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INDEPENDENT AUDITOR'S REPORT

To the Board of Trustees
Richard Allen Development and Improvement Organization

We have audited the accompanying financial statements of Richard Allen Development and
Improvement Organization (the "Foundation") (a non-profit organization and a component unit of
Richard Allen Preparatory Charter School), which comprise the statement of financial position as of
June 30, 2017, and the related statements of activities and cash flows for the year then ended, and the
related notes to the financial statements. 

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risk of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Richard Allen Development and Improvement Organization as of June 30, 2017,
and the changes in its net assets and its cash flows for the year then ended in accordance with
accounting principles generally accepted in the United States of America. 

Substantial Doubt about the Foundation's Ability to Continue as a Going Concern

The accompanying financial statements have been prepared assuming that the Foundation will continue
as a going concern. As discussed in Note 6 to the financial statements, the Foundation's bonds payable
are callable by the bondholders related to noncompliance with certain covenants, and the Foundation
has stated that substantial doubt exists about its ability to continue as a going concern. Management’s
evaluation of the events and conditions and management’s plans regarding those matters are also
described in Note 6. The financial statements do not include any adjustments that might result from the
outcome of this uncertainty. Our opinion is not modified with respect to this matter.

Philadelphia, Pennsylvania
September 17, 2018
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2017

ASSETS

Current assets:
Cash $ 91,210

Property, net 4,392,372

Other assets:
Restricted cash 1,044,591

TOTAL ASSETS $ 5,528,173

LIABILITIES AND DEFICIENCY IN NET ASSETS

Current liabilities:
Current maturities of long-term debt $ 175,000
Loan payable, affiliate 670,765
Accrued interest payable 46,497
Deferred rental income, current portion 37,397

Total current liabilities 929,659

Long-term liabilities:
Deferred rental income, net of current portion 560,961
Long-term debt, net of current maturities 4,132,866

Total long-term liabilities 4,693,827

Total liabilities 5,623,486

Commitment and contingency (Notes 3 and 6)

Deficiency in net assets (95,313)

TOTAL LIABILITIES AND DEFICIENCY IN NET ASSETS $ 5,528,173

See accompanying notes to financial statements.
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2017

Revenues:
Rental income $ 491,293
Interest income 398

Total revenues 491,691

Expenses:
Accounting fees 10,750
Depreciation 141,741
Insurance 13,775
Interest 299,334
Miscellaneous 9,291
Repairs and maintenance 88,756

Total expenses 563,647

Change in net assets (71,956)

Deficiency in net assets - beginning (23,357)

DEFICIENCY IN NET ASSETS - ENDING $ (95,313)

See accompanying notes to financial statements.
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2017

Cash flows from operating activities:
Change in net assets $ (71,956)
Adjustments to reconcile change in net assets to net cash

provided by operating activities:
Depreciation and amortization 153,907
Changes in assets and liabilities:

Restricted cash (270)
Deferred rental income (37,397)
Accrued interest payable (1,650)

Net cash provided by operating activities 42,634

Cash flows from financing activities:
Advances received from affiliate 84,755
Repayment of long-term debt (165,000)

Net cash used in financing activities (80,245)

Net decrease in cash (37,611)

Cash - beginning 128,821

CASH - ENDING $ 91,210

Supplemental disclosure of cash flow information:
Interest paid $ 288,818

See accompanying notes to financial statements.
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2017

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization
Richard Allen Development and Improvement Organization (the "Foundation")
operates as a non-profit organization established under the laws of the Commonwealth
of Pennsylvania. The Foundation is considered to be a component unit of Richard
Allen Preparatory Charter School (the "School"), an exempt organization under Section
501(c)(3) of the Internal Revenue Code ("IRC") that operates a public charter school
for children in grades 5 through 8. As a component unit, the Foundation, although a
legally separate entity, is, in substance, part of the School's operations. The Foundation
has no component units for which it is considered to be financially accountable. The
Foundation was organized to provide public educational school facilities, including land,
buildings and improvements, for the benefit of the School. 

Financial statement presentation
The Foundation follows Financial Accounting Standards Board ("FASB") Accounting
Standards Codification ("ASC") 958, Not-for-Profit Entities, which requires the
Foundation to distinguish between contributions that increase permanently restricted
net assets, temporarily restricted net assets and unrestricted net assets. Unrestricted net
assets represent expendable funds that are available to support the operating activities of
the Foundation. Temporarily restricted net assets represent expendable funds that are
earmarked for specific purposes. When the funds are expended, the restriction is
satisfied and the funds are released from restriction. FASB ASC 958 also requires
recognition of contributions, including donated services meeting certain criteria, at fair
values. FASB ASC 958 establishes standards for general-purpose external financial
statements for not-for-profit organizations and requires a statement of financial
position, a statement of activities and a statement of cash flows. 

