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Brenda A. Pawlowski, CPA, CFE Kimberly A. Dorchak, CPA, CGFM

Independent Auditors’ Report

To the Board of Directors of
The Challenge Program, Inc.
Johnstown, Pennsylvania

Report on the Audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of The Challenge Program, Inc. (a nonprofit
organization), which comprise the statements of financial position as of June 30, 2026 and 2025, and the
related statements of activities, functional expenses, and cash flows for the years then ended, and the
related notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of The Challenge Program, Inc. as of June 30, 2026 and 2025, and the changes in its net
assets and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Our responsibilities under those standards are further described in the Auditors’ Responsibilities
Jor the Audit of the Financial Statements section of our report. We are required to be independent of The
Challenge Program, Inc. and to meet our other ethical responsibilities in accordance with the relevant
ethical requirements relating to our audit. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about The Challenge Program, Inc.’s
ability to continue as a going concern within one year after the date that the financial statements are
available to be issued.
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Auditors’ Responsibilities for the Audit of the Financial Statements

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

In performing an audit in accordance with generally accepted auditing standards, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

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

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of The Challenge Program, Inc.’s internal control. Accordingly, no
such opinion is expressed.

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

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

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

%sbé.\) CPAC s QMb’L\nlS—L}v(.—D' C.

Kotzan CPA & Associates, P.C.
Johnstown, Pennsylvania
September 29, 2026



Assets

Current assets:
Cash and cash equivalents
Governmental receivables
Accounts receivable
Prepaid expenses

Total current assets

Property and equipment
Less: accumulated depreciation
Net property and equipment

Total assets

Liabilities and Net Assets

Current liabilities:
Accounts payable
Student awards payable
Accrued payroll and liabilities
Deferred revenue

Total current liabilities
Total liabilities

Net assets:
Without donor restriction

Total net assets

Total liabilities and net assets

The Challenge Program, Inc.
Statements of Financial Position
June 30, 2026 and 2025

2026

$ 1,121,240
0

10,200
18,654

1,150,094

108,356

(67,947)
40,409

51190503

$ 14,399
278,000
64,912
256,000

613,311

613,311

577,192
577,192

§ 1,190,503

See accompanying notes to financial statements.
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2025

$ 1,313,559
130,889

200

16,522

1,461,170

101,638

(63,886)
37,752

5 1498920

$ 8,902
288,000
86,093
205,000

587,995

587,995

910,927
910,927

$ 1,498,922



The Challenge Program, Inc.
Statements of Activities
For the Years Ended June 30, 2026 and 2025

2026
Support and Revenue
Contributions for general operations $ 1,076,479
Contributions for students 423,900
Contributions - in-kind 17,496
Foundation grants 33,022
Total support 1,550,897
Special events revenue 82,901
Less: Costs of direct benefits to donors (53,872)
Net revenues from special events 29,029
Interest income 35,015
Other revenue 4,800
Total support and revenue 1,619,741
Expenses
Program services 1,242,654
General and administration 160,531
Fundraising 550,291
Total expenses 1,953,476
Change in net assets (333,735)
Net assets, beginning of year 910,927
Net assets, end of year $§ 577,192

See accompanying notes to financial statements.
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$

2025

1,257,226
450,400
17,496

9,000

1,734,122

178,153

(80,546)
97,607

55,131

3,600

1,890,460

1,223,936
135,022

422,388

1,781,346

109,114

801,813

$

910,927



The Challenge Program, Inc.
Statement of Functional Expenses
For the Year Ended June 30, 2026

Program General and
Services Administration Fundraising Total

Salaries and wages $ 552,129 $ 92,044 $ 350,130 $ 994,303
Payroll taxes 42,054 6,759 26,283 75,096
Employee benefits 78,285 12,582 48,929 139,796
Travel expense 44,172 7,099 27,607 78,878
Meals and entertainment 3,478 8,116 11,595 23,189
Office supplies 10,383 1,669 6,490 18,542
Telephone 9,803 1,575 6,127 17,505
Postage and delivery 859 138 537 1,534
Student awards 426,930 0 0 426,930
Rent 36,156 5,811 22,598 64,565
Contracted services 1,602 257 22,201 24,060
Depreciation 9,152 1,471 5,720 16,343
Recruiting expense 9,148 2,586 2,886 14,620
Bank service charges 0 0 2,947 2,947
Insurance 0 6,585 0 6,585
Fundraising software maintenance 0 0 1,200 1,200
Audit and accounting 0 11,632 0 11,632
Licenses and fees 0 250 0 250
Minor equipment 3,786 609 2,367 6,762
Dues and subscriptions 10,515 0 10,515 21,030
Meetings and seminars 2,415 388 1,509 4,312
General marketing 1,787 960 650 3,397

