditing Standards (SAS) No. 137, The Auditor's Responsibilities Relating to Other Information
Included in Annual Reports addresses auditor’s responsibilities relating to an NFPs annual report providing for
performance, documentation, and reporting requirements. The auditor’'s main responsibility under this standard
is to consider whether a material inconsistency exists between the information reported in an annual report and
the audited financial statements and to remain alert for indications that a material misstatement of fact exists.



What constitutes an Annual Report?

Under SAS No. 137, an annual report is defined as “a document, or combination of documents, typically prepared
on an annual basis by management or those charged with governance in accordance with law, regulation, or
custom, the purpose of which is to provide owners (or similar stakeholders) with information on the entity’s
operations and the entity’s financial results and financial position as set out in the financial statements.

An annual report contains, accompanies, or incorporates by reference the financial statements and the
auditor’s report thereon and usually includes information about the entity’s developments, its future outlook and
risks and uncertainties, a statement by the entity’s governing body, and reports covering governance matters.
Annual reports include annual reports of governments and organizations for charitable or philanthropic purposes
that are available to the public.”

What to expect?

Management is responsible for the information included in the annal report to agree and be consistent with the
financial statements. Your organization will be required to provide an annual report along with the reconciliation to
the financial statements to the auditors to review in a timely manner prior to issuance of the annual report. If you
issue an annual report, communicate with your audit team regarding the planned timing and issuance early to allow
sufficient time for the audit procedures to be performed before your publishing team produces the final report.

Tax and IRS Updates

NYS CHAR 500

The Charities Bureau of the New York State Attorney General’s Office has begun to reject CHARS50O filings when
the audited or reviewed financial statements submitted along with the CHARS500 are prepared on the cash basis of
accounting. Both New York State law and the instructions to the CHARS500 require the financial statements to be

prepared in accordance with GAAP, which includes the accrual basis of accounting.

NYS CHAR 500 — Requirement for Electronic Filing

As of September 19, 2022, all annual filings with the New York Attorney General’'s Charities Bureau must be
submitted electronically. The online filing, which uses electronic signatures and online payment processes, is
intended to minimize the Charities Bureau’s review time, reduce errors and incomplete submissions, and reduce
the time for filings to get posted to the online registry. The online filing can be initiated at:

www.charitiesnys.com/annual_filing.htmp

Redacted Schedule B Required with CHAR 500

Initially, in order to comply with the U.S. Supreme Court’s decision in Americans for Prosperity Foundation v. Bonta
(594 U.S. 2021), the New York Attorney General’s Charities Bureau suspended its collection of IRS Form 990
Schedule B while it reviewed its policies, procedures, and forms related to disclosure information that identified
donors. The Charities Bureau then amended its regulations and now require that registrants other than private
foundations that file Schedule B with the IRS to provide a redacted Schedule B that omits the names and street
addresses of donors listed on Schedule B.

The Internal Revenue Service published a new Exempt Organizations Technical Guide, “TG 3-3: Exempt Purpose,
Charitable IRC 501(c)(3)”. This Technical Guide discusses tax law issues related to charitable purposes of
organizations exempt under Section 501(c)(3) of the Internal Revenue Code.


http://www.charitiesnys.com/annual_filing.htmp

IRS Developments

Received $80 billion in funding under the Inflation Reduction Act

Several million unprocessed returns and letters resulting from facility shutdowns early in the pandemic
Delays remain of 6-9 months or more

Reorganization of IRS under Taxpayer First Act with the newly created Compliance Division

Other IRS updates

IRS treats Cryptocurrency as property

Contributions of cryptocurrency to a NFP must follow rules for any other type of property
o Donor must obtain an appraisal from a qualified appraiser
o Difficult to find one for cryptocurrency

Employee Retention Tax Credit (ERTC):

General overview:

» Available to all employers, but there are certain tests that need to be met and different calculations
for the credit based on FTE in 2019.

» There are also two different versions of the credit for each year it is offered — 2020 and 2021.

Eligibility — To qualify for ERTC. employers must experience either of the following:

» Employer must experience gross receipts reductions of >50% of the comparable quarter in 2019 and
gross receipts reductions of >20% of the comparable quarter in 2019/2020.

» Full or partial suspension of business by the government due to COVID-19.

Gross receipts defined:

» Solely for purposes of determining eligibility for the Employee Retention Credit, gross receipts for a
tax-exempt employer include gross receipts from all operations, not only from activities that constitute
unrelated trades or businesses. For example, gross receipts for this purpose include amounts
received by the organization from total sales (net of returns and allowances) and all amounts received
for services, whether or not those sales or services are substantially related to the organization’s
exercise or performance of the exempt purpose or function constituting the basis for its exemption.
Gross receipts also include the organization’s investment income, including from dividends, rents,
and royalties, as well as the gross amount received as contributions, gifts, grants, and similar
amounts, and the gross amount received as dues or assessments from members or affiliated
organizations.

» PPP loan forgiveness is not considered part of gross income.

