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INDEPENDENT AUDITOR'S REPORT

Board of Directors
Cortez Hill Academy
San Diego, California

We have audited the accompanying statement of financial position of Cortez Hill Academy as of June 30,
2007, and the related statements of activitics, and cash flows for the year then ended. These financial
statements are the responsibility of Cortez Hill Academy’s management. Our responsibility is to express
an opinion on these financial statements based on our sudit.

We conducted our audit in accordance with standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issved by
the Comptrolier General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement.
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
cstimates 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
financial position of Cortez Hill Academy as of June 30, 2007, and the resuits of its changes in net assets
and its cash flows for the ycar then ended, in conformity with accounting principles generally accepted in
the United States of America.

The accompanying financial statements have been prepared assuming Cortez Hill Academy will continue
as a going concem. As discussed in Note L to the financial statements, Cortez Hill Academy has suffered
an operating loss over the last two years of operations and has a deficiency in net assets that raise doubt
about its ability to continue as a going concern. Management’s plans in regard to these matters are also
described in Note L. The financial statements do not include any adjustments that might result from the
outcome of this uncertainty.

Our audit was performed for the purpose of forming an opinion on the financial statements taken as a
whole of Cortez Hill Academy. The accompanying supplememtal information is presented for the
purposes of additional analysis and is not a required part of the financial statements of Cortez Hill
Academy. Such information has been subjected to the auditing procedures applied in the audit of the
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the financial
statements taken as a whole.

’k)»unm% ¥ &,

El Cajon, CA
December 15, 2007
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CORTEZ HILL ACADEMY
STATEMENT OF FINANCIAL POSITION

ASSETS

Current Assets
Cash and cash equivalents
Accounts receivable

Total Current Assets

Non-Current Assets
Property and equipment, net

TOTAL ASSETS

LIABILITTIES AND NET ASSETS
Current Liabilities

Accounts payable

Line of credit

Current portion of note payable
Total Curreat Liabilities
Long Term Liabilities

Note payable, less current portion
Total Long Term Liabilities
Total Liabilities
Commitments and Contingencies
Net Assets

Temporary Restricted
Unrestricted

JUNE 30, 2007

TOTAL LIABILITIES AND NET ASSETS

$ 61923
87271

149,194

10,4

3159603

§ 84,155
145,891
— 50000

280

67.700

67.700
347,790

(188.187)
159603

The notes to the financial statements are an integral part of this statement.



CORTEZ HILL ACADEMY
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2007

Temporarily
Unrestricted Restricted Total
Revenues
Revenue limit
Charter school general purpose fund s 561,424 § $ 561,424
State aid prior years (205) (205)
In lieu property taxes 778,435 778,435
Charter school categorical grant 119,447 119,447
Federal revenue 4,724 4,724
Other state revenue 155,841 155,841
Other local revenues 5,358 5,358
Other sources 618 618
Total Revenues 1,465.077 160,565 1,625,642
Expenses '
Certificated salaries 754,600 754,600
Classified salaries 82,203 82,203
Employee benefits 158,125 158,125
Books and supplies 48,991 35,507 84,498
Services and other operating expenditures 562,585 125,058 687,643
Depreciation expense 14,593 14,593
Other sources 7,103 7,103
Total Expenses — 1628200 160,565 ___ 1788765
Increase (Decrease) in Net Assets (163,123) - (163,123)
Net Assets, Beginning of Year (16,559) - (16,559)
Adjustments to Beginning Balance (Note K) (8,505) _ - (8.505)
Net Assets, End of Year :_(I88187y § - 0§ (IBRIEN)

The notes to the financial statements are an integral part of this statement.



CORTEZ HILL ACADEMY
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Decrease in net assets
Adjustment to beginning balance
Depreciation
Adjustments to reconcile change in unrestricted net assets
to net cash provided by (used in) operating activities:
Decrease in accounts receivable
Decrease in accounts payable
TOTAL CASH FLOWS PROVIDED BY OPERATING ACTIVITIES
CASH FLOWS FROM INVIESTING ACTIVITIES
Purchase of property and equipment
TOTAL CASH FLOWS USED BY INVESTING ACTIVITIES
- CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from line of credit
Repayment of loan payable
Repayment of note payabie
TOTAL CASH FLOWS USED BY FINANCING ACTIVITIES
NET DECREASE IN CASH
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

$ (163,123)
(8,505)
14,593

7,069
—(66313)
—(216279)

0,018
10,0

124,451
(500)
(34.300)

89651
(136,646)
198,569

$6L923

The notes to the financial statements are an integral part of this statement.
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CORTEZ HILL ACADEMY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2007

A. Summary of Siguificant Accounting Policies
Nature of Organization

Cortez Hill Academy (the Academy) is a California Charter Schoo! approved as a charter school
through the San Diego Unified School District. The Academy is a California nonprofit public
benefit corporation incorporated to provide quality education to students in grades nine through
twelve.