$ 1,242,654 $ 160,531 $ 550,291 $ 1,953,476

See accompanying notes to financial statements.
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The Challenge Program, Inc.
Statement of Functional Expenses
For the Year Ended June 30, 2025

Program General and
Services Administration Fundraising Total
Salaries and wages $ 541,892 $ 77,584 $ 274,720 $ 894,196
Payroll taxes 42,670 5,596 21,685 69,951
Employee benefits 68,052 8,925 34,584 111,561
Travel expense 34,517 4,527 17,542 56,586
Meals and entertainment 2,646 6,175 8,821 17,642
Office supplies 11,398 1,495 5,792 18,685
Telephone 10,257 1,345 5,212 16,814
Postage and delivery 836 110 425 1,371
Student awards 452,003 0 0 452,003
Rent 37,744 4,950 19,182 61,876
Contracted services 1,739 228 15,683 17,650
Depreciation 5,734 752 2914 9,400
Recruiting expense 1,399 5,000 1,399 7,798
Bank service charges 0 0 3,855 3,855
Insurance 0 6,424 0 6,424
Fundraising software maintenance 0 0 1,557 1,557
Audit and accounting 0 11,130 0 11,130
Licenses and fees 0 250 0 250
Minor equipment 2,203 289 1,119 3,611
Dues and subscriptions 6,959 0 6,960 13,919
Meetings and seminars 1,846 242 938 3,026
General marketing 2,041 0 0 2,041

$ 1,223,936 $ 135,022 § 422388 $ 1,781,346

See accompanying notes to financial statements.
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The Challenge Program, Inc.
Statements of Cash Flows

For the Years Ended June 30, 2026 and 2025

Cash flows from operating activities
Increase (decrease) in net assets
Reconciliation of increase (decrease) in net assets to
net cash provided by (used in) operating activities:

Depreciation expense
Amortization of right-of-use assets

(Increase) decrease in operating assets:
Receivables
Prepaid expenses

Increase (decrease) in operating liabilities:
Payables
Accrued payroll
Deferred revenue

Operating lease liability
Net cash provided by (used in) operating activities

Cash flows from investing activities

Purchase of capital assets

Sale of investments

Net cash provided by (used in) investing activities
Net increase (decrease) in cash
Cash and cash equivalents, beginning

Cash and cash equivalents, ending

2026 2025

$ (333,735) $ 109,114
16,343 9,400

0 (2,473)

120,889 147,753
(2,132) 10,537
(4,503) (16,336)
(21,181) 11,696
51,000 (247,625)

0 1,154
(173,319) 23,220
(19,000) (19,000)

0 543,172

(19,000) 524,172
(192,319) 547,392
1,313,559 766,167

$ 1,121,240 $1,313,559

See accompanying notes to financial statements.
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The Challenge Program, Inc.
Notes to Financial Statements
June 30,2026 and 2025

Note 1 — Nature of Activities

The Challenge Program, Inc. (the Organization) is a nonprofit organization whose mission is to motivate
high school students to develop the habits required to succeed in school and in their careers by building
business/education partnerships. The Organization contributes to workforce and economic development
by connecting business and education to achieve a common objective: the development of a skilled and
motivated future workforce. The Organization provides monetary incentives to high school students in
five award categories: Work Ethic, STEM (Science, Technology, Engineering and Math), Community
Impact, Improvement, and Excellence. The program benefits students from numerous schools in
Pennsylvania, Ohio, and West Virginia. These activities are funded primarily by individual and corporate
partnerships and grant programs.

Note 2 — Summary of Significant Accounting Policies

Basis of Accounting

The accompanying financial statements have been prepared on the accrual basis of accounting and are
presented in accordance with accounting principles generally accepted in the United States of America.
Accordingly, certain revenues are recorded when the services are rendered rather than received, and
certain expenses are recorded when incurred rather than paid.

Use of Estimates

In preparing the financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the date of the financial statements, and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from
these estimates.

Financial Statement Presentation

The financial statements of the Organization have been prepared in accordance with accounting principles
generally accepted in the United States of America, which require The Challenge Program, Inc. to report
information regarding its financial position and activities according to the following net asset
classifications:

Net assets without donor restrictions: Net assets that are not subject to donor-imposed
restrictions and may expended for any purpose in performing the primary objectives of the
Organization. These net assets may be used at the discretion of the Organization’s
management and the board of directors.

Net assets with donor restrictions: Net assets subject to stipulations imposed by donors and
grantors. Some donor restrictions are temporary in nature; those restrictions will be met by
actions of the Organization or by the passage of time. Other donor restrictions are perpetual
in nature, whereby the donor has stipulated the funds be maintained in perpetuity.



The Challenge Program, Inc.
Notes to Financial Statements
June 30, 2026 and 2025

Donor restricted contributions are reported as increases in net assets with donor restrictions.
When a restriction expires, net assets are reclassified from net assets with donor restrictions
to net assets without donor restrictions in the statement of activities.