Suspension:
» What are not considered suspensions?

o Ability to resume similar activity by telecommuting
o Areduction of demand for products or services
o Voluntary suspensions



» Partial suspension is defined as closure of the workplace that causes the employer to suspend
business operations for certain purposes, but not others:

o Every case is unique

o Examples of partial suspension: A physical therapy facility is shut down due to government
order. Prior to the shutdown, none of the employees provided services via telework and all
services were rendered at the workplace. Due to the shutdown, the facility moved to an online
format to serve clients remotely, but employees are unable to access specific equipment or
tools and not all clients can be served remotely. Due to these factors, this is considered a
partial suspension since access to the equipment is essential to the employer’s operations
and the business operations could not continue in a comparable manner.

e Credit calculation:

> 2020 version: 50% of qualifying wages up to $10k per employee for the period of 03/13/20 to
12/31/20.

» 2021 version: 70% of qualifying wages up to $10k per employee per quarter.
» ERC applicable for wages paid through September 30, 2021.

e How do you receive the credit?
» Claim the credit on Form 941 or 941-X (if amending a previously filed return for the credit).

» Request an advance of the credit by filing Form 7200, but there is administrative work needed in
reconciling the advance against the credit.

e Interaction with PPP:
» Initially, PPP and ERTC were mutually exclusive when introduced by the CARES Act.

» With the enactment of the Consolidated Appropriation Act (CAA), the initial restrictions for PPP and
ERTC were removed, so employers could qualify for both programs.

» There is no double benefit on the same eligible expenses, so it becomes an optimization effort.

What is the deadline to file for ERTC?
» The ERTC filling window closes only once for each year of the ERTC: for all quarters in 2020, the
deadline to apply for the ERTC is April 15, 2024, and for all quarters in 2021, the deadline is April 15,
2025.
» There is still time to amend previously filed Form 941 and still qualify for retroactive ERC claims.
Employment tax returns for the year are deemed to be filed on April 15, so the three-year statute of
limitations would apply to the earliest affected returns.

Government Auditing Updates

2023 Compliance Supplement

In May 2023, the Office of Management and Budget (OMB) released the 2023 OMB Compliance Supplement. This
Supplement is effective for audits of fiscal years beginning after June 30, 2022, e.g., fiscal years ending on June
30, 2023, through May 31, 2024.



Some of the most significant highlights are:

e Overview

» The Compliance Supplement is the primary document for the programs that are subject to the
Uniform Guidance (UG).

» Access the Supplement on

o

https://www.whitehouse.gov/omb/office-federal-financialmanagement/

e Part 2, Matrix of Compliance Requirements

Changes to the compliance requirements are identified in bold and yellow highlighting.
New programs are identified as “NEW.”

Decoupled programs (formerly in a cluster) highlighted in yellow.

>

>
>
>

The six-requirement mandate and its rules continue in effect (only if the program is included in the
Supplement). The matrix identifies which six compliance requirements are subject to audit for a
particular program.

e Part 3, Compliance Requirements

Includes the generic program objectives and audit procedures pertaining to the twelve types of
compliance requirements.

» Procurement changes — Build America Buy America Act (“BABAA”) establishes a domestic content
procurement preference for all federal financial assistance obligated for infrastructure
projects after May 14, 2022

>

O

Non-federal entities are informed of a requirement to comply with BABAA by federal agencies
through award terms and conditions.

In some cases, waivers may have been provided.
Auditees are responsible for supporting whether waivers in place.

New audit procedure to test a sample of procurement agreements for infrastructure subject
to BABAA to determine whether the non-federal entity included domestic preference
provisions in the agreements or obtained a waiver.

» Cash Management changes

O

Revisions made to clarify the auditor’s responsibility when testing cash management under
the reimbursement method.

Previous Supplements asked the auditor to ascertain if the entity “paid” for the costs in
reimbursement requests prior to the date of the reimbursement period.

The audit objective and related procedure have been revised to ask the auditor to ascertain
if the sample of expenditures in cash drawdowns tested were incurred prior to the date of the
reimbursement request.



» Performance and special reporting provisions added in 2021 were retained in CY:
o Testing is only required for key line items that are quantifiable and capable of evaluations
against objective criteria.

o Ifno key line items are identified, auditor only needs to test that performance/special reports
were submitted timely.

o If key line items are included that are not quantifiable or have no objective criteria, auditors
are not required to test.

o Auditors are required to test key line items and timely submission.

e Part 4, Agency Program Requirements
» There are several program additions and deletions as well as many programs with significant
changes.

» ldentifies several programs as higher-risk programs, including the Education Stabilization Fund, the
Provider Relief Fund and Medicaid Cluster.

» If a program has a higher risk designation and it is a type A program, it will most likely need to be
audited as a major.

» Ifaprogram has a higher risk designation and it is a type B program, it should go through the standard
risk assessment process and might not be selected as major.

e Appendix V
» Provides an overview of the changes made from the 2022 Supplement.

e Appendix Vil
» Provides the definition of COVID-19 funding.

» Provides guidance on how COVID-19 related awards should be reported on SEFA and SF-SAC
» Federal Audit Clearinghouse (FAC) Transition from Census to GSA:

o The FAC will transition from the U.S. Census Bureau (Census) to the U.S. General Services
Administration (GSA) on October 1, 2023.

o At that time, all submissions will need to be made through new FAC hosted by GSA.