Basis of Accounting

The financial statements of the Academy have been prepared on the accrual basis of accounting in
accordance with generally accepted accounting principles.

Basis of Presentation

Financial statement presentation follows the recommendations of the Financial Accounting
Standards Board in its Statement of Financial Accounting Standards (SFAS) No. 117, Financial
Statements for Not-for-Profit Organizations.

Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosures 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.

Revenues and Support

Contributions reccived are recorded as unrestricted, temporarily restricted, or permanently restricted
support depending on the existence and/or nature of any donor restrictions. When a restriction
expires (that is, when a stipulated time restriction ends or when purpose of the restriction is
accomplished), temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the statement of activities as net assets reicased from restriction.

Property Tax

Secured property taxes attach as an enforceable lien on property as of March 1. Taxes are payable in
two instaliments on December 10 and April 10. Unsecured property taxes are payable in one
installment on or before August 31. The County of San Diego bills and collects the taxes for the
Academy. Tax revenues are recognized by the Academy when received.

Income Taxes

The Academy is exempt from federal and state income taxes under the provisions of Internal
Revenue Code Section 501(c)(3).



CORTEZ HILL ACADEMY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2007
(Continued)

A. Summary of Significant Accounting Policies (Continued)

Prepaid Expenditures

The Academy has the option of reporting an expenditure for prepaid items either when purchased or
during the benefiting period. The Academy has chosen to report the expenditure when incurred.

Cash and Cash Equivalents

For the purposes of the statement of cash flows, the Academy considers all unrestricted highly liquid
investments with an initial maturity of three months or less to be cash equivalents.

Property and Equipment

Property and equipment is valued at historical cost or estimated historical cost if actual historical
cost is not available. Donations of property and equipment are recorded as contributions at
estimated fair market value at the date of donation. Depreciation is computed using the straight-line
method over the estimated useful lives of the assets, which is five to ten years. The Academy’s
policy is to evaluatc the remaining lives and recoverability in light of current conditions. It is
reasonably possible that the Academy’s estimate to recover the carrying amount of the property and
equipment will change. The Academy’s policy is to capitalize all property and equipment greater
than $500.

Cash

The Academy maintains a portion of its cash in the San Diego County Treasury as a part of the
common investment pool ($60,055 at June 30, 2007). The county is restricted by Government Code
Section 5635 pursuant to Section 53601 to invest in time deposits, U.S. Government securities, state
registered warrants, notes or bonds, State Treasurer’s investment pool, bankers acceptances, _
commercial paper, negotiable certificates of deposit, and repurchase or reverse agreements.

The remainder of the Academy's cash ($1,867) is held in financial institutions which are FDIC
insured up to $100,000. As of June 30, 2007 the Academy had balances in financial institutions
which did not exceed the FDIC limit.

Accounts Receivable

Accounts receivable at June 30, 2007 are deemed to be fully collectible by management. As aresult
no allowance for doubtful accounts has been established.
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CORTEZ HILL ACADEMY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2007
(Continued)

Note Payable

The Academy obtained a loan from the California Department of Education in January 2004. The
terms of the note include annual principal payments of $50,000 over five years, including interest at
1.53%, with the first payment madc January 2005. Future Joan payments are as follows:

Year Ending
June 30, Princigal Interest Total
2008 50,000 1,530 51,530
2009 67,700 265 68,465

Total 117700, §$ 4590 $_ 119995

Property and Equipment

As of June 30, 2007, property and equipment consists of the following

Improvements $ 1900
Equipment 50,139
Furniture

Total Property and Equipment . 97,873

Less Accumulated Depreciation (87.464)

Property and Equipment, net 3 10409
Operating Leases
On July 1, 2003 the Academy entered into a new lease to continue leasing its school site. The terms
of this lease include monthly lease payments which increase each year until June 30, 2014. The

Academy can terminate this lease at any time with thirty days notice. Future minimum lease
payments under this legse are as follows:

Year Ending Lease
June 30, __Payment _
2008 $ 260,000
2009 , 432,000
2010 444,000
2011 456,000
2012 468,000
2013-2016 2520000
Total $4.580.000
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CORTEZ HILL ACADEMY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 20607
(Continued)

Donated Materials and Services

The Academy records the valve of donated goods when there is an objective basis available to
measure their value. Donated materials and equipment are reflected as in-kind donations in the
accompanying financial statements at their estimated values at date of receipt.