Contributions

Contributions received are recorded as net assets without donor restrictions or net assets with donor
restrictions, depending on the existence and/or nature of any donor-imposed restrictions. Contributions
that are restricted by the donor are reported as an increase in net assets without donor restrictions if the
restriction expires in the reporting period in which the contribution is recognized. All other donor
restricted contributions are reported as an increase in net assets with donor restrictions, depending on the
nature of the restriction. When a restriction expires (that is, when a stipulated time restriction ends or
purpose restriction is accomplished), net assets with donor restrictions are reclassified to net assets
without donor restrictions and reported in the statement of activities as net assets released from
restrictions.

Cash and Cash Equivalents — Concentration of Credit Risk

For purposes of the statement of cash flows, the Organization considers all highly liquid investments
available for current use with an initial maturity of three months or less to be cash equivalents.

At various times during the period, the Organization’s cash in bank balances may exceed the federally
insured limits of $250,000 per institution. The Organization has not experienced any losses in such
accounts, and management believes they are not exposed to any significant credit risk related to its cash
and cash equivalents.

Revenue Recognition

The Organization recognizes contributions when cash or an unconditional promise to give is received.
Conditional contributions — that is, those with a measurable performance or other barrier and a right of
return - are not recognized until the conditions on which they depend have been met.

Consequently, at June 30, 2026 and 2025, contributions of $256,000 and $205,000, respectively, have not
been recognized in the accompanying statement of activities because the condition(s) on which they
depend have not been met. Most of the Organization’s revenue is derived from individual and corporate
partnerships and grants that require The Challenge Program, Inc. to provide services such as access to
future workforce, public relations, marketing, and administration of student award programs on behalf of
the donors.

A portion of the Organization’s revenue is derived from cost-reimbursable state contracts and grants,
which are conditioned upon certain performance requirements and/or the incurrence of allowable
qualifying expenses. Amounts received are recognized as revenue when the Organization has incurred
expenditures in compliance with specific contract or grant provisions.
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The Challenge Program, Inc.
Notes to Financial Statements
June 30,2026 and 2025

The Organization records special events revenue equal to the fair value of direct benefits to donors, and
contribution income for the excess received when the event takes place.

Governmental Receivables/Revenues

Government grant revenues are recognized when the Organization has incurred expenditures in
compliance with specific grant or contract provisions. Governmental receivables represent eligible
expenditures incurred by the Organization, but not yet received/reimbursed at June 30, 2026 and 2025.
The amounts receivable are as follows at June 30, 2026 and 2025:

Federal and State Government Grants: 2026 2025
CARES Act Employee Retention Credits $ 0 $130.889
$ 0 $130,889

Prepaid Expenses

Payments made to vendors for services that will benefit periods beyond June 30 are recorded as prepaid
items using the consumption method. A current asset for the prepaid amount is recorded at the time of the
purchase and an expense is reported in the year in which services are consumed. Prepaid items at June 30,
2026 and 2025 include prepaid insurance expense, software agreements, and rent.

Property and Equipment

Purchased property and equipment is capitalized at cost. Depreciation is provided on the straight-line
method over one to seven years for furniture, equipment, and software. Repairs and maintenance charges
which do not increase the useful lives of the assets are charged to operations as incurred. The
Organization does not maintain a formal capitalization threshold.

Donations of property and equipment are recorded as contributions at their estimated fair value at the date
of receipt, which is then treated as cost. Absent donor stipulations regarding how long those donated
assets must be maintained, the Organization reports expirations of donor restrictions when the donated or
acquired assets are placed in service. The Organization reclassifies net assets with donor restrictions to net
assets without donor restrictions at that time.

Leases

The Organization determines if an arrangement is or contains a lease at inception. Leases are included in
right-of-use (ROU) assets and lease liabilities in the statement of financial position. ROU assets and lease
liabilities reflect the present value of the future minimum lease payments over the lease term. Operating
lease expense is recognized on a straight-line basis over the lease term. The Organization does not report
ROU assets and lease liabilities for its short-term leases (leases with a term of 12 months or less). Instead,
the lease payments of those leases are reported as lease expense on a straight-line basis over the lease
term.
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The Challenge Program, Inc.
Notes to Financial Statements
June 30, 2026 and 2025

Deferred Revenue

Deferred revenue represents monies received from conditional contributions or grants that will be
recognized as revenue in future periods when services are performed. Deferred revenue consists of the
following at June 30, 2026 and 2025:

2026 2025
Corporate partnerships $ 256,000 $ 205,000
$ 256,000 $ 205,000

Income Taxes

The Challenge Program, Inc. is exempt from Federal income tax as an organization described in Section
501(c)(3) of the Internal Revenue Code; therefore, has made no provision for federal or state income
taxes in the accompanying financial statements. The Organization did not conduct unrelated business
activities during the years ended June 30, 2026 and 2025.

