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(CROSSLIN

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report

To the Board of Directors
Purpose Preparatory Academy
Nashville, Tennessee

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each
major fund of Purpose Preparatory Academy (the “School”), as of and for the year ended June 30,
2020, and the related notes to the financial statements, which collectively comprise the School’s
basic financial statements as listed in the table of contents.

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 opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

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

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of Purpose
Preparatory Academy as of June 30, 2020, and the respective changes in financial position for the
year then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 5 - 11 and the schedule of the proportionate share
of the net pension liability (asset) and schedule of employer contributions on pages 47 - 49 be
presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who
considered it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the School’s basic financial statements. The introductory section on page 1 is
presented for purposes of additional analysis and is not a required part of the basic financial
statements. The schedule of expenditures of federal awards and state financial assistance on page
50 and the schedule of changes in long-term debt by individual issue on page 51 are presented for
purposes of additional analysis as required by the State of Tennessee Comptroller of the Treasury’s
Audit Manual for Local Governmental Units and Other Organizations and are not a required part of
the basic financial statements.



To the Board of Directors
Purpose Preparatory Academy

The schedule of expenditures of federal awards and state financial assistance and the schedule of
changes in long-term debt by individual issue are the responsibility of management and were
derived from and relates directly to the underlying accounting and other records used to prepare the
basic financial statements. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and certain additional procedures, including comparing
and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the schedule of expenditures of federal awards and state financial
assistance and the schedule of changes in long-term debt by individual issue are fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

The introductory section has not been subjected to the auditing procedures applied in the audit of
the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 11, 2020, 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.

(ugalin | PLLL
Nashville, Tennessee
December 11, 2020



PURPOSE PREPARATORY ACADEMY
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

Our discussion and analysis of Purpose Preparatory Academy’s financial performance provides an
overview of the School’s financial activities for the fiscal year ended June 30, 2020. This section
should be read in conjunction with the financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

e The assets and deferred outflows of resources of the School exceeded its liabilities and
deferred inflows of resources by $1,888,317.

e Net position increased $495,011 during the year.

e Total revenues of $4,804,689 were comprised of Federal and State Pass-through Funds-
15%, District Funds- 80%, and Charitable Giving/Other- 5%.

OVERVIEW OF THE FINANCIAL STATEMENTS

This financial report consists of a series of financial statements, notes to those statements, and
supplementary information. The statements are organized so that the reader can understand the
School as a whole and then proceed to a detailed look at specific financial activities of the School.

REPORTING THE SCHOOL AS A WHOLE

The Statement of Net Position and Statement of Activities:

In general, users of these financial statements want to know if the School is better off or worse off
as aresult of the year’s activities. The Statement of Net Position and Statement of Activities report
information about the School as a whole and about the School’s activities in a manner that helps to
answer that question. These statements include all assets and liabilities using the accrual basis of
accounting. Under the accrual basis, all of the current year’s revenue and expenses are taken into
consideration regardless of when cash is received or paid. The statements start on page 12.

The Statement of Net Position reports the School’s net position (total assets and deferred outflows
of resources, when applicable, less total liabilities and deferred inflows of resources, when
applicable). Private sector entities would report retained earnings. The School’s net position
balance at year-end represents available resources for future growth. The Statement of Activities
reports the change in net position as a result of activity during the year. Private sector entities have
a similar report titled statement of operations, which reports net income. It provides the user a tool
to assist in determining the direction of the School’s financial health during the year. Users will
want to consider non-financial factors as well as the financial data in arriving at a conclusion
regarding the overall health of the School.



PURPOSE PREPARATORY ACADEMY
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

REPORTING THE SCHOOL’S FUNDS

Fund Financial Statements.:

The School’s fund financial statements, the Balance Sheet and the Statement of Revenues,
Expenditures, and Changes in Fund Balances, begin on page 14. They provide detailed information
about the School’s most significant funds, not the School as a whole. Funds are established by the
School to help manage money for particular purposes and compliance with various donor and grant
provisions.

The School’s funds are categorized as “governmental funds.” Governmental funds focus on how
money flows into and out of the funds and the balances left at year-end that are available for
spending in future periods. Fund financial statements are reported using an accounting method
called “modified accrual” accounting, which measures cash and other financial assets that can
readily be converted to cash. This basis of accounting is different from the accrual basis used in the
school-wide financial statements to report on the School as a whole. The relationship between
governmental activities, as reported in the Statement of Net Position and the Statement of
Activities, and governmental funds, as reported in the Balance Sheet and the Statement of
Revenues, Expenditures, and Changes in Fund Balances, is reconciled in the basic financial
statements on pages 15 and 17.

SCHOOL WIDE FINANCIAL ANALYSIS
Net Position:

The School’s assets and deferred outflows of resources exceeded the School’s liabilities and
deferred inflows of resources at the close of the period, resulting in net position of $1,888,317. The
School’s net position includes $1,829,803 of cash. The cash is available to meet the School’s
ongoing activities.

As of June 30, 2020, the School had invested $3,795,803 in capital assets, net of accumulated
depreciation of $986,435. This investment includes buildings and improvements for instructional
purposes and instructional and support equipment and furniture. Additional information on
property and equipment is located in Note C to the financial statements.



PURPOSE PREPARATORY ACADEMY
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

A schedule of the School’s net position as of June 30, 2020 and 2019 is as follows:

2020 2019
Current assets $2,550,139  $1,180,062
Restricted assets 45,385 26,189
Capital assets 3,795,803 3,915,703
Noncurrent asset 113,214 79.387
Total assets 6.504.541 5.201.341
Deferred outflows of resources 275.896 225,851
Current liabilities 217,087 303,957
Noncurrent liabilities 3.990.980 3,509,291
Total liabilities 4,208,067 3.813.,248
Deferred inflows of resources 684.053 220.638
Net position:
Net investment in capital assets 362,482 355,945
Restricted 45,385 26,189
Unrestricted 1.480.450 1,011,172
Total net position $1.888,317  $1,393,306

The School’s total net position increased $495,011 during the year. The increase in the School’s net
position indicates that the School had more incoming revenues than outgoing expenses during the
year.

Total revenues for fiscal year 2020 increased to $4,804,689, an increase of $28,474 when compared
to the period ended 2019. Revenues generated from government grants and district funding were
$4,535,586 during the year, a decrease of $33,479 when compared to 2019. The decrease is
primarily due to decreased funding for certain federal grants as a result of the School’s facilities
closing prior to the end of the school year in fiscal year 2020. In March 2020, the School
transitioned to virtual learning in response to the COVID-19 pandemic and the School’s facilities
were closed. Contributions from individuals and organizations of $230,876 increased $87,033.
Total expenses were $4,309,678 in 2020, a decrease of $38,303 also related to the early closure of
the School’s facilities in response to the COVID-19 pandemic.

The increase in net position of $495,011 in 2020 is $66,777 more than the increase in net position of
$428,234 in 2019. Revenue increased in 2020 exceeding operating expenses, as anticipated.



PURPOSE PREPARATORY ACADEMY
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

A schedule of the School’s revenue and expenses for the year ended June 30, 2020 as compared to
the year ended June 30, 2019, is as follows. The schedule below is for the School as a whole, not for
the governmental funds.