Use of estimates
The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America ("GAAP") requires management to
make estimates and assumptions that affect the reported amounts 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 expenses during the reporting
period.  Actual results could differ from those estimates.

Basis of accounting
The Foundation maintains its records on the accrual basis for both financial statement
and tax return purposes.

Income tax status
The Foundation is exempt from federal income taxes under Section 501(c)(3) of the
IRC.

Uncertain tax positions
The Foundation recognizes and measures its unrecognized tax benefits in accordance
with FASB ASC 740, Income Taxes. Using that guidance, tax positions initially need to be
recognized in the financial statements when it is more likely than not that the positions
will be sustained upon examination by the taxing authorities. It also provides guidance
for derecognition, classification, interest and penalties, accounting in interim periods,
disclosure, and transition.
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2017

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Uncertain tax positions (continued)
As of June 30, 2017, the Foundation had no uncertain tax positions that qualified for
either recognition or disclosure in the financial statements. Additionally, the Foundation
had no interest or penalties related to income taxes.

Property
Building and improvements are stated at cost, less accumulated depreciation.
Expenditures for additions and betterments are capitalized; maintenance and repairs are
charged to current operations as incurred. Depreciation has been calculated on such
assets using the straight-line method over the following estimated lives:

Building and improvements 39 years

Debt issuance costs
Debt issuance costs are amortized over the term of the related debt.  At June 30, 2017,
unamortized debt issuance costs of $192,134 are presented as a reduction of "Long-
term debt" in the accompanying statement of financial position.  Amortization expense,
which was $12,166 for the year ended June 30, 2017, is included in "Interest expense" in
the accompanying statement of activities.

Recently issued accounting pronouncement
In April 2015, the FASB issued Accounting Standards Update ("ASU") No. 2015-03,
Interest - Imputation of Interest (Subtopic 835-30): Simplifying the Presentation of Debt Issuance
Costs ("ASU 2015-03"). The update requires debt issuance costs related to a recognized
debt liability be presented in the statement of financial position as a direct deduction
from the carrying amount of the related debt liability instead of being presented as an
asset.  ASU 2015-03 was effective for the year ended June 30, 2017.  The adoption of
ASU 2015-03 did not have a material impact on the Foundation's financial statements
and related disclosures.

Subsequent events
In accordance with FASB ASC 855, Subsequent Events, the Foundation has evaluated
subsequent events through September 17, 2018, the date on which these financial
statements were available to be issued.  Except as disclosed in Notes 3 and 6, there were
no material subsequent events that required recognition or additional disclosure in these
financial statements.

NOTE 2. PROPERTY

Property consists of the following at June 30, 2017:

Land $ 400,000
Building and improvements 5,527,898
Less: accumulated depreciation 1,535,526

Property, net $ 4,392,372
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2017

NOTE 3. LONG-TERM DEBT AND RESTRICTED CASH

In 2006, the Foundation borrowed $5,790,000 for the construction and improvement of
a building to be used by the School as its facility. The bond, which bears interest ranging
from 5.80% to 6.25%, is payable in annual payments of principal and semi-annual
payments of interest. The bonds are secured by the assets of the Foundation. The
balance payable on the bond was $4,500,000 at June 30, 2017. The bond matures on
May 1, 2033.

Future principal requirements of long-term debt are as follows:

Year Ending June 30: Amount
2018 $ 175,000
2019 185,000
2020 195,000
2021 205,000
2022 220,000

Thereafter 3,520,000

$ 4,500,000

Interest expense amounted to $287,168 for the year ended June 30, 2017. 

The School has specific covenants related to this long-term debt. The School was not in
compliance with certain covenants at June 30, 2017.  On August 13, 2018, the School
received a waiver from the trustee.  As part of this waiver, the School engaged a
management consultant and participates in monthly update discussions with the trustee.
The waiver only covers the fiscal year ended June 30, 2017.

The School is not in compliance with a covenant requiring the School to maintain an
active charter contract subsequent to June 30, 2017 (see Note 6).