During the ycar, many parents, administrators, and other individuals donated significant amounts of
time and services to the Academy in an effort to advance the programs and objectives of the charter
school. These services have not been recorded in the financial statements because no objective basis
is available to measure the value of such services.

Commitments and Contingencies
State and Federal Allowances, Awards and Grants

The Academy has received State and Federal funds for specific purposes that are subject to review
and audit by the grantor agencies. Although such audits could generate expenditure disallowances
under terms of the grants, it is believed that any required reimbursements will not be material.

Employee Retirement System

Qualified Employees are covered under multiple-employer defined bencfit pension plans by
agencies of the State of California. Certificated employees are members of the State Teacher’s
Retirement System.

STRS:

The school contributes to the State Teacher’s Retirement System (STRS), a cost-sharing multiple-
employer public employee retirement system defined pension plan administered by STRS. The plan
provides retirement, disability, and survivor benefits to beneficiaries. Benefit provisions are
established by state statutes, as legislatively amended, within the State Teachers’ Retirement Law.
STRS issues a separate comprehensive annual financial report and includes financial statements and
required supplementary information. Copies of the STRS annual report may be obtained from the
STRS 7667 Folsom Boulevard, Sacramento, California 95826. Active plan members are required to
contribute 8% of their salary and the School is required to contribute an actuarially determined rate.
The actuarial methods and assumptions used for determining the rate are those adopted by STRS
Teacher’s Retirement Board. The required employer contribution rate for fiscal year 2006-07 was
8.25% of annual payroll. The contribution requirements of the plan members are established by
state statute. The School’s contributions to STRS for the fiscal year ended June 30, 2007 was
$79,329. Amounts contributed by the State on behalf of the school for the year ended June 30, 2007
were $34,085,



CORTEZ HILL ACADEMY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2007
(Continued)

J. Line of Credit

During the 2006-2007 fiscal year the Academy entered into an agreement for an unsecured line of
credit with Wells Fargo Bank for $75,000 payable upon demand. As of June 30, 2007 the Academy
has borrowed §75,442 from the line of credit. The interest rate is 8% and payments will be made
monthly.

During the 2006-2007 fiscal year the Academy entered into an agreement for an unsecured line of
credit with Landmark National bank for $75,000 payable upon demand. As of June 30, 2007 the
Academy has borrowed $70,449 from the line of credit. The interest rate is variable and payments
will be made monthly.

K. Adjustment to Beginning Net Assets

The Charter School made accounting comrections to prior year balances. The result was an
adjustment to beginning net assets in the amount of $8,505 :

L. Going Concern

As shown in the accompanying financial statements, the Academy incurred a net operating loss of
$163,123 during the 2006-07 fiscal year. In addition, the Academy showed net operating losses of
382,305, and $26,091 in the 2005-06, and 2004-05 fiscal years respectively. As of June 30, 2007
the Academy’s liabilitics exceeded their asscts by $188,167. The ability of the Academy to
continue as a going concem is dependent on Management being able to generate sufficient revenues
to cover operating costs and also reduce their debt. The financial statements do not include any
adjustments that might be necessary if the Academy is unable to continue as a going concem.

Management is aware that cost cutting measures need to be implemented effective in the new year.
In addition to renegotiating this year’s lease from $405,000 to $260,000 other reductions to
overhead are being planned to be implemented January 1, 2008. The details of these reductions will
be made available after the Board of Directors meeting on December 17, 2007.
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CORTEZ HILL ACADEMY
SCHEDULE OF AVERAGE DAILY ATTENDANCE
FOR THE YEAR ENDED JUNE 30, 2007