2020 2019

Revenues:
District funding $3,827,849  $3,851,700
Federal and state grants 707,737 717,365
Contributions 230,876 143,843
Other 38,227 63,307
Total revenues 4,804,689 4,776,215

Expenses:
Employee compensation 2,664,868 2,405,604
Occupancy 130,274 138,657
Transportation 189,959 269,430
Depreciation 119,900 143,396
Insurance 21,610 20,905
Office 65,366 82,826
Interest 150,433 165,261
Instructional 90,999 106,579
Professional services and fees 413,282 450,037
Food service 261,475 358,308
Staff development 55,365 80,696
Organizational development 20,159 47,703
Other 125,988 78.579
Total expenses 4,309,678 4,347,981
Change in net position $ 495,011 § 428,234

FINANCIAL ANALYSIS OF THE SCHOOL’S FUNDS

The School’s funds, as presented on the balance sheet on page 14, reported a combined fund
balance of $2,022,481. The majority of the School’s total funds are in the General Fund, which is
the chief operating fund of the School. The School has one other major fund consisting of the
Federal and State Grants Fund.

Due to different basis of accounting, there is a difference between the amounts reported under the
School’s funds and the amounts reported as school wide. For the June 30, 2020 year end, the
differences consist of capital assets, long-term debt, and pension amounts, which are not reported in
the School’s funds.



PURPOSE PREPARATORY ACADEMY
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets:

The School’s investment in capital assets for its governmental activities as of June 30, 2020
amounted to $3,795,803 (net of depreciation). This investment includes land, buildings and
improvements, furniture and equipment, and computer equipment. Additional information on the
School’s capital assets can be found in Note C to the financial statements.

Long-term Debt:

At the end of fiscal year 2020, the School’s total debt was $3,917,959 and is set forth in detail in
Note E to the financial statements.

SCHOOL ACTIVITIES

Purpose Preparatory Academy is an academically challenging, disciplined, and joyful school in
Nashville, TN currently educating over 360 kindergarten through fourth grade students.

I 7 F.ll[{ 3 e |
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PURPOSE PREPARATORY ACADEMY
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

MISSION: Through rigorous curriculum, high quality instruction, and positive character
development, Purpose Preparatory Academy ensures that all kindergarten through grade four
students achieve the academic skills, knowledge, and ethical foundation to be set on the path to
college.

VISION: Purpose Prep provides an academically challenging, disciplined, and joyful elementary
school to children of Nashville. With an intensive focus on the acquisition of essential literacy
skills, Purpose Prep provides targeted and rigorous instruction in each core subject to meet the
academic needs of every scholar. Purpose Prep holds scholars accountable for demonstrating
excellent behavior by teaching them the character skills necessary for their success, specifically the
school’s RISE with Purpose values - Purpose, Respect, Integrity, Self-Determination, and
Excellence.

“Intelligence plus character - that is the goal of true education. The complete education gives one
not only power of concentration, but worthy objectives upon which to concentrate.” This statement
by Martin Luther King, Jr. captures Purpose Prep's vision of education. We instill in Purpose Prep
scholars a strong academic and character foundation that firmly underpins school and life success.
We nurture intelligence, grow character, and set the objective high. Purpose Prep scholars read,
write and speak at proficient and masterful levels in the elementary grades that set a foundation
towards high levels of learning throughout middle and high school, and on the path to college. We
welcome the heightened accountability required of a charter, and we drive all programmatic and
administrative decisions to dramatically advance our mission.

RESULTS: Purpose Preparatory Academy is one of the highest performing elementary schools in
Tennessee. Purpose Prep, a public, non-selective charter school, educates over 360 children
predominately within the North Nashville community, focusing on strong literacy acquisition. In
2017 and 2018, the state of Tennessee recognized Purpose Prep’s academic performance, awarding
us Reward status while being ranked among the top 5% of schools in the state. This was also a
history-making moment as Purpose Prep became the first North Nashville school in the Pearl-Cohn
Cluster to earn this esteemed designation for academic achievement. For three consecutive
academic years (2016-19), Purpose Prep has been the highest performing elementary school in
MNPS’ Pearl Cohn Cluster in both reading and math. Purpose Prep’s average TNReady reading
achievement score is roughly 3.5 times that of the Cluster reading average, while Purpose Prep’s
average TNReady math achievement score is greater than 2.5 times that of the Cluster math
average. This demonstrates Purpose Prep’s tremendous impact in North Nashville. We are
incredibly proud of our successful school model, hardworking staff and scholars, and supportive
community.

-10 -



PURPOSE PREPARATORY ACADEMY
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

Purpose Prep’s academic performance in the 2019-2020 school-year was strong, with the majority
of our students accessing content on or above grade-level. Across three interim cycles, our K-4
students averaged 70.68% mastery. Upper Academy (2 - 4) scholars saw an average of ~67%
mastery across Math and ELA interim assessments, while Lower Academy (K - 1) scholars saw an
average of ~77% mastery across Math interim assessments. Moreover, our Upper Academy (2 - 4)
scholars saw an average ~15% total growth across all ELA and Math interim assessments, while
Lower Academy (K - 1) scholars saw an average of ~11.8% growth across Math interim
assessments. Purpose Prep’s literacy performance continued to show literary excellence for the
2019-2020 school year. Although our STEP rounds were halted due to COVID-19, the majority of
students were reading on or above grade level in grades K-4 before schools closed. The percentages
below indicate the success would have continued throughout the year as scholar’s grew 1-2 step
rounds or more each time.

Overall, the biggest academic challenge was initially navigating virtual learning during the COVID-
19 pandemic. We did, however, leverage our strong family communication framework to
successfully reach 100% of families across 6(+) weeks of at-home learning. Our staff and teachers
worked diligently to meet with students daily to provide targeted tutoring sessions on homework
packets and online platforms (Lexia and STMath). We are Purpose Prep strong!

CONTACTING THE SCHOOL’S FINANCIAL MANAGEMENT: This financial report is
designed to provide our students’ parents, Davidson County taxpayers, donors, creditors, authorities
over grant funding and agencies tasked with oversight of Metropolitan Nashville Public Schools
with a general overview of the School’s finances and to demonstrate the School’s accountability for
the money it receives. For questions about this report or additional financial information, contact the
School’s Founder and Head of School, Lagra Newman, by telephone at (615) 724-0705 or by email
to Inewman@purposeprep.org.

-11 -



PURPOSE PREPARATORY ACADEMY
STATEMENT OF NET POSITION

JUNE 30, 2020
Governmental
Activities
ASSETS
Cash and cash equivalents $ 1,829,803
Accounts receivable 715,771
Other current assets 4,565
Capital assets, net 3,795,803
Net pension asset 113,214
Restricted assets:
TCRS Stabilization Reserve Trust 45,385
Total assets 6,504,541
DEFERRED OUTFLOWS OF RESOURCES
Pensions 275,896
Total deferred outflows of resources 275,896
LIABILITIES
Accounts payable 2,864
Accrued expenses 75,179
Long-term debt due within one year 139,044
Long-term debt due in more than one year 3,778,915
Net pension liability 212,065
Total liabilities 4,208,067
DEFERRED INFLOWS OF RESOURCES
Pensions 189,053
Grants for future periods 495,000
Total deferred inflows of resources 684,053
NET POSITION
Net investment in capital assets 362,482
Restricted 45,385
Unrestricted 1,480,450
Total net position $ 1,888,317

See accompanying notes to financial statements.
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PURPOSE PREPARATORY ACADEMY

FOR THE YEAR ENDED JUNE 30, 2020

GOVERNMENTAL ACTIVITIES:

EXPENSES
Instructional
Occupancy
Office
Organizational development
Professional services and fees
Employee compensation
Food service
Staff development
Transportation
Insurance
Depreciation
Interest
Other
Total expenses

PROGRAM REVENUES
Operating grants and contributions
Capital grants and contributions

Net program expenses

GENERAL REVENUES
District funding
Contributions
Other

Total general revenues

CHANGE IN NET POSITION
NET POSITION, June 30, 2019

NET POSITION, June 30, 2020

STATEMENT OF ACTIVITIES

Functions
Student
Instruction
Total and Services  Administration  Fundraising
$ 90,999 $§ 90,999 § -9 -
130,274 78,738 51,536 -
65,366 - 65,366 -
20,159 6,994 - 13,165
413,282 201,669 211,613 -
2,664,868 1,842,432 822,436 -
261,475 261,475 - -
55,365 55,365 - -
189,959 189,959 - -
21,610 - 21,610 -
119,900 101,915 17,985 -
150,433 - 150,433 -
125,988 1,067 124,921 -
4,309,678 2,830,613 1,465,900 13,165
444,097 444,097 - -
263,640 263,640 - -
3,601,941 $ 2,122,876 $ 1,465,900 $ 13,165
3,827,849
230,876
38,227
4,096,952
495,011
1,393,306
$ 1,888,317

See accompanying notes to financial statements.
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PURPOSE PREPARATORY ACADEMY
BALANCE SHEET

GOVERNMENTAL FUNDS
JUNE 30, 2020
General Federal
Purpose and State Total
School Grants Governmental
Fund Fund Funds
ASSETS
Cash and cash equivalents $ 1,829,803 $ - $ 1,829,803
Accounts receivable 661,116 54,655 715,771
Due from other funds 54,655 - 54,655
Other current assets 4,565 - 4,565
Restricted assets:
TCRS Stabilization Reserve Trust 45,385 - 45,385
Total assets $ 2,595,524 $ 54,655 § 2,650,179
LIABILITIES
Accounts payable $ 2864 § - $ 2,864
Accrued expenditures 75,179 - 75,179
Due to other funds - 54,655 54,655
Total liabilities 78,043 54,655 132,698
DEFERRED INFLOWS OF RESOURCES
Grants for future periods 495,000 - 495,000
Total deferred inflows of resources 495,000 - 495,000
FUND BALANCES
Nonspendable 4,565 - 4,565
Restricted 45,385 - 45,385
Unassigned 1,972,531 - 1,972,531
Total fund balances 2,022,481 - 2,022,481
Total liabilities and fund balances $ 2,595,524 $ 54,655 § 2,650,179

See accompanying notes to financial statements.
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PURPOSE PREPARATORY ACADEMY
BALANCE SHEET
GOVERNMENTAL FUNDS - CONTINUED
JUNE 30, 2020

RECONCILIATION OF GOVERNMENTAL FUND BALANCES TO NET POSITION
OF GOVERNMENTAL ACTIVITIES IN THE STATEMENT OF NET POSITION:

Total governmental fund balances in the balance sheet $ 2,022,481
Capital assets not reported in the governmental funds balance sheet 3,795,803
Some liabilities may not be due and payable in the current period and,

therefore, are not reported in the funds:
Long-term debt (3,917,959)

Pension amounts not reported above:

Net pension asset 113,214
Net pension liability (212,065)
Deferred inflows of resources for pensions (189,053)
Deferred outflows of resources for pensions 275,896
Net position of governmental activities in the statement of net position $ 1,888,317

See accompanying notes to financial statements.
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PURPOSE PREPARATORY ACADEMY

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 30, 2020

REVENUES
Contributions
District funding
Federal and state grants
Other income
Total revenues

EXPENDITURES
Current:
Instructional
Occupancy
Office
Organizational development
Professional services and fees
Employee compensation
Food services
Staff development
Transportation
Insurance
Other
Debt service:
Principal
Interest
Capital outlay
Total expenditures

Excess of revenues
over expenditures

OTHER FINANCING SOURCES:
Issuance of debt
Total other financing sources
NET CHANGE IN FUND BALANCES

FUND BALANCES, June 30, 2019

FUND BALANCES, June 30, 2020

General Federal

Purpose and State Total
School Grants Governmental

Fund Fund Funds
$ 230,876 $ - 3 230,876
3,827,849 - 3,827,849
- 707,737 707,737
38,227 - 38,227
4,096,952 707,737 4,804,689
90,999 - 90,999
16,634 113,640 130,274
65,366 - 65,366
20,159 - 20,159
413,282 - 413,282
2,383,629 263,173 2,646,802
80,551 180,924 261,475
55,365 - 55,365
189,959 - 189,959
21,610 - 21,610
125,988 - 125,988
- 126,437 126,437
126,870 23,563 150,433
3,590,412 707,737 4,298,149
506,540 - 506,540
484,638 - 484,638
484,638 - 484,638
991,178 - 991,178
1,031,303 - 1,031,303
$ 2,022,481 $ - $ 2,022,481

See accompanying notes to financial statements.
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PURPOSE PREPARATORY ACADEMY
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCES - CONTINUED
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2020

RECONCILIATION OF NET CHANGE IN FUND BALANCES TO CHANGE IN NET POSITION
OF GOVERNMENTAL ACTIVITIES IN THE STATEMENT OF ACTIVITIES:

Net change in fund balances as reported in the governmental funds statements $ 991,178

Issuance of debt recorded as revenue in the governmental funds statements, but
reflected as long-term debt in the school-wide statements. (484,638)

Amounts reported as expenditures in the governmental funds statements not included
as expenses in the school-wide statements:
Debt service principal 126,437

Expenses in the school-wide statements not included as expenditures in the governmental
funds statements:
Depreciation expense (119,900)

Differences between expenses in the school-wide statements and expenditures in the
governmental funds statements:
Pension expense (18,066)

Change in net position of governmental activities $ 495,011

See accompanying notes to financial statements.
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PURPOSE PREPARATORY ACADEMY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Purpose Preparatory Academy (the “School”) was incorporated February 7, 2012, as a
Tennessee nonprofit corporation. Pursuant to Section 6(b)(1)(A) of the Tennessee Public
Charter School Act of 2002 (the Act), the School has been approved as a public charter
school. Pursuant to the Act, public charter schools are part of the state’s public education
program offering an alternative means within the public school system for accomplishing
necessary outcomes of education. The School entered into a Charter School Agreement with
the Metropolitan Board of Public Education of Nashville and Davidson County in June 2013
(with an effective date of July 2013), to operate a charter school in Nashville, Tennessee. The
School began classes in August 2013 with a kindergarten class and has added an additional
grade each year culminating with the addition of a fourth grade in the 2017-2018 fiscal year.

Per the School’s charter agreement, enrollment in the School is open to any student within
the Metropolitan Nashville Public Schools (“MNPS”) System who would otherwise attend a
school failing to make adequate yearly progress, as defined by the State Department of
Education in compliance with the U.S. Department of Education guidelines. The School
may only enroll students in kindergarten through fourth grade.

Basic Financial Statements

School-wide financial statements

The school-wide financial statements focus on the sustainability of the School as an entity
and the change in the School’s net position resulting from the current year’s activities. Inthe
school-wide statement of net position, amounts are reported on a full accrual, economic
resources basis, which recognizes all long-term assets and receivables as well as any long-
term debt and obligations, and which also recognizes deferred inflows and outflows of
resources. The statement of net position presents the financial condition of the School at
year-end.