Any draft not fully submitted to the Census FAC by October 1, 2023, may need to be
completely re-started at the new GSA FAC.

Amendments to New York Not-for-Profit Corporation Law (N-PCL)

In November 2022, amendments were passed to the New York Not-for-Profit Corporation Law (N-PCL) that
impact board governance by providing enhanced modernization. Under one of the amendments, members or
directors are now permitted to take action by vote without a meeting, so long as it obtains consent of all of the
members entitled to vote. Such consent may be written or electronic. Additionally, board directors who are elected
to fill a vacancy of an unexpired term may hold office until either the end of the term of the director they are
replacing or until the next annual meeting. Finally, directors who must leave a board meeting as a result of conflict
of interest shall still be counted as present for determining if a quorum has been satisfied.
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Secure Act 2.0 — Impact on Nonprofit Organizations

Passed at the end of 2022, the SECURE Act 2.0 includes many provisions that impact 403(b) and 401(k) plans.
Among the many provisions are the following:

e 403(b) plans are now permitted to participate in pooled employer plans (“PEPS”). MEPs provide an
opportunity for small nonprofit organizations to group together with the intent of making the plans more
easily attainable and viable as well as to reducing administrative burdens on the organization.

e Part-time employees with two consecutive years of over 500 hours must be eligible to participate in
company-sponsored plans

e A new student-loan matching program is created to treat student loan payments as plan contributions for
purposes of matching contributions

e New startup plans will be required to have a mandatory automatic enroliment of 3% with annual increases
of 1% up to at least 10% (maximum 15%)

Independence Issues
Sax LLP is not aware of any relationships that our firm, or any employees thereof, has with the School or any of its
board trustees that, in our professional judgment, may impair our independence.

This information is intended solely for the use of the Board of Trustees and management of Destine Preparatory
Charter School and should not be used for any other purpose.

% s LLP

New York, NY
November 20, 2023
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Management Letter

To the Board of Trustees of
Destine Preparatory Charter School

In planning and performing our audit of the financial statements of Destine Preparatory Charter School (the
“School”), as of and for the period from inception through June 30, 2023, in accordance with auditing standards
generally accepted in the United States of America, we considered the School's internal control over financial
reporting (internal control) as a basis for designing our auditing procedures 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 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.

Our consideration of internal control was for the limited purpose described in the first paragraph and was not
designed to identify all deficiencies in internal control that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control that we consider to be material weaknesses, as
defined above. However, we identified certain deficiencies in internal control that we consider to be significant
deficiencies, as outlined below. 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.

| - Significant Deficiencies

Account Analysis / Monitoring Books in Timely Manner

We noted that certain account analyses were not performed in a timely manner throughout the year, which led to
delays in the start of the audit. These analyses are a critical function needed to ensure that management can
produce complete and accurate financial reports throughout the year.

We recommend that the accounting team perform the monthly bank reconciliations within three weeks of the
following month. The following closing procedures should then be performed in the same timeframe to ensure that
the books are complete and accurate:

e Per Pupil Funding — A roster of all enrolled students by each district should be maintained in one location.
This roster should then be analyzed to determine the expected revenue for each billing period as well as
the full school year. Payments received and income recorded in the accounting software should be
reconciled to this roster as a cross check to identify any potential errors or irregularities.

e Grants and contributions receivable — Grant agreements, donor letters and other supporting documentation
for contributions received should be reviewed to verify that they are recorded in the proper account,
classification, and period in the books. If the School receives government grants, those award agreements
should be reviewed to ensure compliance with its terms and regulations.
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o Expenses related to government grants should be tracked within the accounting system throughout the
year. As part of the monthly closing process, restricted spending should be compared to the grant revenue
and restricted net assets released from restriction for the month to verify that they match.

e Loans payable — All loan agreements should be reviewed by both the management and accounting team
so that everyone is aware of all of the terms, conditions, and loan covenants. A loan payable amortization
schedule should be maintained and reconciled to the books.

e Accounts payable — The detailed subsidiary ledger should be reviewed monthly and matched to the trial
balance. Adjustments should be made for any differences and old outstanding balances should be
investigated.

e Salary expense — A reconciliation of the salary expense on the books should be made to the amounts
reported on the payroll tax forms (941 forms) or other summarized reports provided by the payroll company
on a quarterly basis.

e Overall review of trial balance and general ledger — The trial balance and general ledger should be
reviewed each month to determine that all accounts look reasonable and that transactions have been
classified properly.

Minimum Balances for Escrow Account

The State University of New York requires every charter school to create a dissolution reserve account for purposes
of school closure and/or dissolution. After three years of operation, a charter school is required to maintain a
minimum balance in its escrow account of $75,000. This balance is to be funded in $25,000 increments over the
first three years of operation. At June 30, 2023, the School had yet to establish a reserve account. We recommend
that the School take steps to ensure this account is properly funded.

This information is intended solely for the information of and use by management, the Board of Trustees, and others
within the School, and is not intended to be and should not be used by anyone other than these specific parties.

,@ég, s LLP

New York, NY
November 20, 2023
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