Second

Period Annual

Report Report
Grades 9 through 12 —.206.96 191.72

Average daily attendance is a measurement of the number of pupils attending classes of the charter
school. The purpose of attendance accounting from a fiscal standpoint is to provide the basis on which
apportionments of state funds are made to charter schools. This schedule provides information regarding
the attendance of students at various grade levels and in diffcrent programs.
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CORTEZ HILL ACADEMY
SCHEDULE OF INSTRUCTIONAL TIME
FOR THE YEAR ENDED JUNE 30, 2007

2006-07
Minutes Actual
Grade Level Requirement Minutes Status
Grades 9 64,800 66,240 Complied
Grades 10 64,800 66,240 Complied
Grades 11 64,800 66,240 Complied
Grades 12 64,300 66,240 Complied

The Academy must maintain their instructional minutes as required by Education Code Section 46201,

The Academy has received incentive funding for increasing instructional time as provided by the
Incentives for Longer Instructional Day. This schedule presents information on the amount of
instructional time offered by the Academy and whether the Academy complied with the provisions of
Education Code Sections 46200 through 46206.
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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

Board of Directors
Cortez Hill Academy
San Diego, California

We have audited the financial statements of Cortez Hill Academy for the year ended June 30, 2007, and
have issued our report thereon dated December 15, 2007. We conducted our audit in accordance with
auditing standards gencrally 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.

Internal Control over Financial Reportin g

In planning and performing our audit, we considered the School’s intemal control over financial reporting
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 over financial reporting. Accordingly, we do not express an opinion on the cffectiveness of the
School’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in intemal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the School's ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles, such that there
is more than a remote likelihood that a misstatement of the School’s financial statements that is more than
inconsequential will not be prevented or detected by the School’s internal control. We consider the
deficiencies described in finding 2007-1 and 2007-2 of the accompanying schedule of findings and
questioned costs to be significant deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in

more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the School’s internal control.
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Qur consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We consider the significant deficiencies
described above to be material weakness. '

Compliance and Qther Matters

As part of obtaining reasonable assurance about whether the School’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

Cortez Hill Academy response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit Cortez Hill Academy’s response and,
accordingly, we express nio opinion on it.

This report is intended solely for the information and use of management, others within the organization,
the Board of Directors, and governmental awarding agencies and pass-through entities and is not intended
to be and should not be used by anyone other than these specified parties.

Walbmsr v, 10

El Cajon, California
December 15, 2007
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AUDITOR’S REPORT ON STATE COMPLIANCE

Board of Directors
Cortez Hill Academy
San Diego, California

We have audited the financial statements of the Cortez Hill Academy as of and for the year ended June
30, 2007, and have issued our report thereon dated December 15, 2007. Our audit was made in
accordance with auditing standards generally accepted in the United States of America; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; and the State’s audit guide, Standards and Procedures Jor Audits of
California K-12 Local Education Agencies 2006-07, published by the Education Audit Appeals Panel.
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 includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles uscd 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.

The School’s management is responsible for the School’s compliance with the laws and regulations. In
connection with the audit referred to above, we selected and tested transactions and records to determine
the School’s compliance with the state laws and regulations applicable to the following items:

Procedures In Procedures
Description Audit Guide Performed
Class Size Reduction Program For Charter Schools
General Requircments 7 Not Applicable
Option One Classes 3 Not Applicable
Option Two Classes 4 Not Applicable
Only One School Serving Grades K-3 4 Not Applicable
Contemporaneous Records of Attendance, for Charter Schools i Yes
Mode of Instruction , for Charter Schools 1 Yes
Nonclassroom-Based Instruction/Independent Study, For Charter Schools 15 Not Applicable
Determination for Funding for Nonclassroom-Based
Instruction, For Charter Schools 3 Not Applicable
Annual Instructional Minutes — Classroom Based, For Charter Schools 3 Yes

The term “Not Applicable”™ is used above to mean cither that the School did not offer the program during
the current fiscal year or that the program applies only to a different type of local education agency.

14



Based on our audit, we found that for the items tested, Cortez Hill Academy complied with the state laws
and regulations referred to above except as noted in the Findings and Recommendation Section of this
report. Further, based on our examination, for items not tested, nothing came to our attention to indicate
that the Cortez Hill Academy had not complied with the state laws and regulations.

This report is intended solely for the information and use of the Board of Directors, Management, State
Controller’s Office, Department of Finance, Department of Education, and pass-through entities, and is
not intended to be and should not be used by anyone other than these specified parties.

W% &b, LLp

El Cajon, California
December 15, 2007





