When applicable, the School’s net position is reported in three categories — net investment in
capital assets, restricted net position, and unrestricted net position. When both restricted and
unrestricted resources are available for use, it is the School’s policy to use restricted
resources first, and then unrestricted resources as they are needed.

The school-wide statement of activities reports both the gross and net cost of the School’s
functions. The functions are also supported by general government revenues (general
revenues are primarily made up of district Basic Education Program (“BEP”) funding and
donations to the General Purpose School Fund). The statement of activities reduces gross
expenses by related function revenues, including operating grants and contributions and
capital grants and contributions. Program revenues must be directly associated with the
function. The School does not allocate indirect costs between functions. The net costs by
function are normally covered by general revenue.
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PURPOSE PREPARATORY ACADEMY
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Fund financial statements

The financial transactions of the School are reported in individual funds in the fund financial
statements. Each fund is accounted for by providing a separate set of self-balancing accounts
that comprise its assets, liabilities, reserves, fund equity, revenues, and expenditures.

The emphasis in fund financial statements is on the major funds. When applicable, nonmajor
funds by category are summarized in a single column. Governmental Accounting Standards
Board (“GASB”) Statement No. 34, Basic Financial Statements - and Management'’s
Discussion and Analysis for State and Local Governments, sets forth minimum criteria for
the determination of major funds. The School reports the following major governmental
funds:

The General Purpose School Fund is the School’s primary operating fund. It accounts for
all financial resources of the School, except those required to be accounted for in another
fund. A budget is not adopted for the General Purpose School Fund because it is not
legally required to do so.

The Federal and State Grants Special Revenue Fund is used to account for the receipt and
disbursement of Federal and State grants where unused balances, if any, are returned to
the grantor at the close of specified project periods. A budget is not adopted for the
Federal and State Grants Special Revenue Fund because it is not legally required to do
SO.

The focus of the governmental funds is upon the determination of financial resources, their
balance, sources, and uses, rather than upon net income. The School classifies governmental
fund balances as nonspendable, restricted, committed, assigned, and unassigned based on the
level of constraints on the fund balances. When an expenditure is incurred in which both
restricted and unrestricted funds are available for use, it is the School’s policy to spend
restricted funds first, then unrestricted funds. When an expenditure has been incurred for
purposes in which multiple categories of unrestricted funds are available, it is the School’s
policy to spend funds in the following order: committed, then assigned, and lastly unassigned
funds. The classifications of fund balances are defined as follows:

Nonspendable - This classification consists of fund balances that cannot be spent because
they are either not in spendable form, for example, noncash amounts that are not
expected to be converted to cash, or the funds are legally or contractually required to be
maintained intact.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Restricted - This classification consists of fund balances with external constraints on use
imposed by creditors (such as through debt covenants), contributors or laws or
regulations of other governments or constraints imposed by law through constitutional
provisions or enabling legislation.

Committed - This classification consists of fund balances that can only be used for
specific purposes established by formal action of the School’s Board of Directors, its
highest level of decision making authority. Such commitments should include contractual
obligations of fund assets. Fund balance commitments can only be removed by the same
process of the same body employed to previously commit those amounts.

Assigned - This classification consists of all fund balances that are not in the General
Purpose School Fund or classified as nonspendable, restricted, or committed. In addition,
General Purpose School Fund balances that the School intends to use for specific
purposes are also classified as assigned. The School gives the authority to assign amounts
to specific purposes to the School’s controller and personnel under the supervision of the
controller tasked with financial recording responsibilities.

Unassigned - This classification consists of all fund balances in the General Purpose
School Fund that are not reported as nonspendable, restricted, committed, or assigned.

Basis of Accounting

The School’s financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America as prescribed by the GASB.

The School is considered a special purpose governmental entity engaged in governmental
type activities and is not a component unit of another governmental entity. Therefore, the
financial statements are prepared in the same manner as general purpose governments.

The School’s basic financial statements include both school-wide (reporting the School as a
whole) and fund financial statements (reporting the School’s major funds). The School’s
primary activities are all considered to be governmental activities and are classified as such
in the school-wide and fund financial statements.

The school-wide financial statements have been prepared on the accrual basis of accounting.

Under the accrual basis, revenues are recognized when earned and expenses are recognized
when incurred.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The governmental funds financial statements are presented on the modified accrual basis of
accounting. Revenues under the modified accrual basis are recognized when measurable and
available and expenditures are recognized when the related liability is incurred. “Available”
means collectible within the current period or within 60 days after the end of the year and up
to one year for Federal and State grant revenues.

Since the governmental funds financial statements are presented on a different basis than the
school-wide financial statements, reconciliation is provided immediately following each fund
statement. These reconciliations briefly explain the adjustments necessary to convert the fund
financial statements into the school-wide financial statements.

Cash and Cash Equivalents

The School considers deposits that can be redeemed on demand and investments that have
original maturities of less than three months, when purchased, to be cash equivalents. From
time to time, the School may have cash and cash equivalents deposits with financial
institutions that exceed federally insured limits. See Note B.

Receivables

Receivables represent amounts due from grants or funding which have been approved but not
received. All receivables are reported at estimated collectible amounts. Receivables that will
not be collected within the available period are reported as unavailable revenues in the
governmental fund financial statements.

Capital Assets

On the school-wide financial statements, property and equipment are recorded at acquisition
cost, if purchased, or the acquisition value on the date received, if donated. The cost of
routine maintenance and repairs is expensed as incurred. Expenditures which materially
extend the economic lives, change capacities, or improve the efficiency of the related assets
are capitalized. Textbooks and curriculum expenditures are not considered capital assets and
are expensed as incurred. Upon sale or retirement, the cost and related accumulated
depreciation are removed from the respective accounts, and the resulting gain or loss, if any,
is included in the statement of activities. Depreciation is provided using the straight-line
method over the estimated useful lives of the assets, ranging from three to thirty-nine years,
or over the term of the lease for leasehold improvements, if less. The School follows the
practice of capitalizing all expenditures for property and equipment items exceeding $1,000.

In the fund financial statements, capital assets used in governmental fund operations are
accounted for as capital expenditures of the respective governmental fund upon acquisition.
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Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position reports a separate section for deferred
outflows of resources. This separate financial statement element represents a consumption of
net position that applies to a future period and so will not be recognized as an outflow of
resources (expense/expenditure) until then. The School reports the following deferred
outflow of resources relating to the pensions: contributions made subsequent to the pension
measurement date, and when applicable, the difference between expected and actual
experience, difference between projected and actual investment earnings, and changes in
proportion of the net pension liability (asset).

In addition to liabilities, the statement of financial position reports a separate section for
deferred inflows of resources. This separate financial statement element represents an
acquisition of net position that applies to a future period and so will not be recognized as an
inflow of resources (revenue) until that time. The School reports the following deferred
inflow of resources related to pensions, when applicable: differences between expected and
actual experience, differences between projected and actual investment earnings, and changes
in proportion of the net pension liability (asset). The School also reports deferred inflows of
resources relating to grants designated for future periods.

Income Taxes
The School is a not-for-profit school that is exempt from federal income taxes under the
Internal Revenue Code, classified by the Internal Revenue Service as other than a private

foundation and is similarly exempt from state income taxes.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets, deferred outflows of resources,
liabilities, and deferred inflow of resources as well as 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.