The Foundation also maintains several cash accounts whereby the funds are restricted
pursuant to the bond issuance agreement. Total restricted cash as of June 30, 2017, was
$1,044,591, of which $530,285 was being held for future payments of principal and
interest.

NOTE 4. CONCENTRATION OF CREDIT RISK

The Foundation places its cash, which may at times be in excess of Federal Deposit
Insurance Corporation insurance limits, with high quality financial institutions and
attempts to limit the amount of credit exposure with any one institution.

Approximately 100% of the total rental revenue and related escalations of the
Foundation for the year ended June 30, 2017, was generated from the School through
direct leased property.
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2017

NOTE 5. RELATED-PARTY ARRANGEMENTS

The Foundation leases its rental facility to the School under a long-term operating lease
expiring May 1, 2033.  Rent under the lease for the year ended June 30, 2017, was
$491,293. All costs of operating the facility, such as utilities, assessments and taxes, etc.,
are paid by the School.

Approximate future minimum rentals are as follows:

Year Ending June 30: Amount
2018 $ 454,000
2019 453,000
2020 452,000
2021 452,000
2022 453,000

Thereafter 4,971,000

$ 7,235,000

During 2008, the School advanced funds to the Foundation of $972,330. This amount is
being recorded as rental income over the term of the lease.  Additional rental income of
$37,397 was recognized during the year ended June 30, 2017.  The balance of deferred
rental income at June 30, 2017, is $598,358, of which $37,397 is expected to be
recognized as rental income during the year ending June 30, 2018.

NOTE 6. CONTINGENCY

On October 19, 2017, the School Reform Commission ("SRC") of the School District
of Philadelphia ("SDP") voted for the School to enter nonrenewal proceedings based on
the recommendation of the Charter Schools Office ("CSO"). Before SDP can close the
School, numerous steps are required under the Charter School Law and the School and
the general public are given several opportunities to present information in support of
renewing the charter. The process proceeds as follows:

 The CSO publicly posts an evaluation with a recommendation for

nonrenewal or revocation of a charter.

 The SRC takes a vote to approve a notice of nonrenewal or notice of

revocation at a public meeting.

 If the notice is approved by the SRC, a hearing officer is appointed to

conduct a public hearing on the recommendation to nonrenew or to revoke

the charter.  At this hearing, the district presents evidence to support

nonrenewal or revocation, and the School is given an opportunity to offer

testimony and exhibits on why the charter should instead be renewed.

 After the hearing is concluded, a 30-day period is designated for public

comment.

 After the public comment period closes, the hearing officer presents

findings regarding evidence to the SRC for consideration.  This process can

take several months, as the hearing officer considers all public comments,

testimony and evidence presented.
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RICHARD ALLEN DEVELOPMENT AND IMPROVEMENT ORGANIZATION
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2017

NOTE 6. CONTINGENCY (CONTINUED)

 If the SRC votes to nonrenew or revoke the charter, the School has the

opportunity to appeal to the State Charter Appeal Board (the "CAB").  The

School has a right to remain open during the SRC hearing and appeal to

CAB.  The appeal process can take several months.

 Following the CAB's decision, the School or SDP may appeal the decision

to the Commonwealth Court, and then to the Supreme Court.  If CAB

upholds the nonrenewal or revocation, then CAB orders the School to

close once written decision is received, typically at the end of the current

school year.  If seeking a further appeal, the School may request a stay by

the Commonwealth Court or the Supreme Court, as applicable.

As of September 17, 2018, the SRC has not appointed a hearing officer or scheduled
dates for a hearing for the School. The SDP has requested that nonrenewal hearings be
postponed to facilitate potential options for charter renewal.

The School is not in compliance with certain covenants related to the Foundation's
bonds payable (see Note 3) as of June 30, 2017.  On August 13, 2018, the School
received a waiver from the trustee.  As part of this waiver, the School engaged a
management consultant and participates in monthly update discussions with the trustee.
The waiver only covers the fiscal year ended June 30, 2017.

The School is not in compliance with a covenant requiring the School to maintain an
active charter contract subsequent to June 30, 2017.  This noncompliance is ongoing as
of September 17, 2018. The School has not received a waiver from the trustee. The
bondholders have the right to call the remaining principal balance of the Foundation's
bonds payable. This ability to call the remaining principal balance raises substantial
doubt about the Foundation's ability to continue as a going concern. The accompanying
financial statements do not include any adjustments that might be necessary should the
Foundation be unable to continue as a going concern.
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