Fair Value Measurement

The Organization’s management believes the carrying values of all financial assets and liabilities at June
30, 2026 and 2025 approximate fair value.

Functional Allocation of Expenses

The costs of providing program and other activities have been summarized on a functional basis in the
statement of activities. Accordingly, certain costs have been allocated among the programs and
supporting services. Such allocations are determined by management on an equitable basis. Allocated
expenses include personnel costs and professional services, marketing, office expenses, and bank fees, as
well as building costs including insurance, maintenance, utilities, and depreciation. Personnel costs and
professional services are allocated based on estimates of time and effort. Office expenses, marketing, and
bank fees are allocated based on estimates of actual utilization, and building costs on estimates of square
footage and actual utilization.

Marketing Costs

Marketing costs are expensed as incurred. Marketing costs for the years ended June 30, 2026 and 2025
were $3,397 and $2,041 respectively.

Subsequent Events

In preparing these financial statements, the Organization has evaluated events and transactions for
potential recognition or disclosure through September 29, 2026, the date the financial statements were
available to be issued.
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The Challenge Program, Inc.
Notes to Financial Statements
June 30,2026 and 2025

Note 3 — Liquidity and Availability of Financial Assets

The following reflects the Organization’s financial assets as of June 30, 2026 and 2025 available to meet
general expenditures within one year:

June 30, 2026 June 30, 2025
Cash $ 1,121,240 $ 1,313,559
Receivables 10,200 131,089
Financial assets at year end 1,131,440 1,444,648
Less those unavailable for general expenditures
within one year, due to:
Restricted for student awards (278,000) (288,000)
Financial assets available to meet general
expenditures within one year $ 853,440 $ 1,156,648

As part of its liquidity management, The Challenge Program, Inc. strives to structure its financial assets to
be available as general expenditures, liabilities, and other obligations come due. The Organization also
maintains a line-of-credit available to meet cash flow needs in the amount of $150,000.

Note 4 — Property and Equipment

Property and equipment consist of the following major classifications:

Estimated Balance Balance
Class Life in years June 30, 2026 June 30, 2025
Furniture and equipment 3-7 $ 67,156 $ 70,818
Software 1-3 41,200 11,820
Assets in progress N/A 0 19,000
108,356 101,638
Less: accumulated depreciation (67,947) (63,886)

$ 40,409 $ 37,752

Depreciation expense was $16,343 and $9,400 for the years ended June 30, 2026 and 2025.

Note 5 — Compensated Absences

All full-time and part-time employees of the Organization are entitled to annual leave for each pay period
if the employee is on active, paid employment status for the entire pay period. Annual leave is earned
based on the employee’s length of service and position. Upon termination, employees will be
compensated for any earned, unused annual leave up to the termination date. The Organization has
accrued a current liability for compensated absences included in the Statement of Financial Position in
Accrued Payroll and Liabilities of $14,957 and $10,800 at June 30, 2026 and 2025, respectively.
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The Challenge Program, Inc.
Notes to Financial Statements
June 30,2026 and 2025

Note 6 — Retirement Plan

In June 2017, the Organization began participation in a Simple IRA retirement plan covering qualified
employees, as defined. The Organization can match the employee’s contribution up to a maximum of
three (but not less than one) percent or elect to contribute two percent of the eligible employee’s
compensation. For the years ended June 30, 2026 and 2025, the Organization contributed $23,432 and
$19,568, respectively.

Note 7 — Line-of-Credit

A $150,000 line-of-credit was established in 2011 with a local financial institution. As of June 30, 2026
and 2025, the line-of-credit had a $0 balance. There were no borrowings or repayments during years
ended June 30, 2026 and 2025. The line is secured by the assets of the Organization and had an interest
rate of 7.75% at June 30, 2026.

Note 8 — In-Kind Contributions

The Organization utilized office space in Pittsburgh rent-free for the years ended June 30, 2026 and 2025.
Management believes that the fair market value of the use of this space amounted to approximately
$17,496 for the years ended June 30, 2026 and 2025. The contributed space is used for all Organization
functions.

The fair market value of the rent-free office space was determined by the Organization. The
Organization’s determination of the market value was based on the rental cost per square foot of similar
facilities within the geographical area. The donated space has been reflected as contributions in-kind on
the statement of activities and is included in the rent expense on the statement of functional expenses.

Note 9 — Commitments and Contingencies

Grant Programs

The Organization receives state awards for specific purposes that are subject to review and audit by the
grantors or their representatives. The Organization is potentially liable for any expenditures which may be
disallowed under the terms and conditions of these grant programs. Management is not aware of any
items of noncompliance which would result in the disallowance of program expenses.
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