Grants

The School receives awards and financial assistance through state and private agencies. The
expenditure of funds received under these programs generally requires compliance with
terms and conditions specified in the grant agreements and is subject to audit by the grantor
agencies. Any disallowed claims resulting from such audits could become a liability of the
General Purpose School Fund or Federal and State Grants Fund. However, in the opinion of
management, any such disallowed claims should not have a material adverse effect on the
overall financial position of the School.
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Fair Value of Financial Instruments

The carrying value of cash and cash equivalents, receivables, accounts payable, and accrued
liabilities approximate fair value because of the short maturity of these instruments. The fair
value of long-term debt approximates the carrying value as actual interest rates approximate
market rates.

Interfund Balances

Transactions which constitute reimbursement of expenditures initially made from a fund,
which are properly applicable to another fund, are recorded as expenditures, as appropriate,
in the reimbursing fund and as reductions of expenditures in the fund that is reimbursed.

Interfund balance of $54,655 between the General Purpose School Fund and the Federal and
State Grants Fund represents grant expenditures made by the General Purpose School Fund

in advance of grant receipts by the Federal and State Grants Fund.

Commitments, Contingencies, and Risk Management

The School is exposed to various risk of loss relating to torts, theft of, damage to, and
destruction of assets; errors or omissions; illness or injuries to employees; and natural
disasters. The School carries insurance for certain risks of loss. Since inception, settled
claims resulting from these risks have not exceeded commercial insurance coverage.

The School may become subject to various claims and legal actions, which arise in the
ordinary course of business. In the opinion of management, the ultimate resolution of such
matters should not have a material adverse effect on the School’s financial position or results
of operations, as of the date of these financial statements.

Continuing Activities

The School is dependent on certain significant contracts and grants for its continued
operations. These contracts and grants are from state, local, and other sources and are
subject to the School’s ability to fulfill the contract and grant requirements. Additionally, the
School’s receipt of such contracts and grants may also be contingent upon its ability to
maintain certain financial condition, cash flows, level of operations, payment of liabilities,
test scores, and academic standards. If a grantor agency finds that the School is not meeting
these requirements, the agency may not provide continuing funding, which would have a
material adverse impact on the School’s ability to continue its operations.
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DEPOSITS WITH FINANCIAL INSTITUIONS

The School does not have formal deposit policies that address its exposure to custodial credit
risk; however, the School does limit deposits to those instruments allowed by applicable
State laws. Deposits in financial institutions are required by State statute to be secured and
collateralized by such institutions. The collateral must meet certain requirements and must
have a total minimum market value of 105% of the value of the deposits placed in the
institutions less the amount covered by federal depository insurance. The School’s financial
institution participates in the State of Tennessee Collateral Pool. Banks participating in the
Collateral Pool determine the aggregate balance of their public fund accounts and the
required collateral. Collateral securities required to be pledged by the participating banks to
protect their public fund accounts are pledged to the State Treasurer on behalf of the bank
Collateral Pool. The securities pledged to protect these accounts are pledged in the aggregate
rather than against each individual account. The members of the pool may be required by
agreement to pay an assessment to cover any deficiency. Under this additional assessment
agreement, public fund accounts covered by the pool are considered to be insured for
purposes of credit risk disclosure.

CAPITAL ASSETS

Capital assets activity for governmental activities for the period was as follows:

Balance Additions/ Retirements/ Balance
June 30, 2019 Transfers In Transfers Out June 30, 2020

Land $ 860,000 $ - $ - $ 860,000
Building and improvements 3,656,664 - - 3,656,664
Furniture and equipment 135,151 - - 135,151
Computer equipment 130,423 - - 130,423
Construction in progress - - - -
Subtotal 4,728,238 - - 4,782,238
Accumulated depreciation _(_ 866,535) (119.900) - (_986.435)
Capital assets, net  $ 3,915,703 $(119,900) § - $ 3,795,803

Depreciation was charged to governmental activities as follows:

Student instruction and services $101,915
Administration 17,985
$119,900
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CAPITAL ASSETS - Continued

At June 30, 2020, net investment in capital assets is calculated as follows:

Capital assets, net $ 3,795,803

Long-term debt due within one year ( 139,044)

Long-term debt due in more than one year (3.294,277)
Net investment in capital assets $ 362,482

LINE-OF-CREDIT

The School has a $250,000 line-of-credit with a bank, which expires in October 2025. The
line-of-credit bears interest at the bank’s index rate plus 1%. The interest rate at June 30,
2020 was 4.25%. The line-of-credit is collateralized by substantially all the assets of the
School. As of June 30, 2020, there were no outstanding borrowings under the line-of-credit
and there was no activity on the line-of-credit during the year ended June 30, 2020.

LONG-TERM DEBT

In February 2017, the School entered into a $1,000,000 note payable agreement with the
Nonprofit Finance Fund (“NFF”) to finance a portion of the purchase and expansion of the
School’s facilities. The note bears interest at a fixed rate of 6.00% and is collateralized by
the School’s facilities. Interest only payments were due monthly beginning in April 2017
through November 2017. Beginning December 2017, principal and interest payments of
$7,164 are due monthly through February 2022. All remaining principal and interest is due
in February 2022. The outstanding balance of the note payable is $930,136 at June 30,
2020.

The outstanding NFF note payable contains (1) a provision that in an event of default, NFF
may declare the note outstanding to be immediately due and payable in whole together with
accrued interest and all other accrued fees and other obligations and (2) a provision that, if
necessary, NFF shall apply the proceeds of any sale or other disposition of the collateral in
the following order: first, to the payment of the expenses, fees and other amounts (including
the fees and expenses of NFF’s counsel) incurred by NFF in retaking, holding and preparing
any of the collateral for sale(s) or other disposition, in arranging for such sale(s) or other
disposition, and in actually selling or disposing of the same; second, toward repayment of
any amounts expended by NFF hereunder; and third, toward payment of the balance of the
obligations under the note payable in such order and manner as NFF, in its discretion, may
deem advisable. Any surplus remaining shall be delivered to the School or as a court of
competent jurisdiction may direct. If the proceeds are insufficient to pay the obligations
under the note payable in full, the School shall remain liable for any deficiency.
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LONG-TERM DEBT - Continued

In February 2017, the School issued a note payable for the principal sum of up to $2,720,000
to the Health and Educational Facilities Board of the Metropolitan Government of Nashville
and Davidson County, Tennessee (the “Issuer’’), which has been pledged and assigned to the
holder of the Issuer’s Educational Facilities Revenue Bond (Purpose Preparatory Academy,
Inc.) Series 2017. The proceeds from the note were used to finance a portion of the purchase
and expansion of the School’s facilities. The note bore interest at a fixed rate of 2.945% per
annum, plus an additional fee of 0.634% beginning in April 2018, which was triggered as a
result of the decrease in the federal corporate tax rate in fiscal year 2018. In May 2020, the
interest rate was amended to 3.16%. The note is collateralized by the School’s facilities and
any improvements thereon. Interest only payments were due monthly beginning in February
2017 through January 2018. Beginning February 2018, principal and interest payments are
due in equal monthly installments until maturity in January 2038. The outstanding balance
of the note payable is $2,503,185 at June 30, 2020.

The outstanding Bond Series 2017 contains (1) a provision that in an event of default, the
holder, by written notice declare all installments of principal together with accrued interest
and all other accrued fees and expenses for the remainder of the term to be immediately due
and payable and (2) a provision that any amounts collected shall be paid to the holder and
applied to the payment of, first, any costs, expenses and fees incurred by the holder as a
result of taking such action; second, any overdue interest on the note payable; third, any
overdue principal of the note payable; fourth, the outstanding principal balance of the note
payable; and fifth, if payment of the note payable shall have been made, all remaining
moneys shall be paid as required by law.

On April 30, 2020, the School received funding from the Paycheck Protection Program
(“PPP”) loan in the amount of $484,638, which it applied for in response to the economic
impact from the COVID-19 pandemic (see Note K). Interest accrues at a fixed rate of 1% and
the loan matures in April 2022. The loan is subject to forgiveness if it is utilized for
expenditures, such as certain payroll, rent, and utility costs, during a 24-week covered period.
Loan payments are deferred until the Small Business Administration (“SBA”) determines the
amount of forgiveness and remits to the lender. However, if the borrower does not apply for
forgiveness within 10 months after the last day of the covered period, monthly principal and
interest payments will be required at that 10™ month. The School utilized the loan proceeds
for purposes that qualify the loan for forgiveness and management expects the loan to
ultimately be forgiven in fiscal year 2021. The final guidelines have not been issued;
therefore, the amount of the forgiveness cannot be determined at this time. The balance of the
note payable at June 30, 2020 was $484,638.

The outstanding PPP loan contains a provision that in an event of default, the lender, without
notice or demand and without giving up any of its rights, the lender may: require immediate
payment of all amounts owing under the PPP loan; collect all amounts owing from any
borrower or guarantor; file suit and obtain judgment; take possession of any collateral; or
sell, lease, or otherwise dispose of, any collateral at public or private sale, with or without
advertisement.
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The loan agreements also require the School to comply with certain financial covenants. As
of June 30, 2020, the School was in compliance with these financial covenants.

The following is a summary of changes in the School’s long-term debt and line-of-credit for
governmental activities for the year ended June 30, 2020:

Balance Balance
June 30, 2019 Additions Payments June 30, 2020
Note payable - NFF $ 959342 § - $( 29,206) $ 930,136
Note payable - Bond
Series 2017 2,600,416 - ( 97,231) 2,503,185
Note Payable - PPP - 484,638 - 484,638

Total notes payable $3,559,758 § 484,638 $(126,437) $3,917,959

Line-of-credit $ - $ - $ - $ -

A summary of estimated annual principal and interest/fees requirements of all notes payable
follows:

Year Ending June 30, Interest/Fees Principal
2021 $ 133,350 $ 139,044
2022 118,617 1,495,002
2023 71,410 115,012
2024 67,856 118,566
2025 63,816 122,606
2026 - 2030 256,777 675,334
2031 - 2035 139,563 792,547
2036 - 2038 19,637 459.848

§ 871,026 $3.917,959
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LEASING ARRANGEMENTS

The School leases certain office equipment under lease agreements that require the School to
pay a base rent plus an additional fee, which varies based on actual usage of the equipment.
The lease agreements are non-cancelable. The School’s rent expense, including usage fees,
for the year ended 2020 totaled $41,269. A summary of future minimum lease payments is as
follows:

Year Ending June 30, Amount
2021 $16,059
2022 16,059
2023 8,831
2024 4415
$45,364
FUND BALANCES

The General Purpose School Fund includes fund balance amounts presented as nonspendable
totaling $4,565 as they are not in spendable form and restricted totaling $45,385 as they are
related to the TCRS Stabilization Reserve Trust (See Note J).

CONCENTRATIONS

The School received approximately 80% of its funding for operations from Metropolitan
Nashville Public Schools (“MNPS”) based on the State of Tennessee’s BEP. BEP funding is
designated to schools based on student attendance. Gross BEP funding for the period ended
June 30, 2020, was $3,827,849. Outside fundraising for capital needs is on-going since the
charter school agreement with MNPS does not include an allocation for capital expenditures.
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PENSION PLANS

The School, similar to MNPS and all Tennessee Public Charter Schools in the MNPS
System, participates in the following three defined benefit pension plans (collectively the
“Pension Plans”):

Certificated Employees

Tennessee Consolidated Retirement System (“TCRS”):
Teacher Legacy Pension Plan
Teacher Retirement Plan (collectively the “TCRS Plans™)

Non-Certificated Employees
Metropolitan Government of Nashville and Davidson County, Tennessee
(the “Metropolitan Government”):
Metro Pension Plan of the Metropolitan Employees Benefit Trust
(the “Metro Plan”)

For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information about the
fiduciary net position of the Pension Plans and additions to/deductions from fiduciary net
position have been determined on the same basis as they are reported by the TCRS and the
Metropolitan Government. For this purpose, benefits (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms of
the Pension Plans. Investments are reported at fair value.

(I)  TCRS Plans

(A)  General Information - TCRS Plans

Description of the TCRS Plans

The TCRS was created by state statute under Tennessee Code Annotated Title 8, Chapters
34-37. The TCRS Board of Trustees is responsible for the proper operation and
administration of all employer pension plans in the TCRS. The Tennessee Treasury
Department, an agency in the legislative branch of state government, administers the plans
of the TCRS. The TCRS issues a publicly available financial report that can be obtained at
https://treasury.tn.gov/Retirement/Boards-and-Governance/Reporting-and-Investment-
Policies.

Teachers employed by the School with memberships in TCRS before July 1, 2014 are
provided with pensions through the Teacher Legacy Pension Plan, a cost sharing multiple-
employer pension plan administered by the TCRS. The Teacher Legacy Pension Plan closed
to new membership on June 30, 2014, but will continue providing benefits to existing
members and retirees. Beginning July 1, 2014, the Teacher Retirement Plan became
effective for teachers employed by Local Education Agencies (LEAs) after June 30, 2014.
The Teacher Retirement Plan is a separate cost-sharing, multiple-employer defined benefit
plan.
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Benefits Provided

Tennessee Code Annotated Title 8, Chapters 34-37 establishes the benefit terms and can be
amended only by the Tennessee General Assembly.

Teacher Legacy Pension Plan

Members of the Teacher Legacy Pension Plan are eligible to retire with an unreduced benefit
at age 60 with 5 years of service credit or after 30 years of service credit regardless of age.
Benefits are determined by a formula using the member’s highest five consecutive years
average compensation and the member’s service credit. A reduced early retirement benefit is
available at age 55 if vested. Members are vested with five years of service credit. Service
related disability benefits are provided regardless of length of service. Five years of service is
required for non-service related disability eligibility. The service related and non-service
related disability benefits are determined in the same manner as a service retirement benefit
but are reduced 10 percent and include projected service credits. A variety of death benefits
are available under various eligibility criteria. Member and beneficiary annuitants are entitled
to automatic cost of living adjustments (COLAs) after retirement. A COLA is granted each
July for annuitants retired prior to the 2" of July of the previous year. The COLA is based on
the change in the consumer price index (CPI) during the prior calendar year, capped at 3
percent, and applied to the current benefit. No COLA is granted if the change in the CPI is
less than one-half percent. A one percent COLA is granted if the CPI change is between
one-half percent and one percent. A member who leaves employment may withdraw their
employee contributions, plus any accumulated interest.

Teacher Retirement Plan

Members of the Teacher Retirement Plan are eligible to retire with an unreduced benefit at
age 65 with 5 years of service credit or pursuant to the rule of 90 in which the member’s age
and service credit total 90. Benefits are determined by a formula using the member’s highest
five consecutive years average compensation and the member’s years of service credit. A
reduced early retirement benefit is available at age 60 and vested or pursuant to the rule of
80. Members are vested with five years of service credit. Service related disability benefits
are provided regardless of length of service. Five years of service is required for non-service
related disability eligibility. The service related and non-service related disability benefits are
determined in the same manner as a service retirement benefit but are reduced 10 percent and
include projected service credits. A variety of death benefits are available under various
eligibility criteria. Member and beneficiary annuitants are entitled to automatic COLAs after
retirement. A COLA is granted each July for annuitants retired prior to the 2" of July of the
previous year. The COLA is based on the change in the CPI during the prior calendar year,
capped at 3 percent, and applied to the current benefit. No COLA is granted if the change in
the CPI is less than one-half percent. A one percent COLA is granted if the CPI change is
between one-half percent and one percent. A member who leaves employment may withdraw
their employee contributions, plus any accumulated interest.
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Under the Teacher Retirement Plan, benefit terms and conditions, including COLAs, can be
adjusted on a prospective basis. Moreover, there are defined cost controls and unfunded
liability controls that provide for the adjustment of benefit terms and conditions on an
automatic basis.

Contributions

Contributions for teachers are established in the statutes governing the TCRS and may only
be changed by the Tennessee General Assembly (or by automatic cost controls set out in law
for the Teacher Retirement Plan). Teachers contribute 5 percent of salary. LEAs make
employer contributions at the rate set by the Board of Trustees as determined by an actuarial
valuation. By law, employer contributions for the TCRS Plans are required to be paid. The
TCRS may intercept the state shared taxes of the sponsoring governmental entity of the LEA
if the required employer contributions are not remitted.

Teacher Legacy Pension Plan

Employer contributions by the School for the year ended June 30, 2020 to the Teacher
Legacy Pension Plan were $21,137, which is 10.63 percent of covered payroll. The employer
rate, when combined with member contributions, is expected to finance the costs of benefits
earned by members during the year, the cost of administration, as well as an amortized
portion of any unfunded liability.

Teacher Retirement Plan

Per the statutory provisions governing the TCRS, the employer contribution rate cannot be
less than 4 percent, except in years when the maximum funded level, as established by the
TCRS Board of Trustees, is reached. Employer contributions by the School for the year
ended June 30, 2020 to the Teacher Retirement Plan were $20,893, which is 2.03 percent of
covered payroll. The employer rate, when combined with member contributions, is expected
to finance the costs of benefits earned by members during the year, the cost of
administration, as well as an amortized portion of any unfunded liability.
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(B)  Pension Liabilities (Assets) - TCRS Plans

Pension Liability (Asset)

Teacher Legacy Pension Plan

At June 30, 2020, the School reported an asset of $(46,554) for its proportionate share of the
net pension liability (asset). The net pension liability (asset) was measured as of June 30,
2019, and the total pension liability used to calculate the net pension liability (asset) was
determined by an actuarial value as of that date. The School’s proportion of the net pension
liability (asset) was based on the School’s share of contributions to the pension plan relative
to the contributions of all participating LEAs. At the measurement date of June 30, 2019, the
School’s proportion was 0.004528 percent. The proportion measured as of June 30, 2018 was
0.007015 percent.

Teacher Retirement Plan

At June 30, 2020, the School reported an asset of $(66,660) for its proportionate share of the
net pension liability (asset). The net pension liability (asset) was measured as of June 30,
2019, and the total pension liability used to calculate the net pension liability (asset) was
determined by an actuarial value as of that date. The School’s proportion of the net pension
liability (asset) was based on the School’s share of contributions to the pension plan relative
to the contributions of all participating LEAs. At the measurement date of June 30, 2019, the
School’s proportion was 0.118089 percent. The proportion measured as of June 30, 2018
was 0.120612 percent.

Actuarial assumptions

Teacher Legacy Pension Plan and Teacher Retirement Plan

The total pension liability (asset) in the June 30, 2019 actuarial valuation was determined
using the following actuarial assumptions, applied to all periods included in the
measurement:

Inflation 2.5 percent

Salary increases Graded salary ranges from 8.72 to 3.44 percent
based on age, including inflation, averaging 4.00
percent

Investment rate of return 7.25 percent, net of pension plan investment
expenses, including inflation

Cost-of-living adjustment 2.25 percent
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Mortality rates are customized based on actual experience including an adjustment for some
anticipated improvement.

The actuarial assumptions used in the June 30, 2019 actuarial valuation were based on the
results of an actuarial experience study performed for the period July 1, 2012 through
June 30, 2016. The demographic assumptions were adjusted to more closely reflect actual
and expected future experience.

The long-term expected rate of return on pension plan investments was established by the
TCRS Board of Trustees in conjunction with the June 30, 2016 actuarial experience study. A
blend of future capital market projections and historical market returns was used in a
building-block method in which a best-estimate of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) is developed for
each major asset class. The best-estimates are combined to produce the long-term expected
rate of return by weighting the expected future real rates of return by the target asset
allocation percentage and by adding inflation of 2.5 percent. The best-estimates of geometric
real rates of return and the TCRS investment policy target asset allocation for each major
asset class are summarized in the following table:

Long-Term Expected Target

Asset Class Real Rate of Return Allocation
U.S. equity 5.69% 31.00%
Developed market international equity 5.29% 14.00%
Emerging market international equity 6.36% 4.00%
Private equity and strategic lending 5.79% 20.00%
U.S. fixed income 2.01% 20.00%
Real estate 4.32% 10.00%
Short-term securities 0.00% 1.00%

100.00%

The long-term expected rate of return on pension plan investments was established by the
TCRS Board of Trustees as 7.25 percent based on a blending of the factors described above.
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Discount rate
Teacher Legacy Pension Plan and Teacher Retirement Plan

The discount rate used to measure the total pension liability was 7.25 percent. The projection
of cash flows used to determine the discount rate assumed that employee contributions will
be made at the current rate and that contributions from all the LEAs will be made at the
actuarially determined contribution rate pursuant to an actuarial valuation in accordance with
the funding policy of the TCRS Board of Trustees and as required to be paid by state statute.
Based on those assumptions, the pension plan’s fiduciary net position was projected to be
available to make projected future benefit payments of current active and inactive members.
Therefore, the long-term expected rate of return on pension plan investments was applied to
all periods of projected benefit payments to determine the total pension liability.

(Il.)  Metro Plan
(A)  General Information - Metro Plan

Plan Description

The Metro Plan is established under the authority of the Metropolitan Charter, Article XIII.
Approval of the Metropolitan Council is required to establish and amend benefit provisions.
Article XIII also required that the pension plan be actuarially sound. Administrative costs of
the plan are financed through plan assets. The plan is managed by the Metropolitan
Employee Benefit Board, an independent board created by the Metropolitan Charter. The
Board is composed of ten members as follows: Finance Director, Human Resources Director,
three members appointed by the Mayor, and five members selected by the employees and
retirees of the Metropolitan Government. Additional information about the Metro Plan can
be found in the publicly available comprehensive annual financial report of the Metropolitan
Government. That report may be obtained at www.nashville.gov.
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Benefits Provided

As of July 1, 1995, Division B of the Metro Plan was established for all non-certificated
employees of the Metropolitan Nashville Public Schools, including charter schools, and all
other Metro Government employees. Employees with an effective hire date of July 1, 1995
or later are only eligible to participate in Division B of the Metro Plan.

Normal retirement for the School’s employees participating in the Metro Plan occurs at the
unreduced retirement age which is the earlier of (a) the date when the employee’s age plus
the completed years of credited service equals 85, but not before age 60; or (b) the date when
the employee reaches age 65 and completes 5 years of credited employee service. The
lifetime monthly benefit is calculated as 1/12 of the sum of 1.75 percent of average earnings
based upon the previous 60 consecutive months of credit service, which produce the highest
earnings. Benefits fully vest on completing 5 years of service for employees employed on or
between October 1, 2001 and December 31, 2012 who vest before leaving employment.
Benefits fully vest on completing 10 years of service for employees and non-vested
employees hired or rehired on or after January 1, 2013. An early retirement option, with
reduced benefits, is available for retired employees if the termination occurs prior to the
eligibility under normal retirement but after age 50 and after the completion of 10 years of
credited employee service.

All assets of the Metropolitan Employees’ Benefit Trust Fund may legally be used to pay
benefits to any plan members or beneficiaries.

Contributions

The funding policy is to provide for periodic contributions at actuarially determined rates that
are designed to accumulate sufficient assets to pay benefits when due. All funding is
provided under an actuarially recommended employee contribution rate of 12.340 percent for
the non-certificated employees of the Metropolitan Nashville Public Schools, including
charter schools, and all other Metropolitan Government Employees. The School’s
contributions to the plan for the year ended June 30, 2020 were $76,915.
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(B)  Pension Liabilities - Metro Plan

Pension Liability

The School reported a liability of $212,065 for its proportionate share of the net pension
liability. The net pension liability was measured as of June 30, 2020, and the total pension
liability used to calculate the net pension liability was determined by an actuarial valuation as
of July 1, 2019. The School’s proportion of the net pension liability was based on the
School’s share of contributions to the pension plan during the year ended June 30, 2020
relative to all contributions for 2020. At the June 30, 2020 measurement date, the School’s
proportionate share was 0.097815 percent. The proportionate share was 0.064102 percent as
of June 30, 2019.

Actuarial assumptions

The total pension liability was determined by an actuarial valuation as of July 1, 2019.
Actuarial assumptions are summarized below:

Inflation 2.5 percent

Salary increases 4.0 percent

Investment rate of return 7.25 percent, net of pension plan investment
expenses, including inflation

Cost-of-living adjustment 1.25 percent

Mortality rates were based on the 115% RP-2014 Blue Collar Table (projected to 2023 using
Scale MP-17), as determined by the period actuarial experience study. The actuarial
assumptions used in the July 1, 2019 valuation were based on the results of an actuarial
experience study for the period 2012 to 2017.

The long-term expected rate of return on pension plan investments was established in
conjunction with the most recent actuarial experience study completed February 20, 2018, by
considering the following three techniques: (1) the 20-year historical return of the Metro
Open Plan at June 30, 2017, (2) the historical market returns of asset classes from 1926 to
2017, and (3) capital market projections that were utilized as a building-block method in
which best-estimate ranges of expected future real rate of return (expected returns, net of
pension plan investment expense and inflation) are developed for each major asset class. The
blended capital market projection established the long-term expected rate of return by
weighting the expected future real rate of return by the target asset allocation percentage and
by adding inflation of 2.5 percent.
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The target allocation and best estimates of arithmetic real rates of return for each major asset
class are summarized in the following table:

Long-Term Expected Target

Asset Class Real Rate of Return Allocation
U.S equity 5.10% 24.00%
International equity 5.30% 16.00%
Private equity 7.90% 10.00%
Equity hedge 7.90% 10.00%
Real estate 4.90% 10.00%
Core plus fixed income 2.30% 20.00%
Fixed income alternatives 2.70% 10.00%

100.00%

Discount Rate

The discount rate used to measure the total pension liability was 7.25 percent. Based on the
Metro Plan assumptions and funding policy, the fiduciary net position for the plan was
projected to be available to make all projected future benefit payments to current members.
Therefore, the long-term expected rate of return on investments was applied to all periods of
projected benefit payments to determine the total pension liability.

(III.)  Pension Liabilities (Assets), Pension Expense, and Deferred Outflows of Resources
and Deferred Inflows of Resources Related to Pensions - Pension Plans

Pension Liabilities (Assets)

The School reports the following net pension liability (asset) as of June 30, 2020:

TCRS Legacy Plan $( 46,554)

TCRS Retirement Plan (_66.660)
Net pension asset $(113,214)

Metro Plan $212,065
Net pension liability $ 212,065
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Sensitivity of the proportionate share of net pension liability (asset) to changes in the
discount rate

The following presents the School’s proportionate share of the net pension liability (asset)
calculated using the discount rate of 7.25 percent, as well as what the School’s proportionate
share of the net pension liability (asset) would be if it were calculated using a discount rate
that is 1-percentage-point lower (6.25 percent) or 1-percentage-point higher (8.25 percent)
than the current rate:

Current
1% Decrease  Discount Rate 1% Increase
(6.25%) (7.25%) (8.25%)
Proportionate share of the net
pension liability (asset):

TCRS Legacy Plan $ 95,190 $( 46,554) $(159,309)
TCRS Retirement Plan 21,120 ( 66,660) (131,546)
Metro Plan 591.104 212,065 (130,263)
Total $707.414 $ 98,851 $(421.118)

Pension Plan Fiduciary Net Position

Detailed information about the Pension Plans’ respective fiduciary net position is available in
separately issued TCRS and Metropolitan Government financial reports.

Pension Expense

For the year ended June 30, 2020, the School recognized pension expense (negative pension
expense) as follows:

TCRS Legacy Plan $( 9,286)

TCRS Retirement Plan 674

Metro Plan 26.678
$ 18,066
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Deferred Outflows of Resources and Deferred Inflows of Resources

For the year ended June 30, 2020, the School reported deferred outflows of resources and
deferred inflows of resources related to pensions from the following sources:

Deferred Deferred
Outflows Inflows
of Resources of Resources
Differences between expected and
actual experience
TCRS Legacy Plan $ 2,267 $ 28,436
TCRS Retirement Plan 2,764 11,637
Metro Plan 48,637 49,597
Changes in assumptions
TCRS Legacy Plan 6,273 -
TCRS Retirement Plan 2,316 -
Metro Plan 63,547 -
Net difference between projected
and actual earnings on pension plan
investments
TCRS Legacy Plan - 13,302
TCRS Retirement Plan - 2,818
Metro Plan - 53,499
Changes in proportion of net pension
liability (asset)
TCRS Legacy Plan 27,490 29,546
TCRS Retirement Plan 2,788 218
Metro Plan 77,784 -
Contributions subsequent to the
measurement date of June 30, 2019
TCRS Legacy Plan 21,137 N/A
TCRS Retirement Plan 20,893 N/A
Metro Plan (June 30, 2020
measurement date) N/A N/A
Total $275,896 $189,053

The School’s employer contributions of $42,030 reported as pension related deferred
outflows of resources, subsequent to the measurement date, will be recognized as a reduction
(increase) to the net pension liability (asset) in the year ended June 30, 2021. Other amounts
reported as deferred outflows of resources and deferred inflows of resources related to
pensions will be recognized in pension expense as follows:
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TCRS TCRS
Legacy Retirement Metro
Year Ended June 30, Plan Plan Plan Total

2021 $( 3,489) $(1,194) $(37,892) $(42,575)
2022 (22,415) (1,625) 3,505 (20,535)
2023 ( 5,330) ( 835) 26,118 19,953
2024 ( 4,020) ( 432) 42,761 38,309
2025 - ( 317) 28,242 27,925
Thereafter - (2,402) 2