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Public Schools, a Texas non-profit corporation (the “Borrower”) pursuant to the terms of a Loan Agreement dated as of July 1, 2014 (the “Loan
Agreement”) between the Issuer and the Borrower.
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certain circumstances, out of amounts secured by the exercise of remedies provided in the Loan Agreement, the Bond Indenture and the
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promissory notes entitled to the benefit of the Master Indenture, the “Master Notes”). Neither the Bonds nor the Series 2014A Note is secured
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The Bonds are subject to redemption prior to maturity as described herein. See “THE BONDS — Redemption Provisions.”

The Borrower will use the Bond proceeds to (i) finance (a) the development of two new campuses, (b) the expansion and/or renovation of
facilities at four existing campuses, (c) the addition of a gymnasium at one existing campus, and (d) the purchase of a building currently leased
by the Borrower (collectively, the “Projects™); (ii) refinance certain bank loans; (iii) refund certain outstanding bonds issued for the benefit
of the Borrower; (iv) fund capitalized interest; and (v) pay a portion of costs of issuance for the Bonds. See “— The Projects” below. See
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“Charter Schools™), all pursuant to seven open-enrollment charter contracts with the Texas State Board of Education. See “APPENDIX B —
THE BORROWER AND THE CHARTER SCHOOLS.” The Borrower may not charge tuition and has no taxing authority.
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HOUSTON, IS OBLIGATED TO PAY THE PRINCIPAL OF OR INTEREST ON THE BONDS AND NEITHER THE FAITH AND CREDIT NOR
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HOUSTON, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE BONDS. HOWEVER, AN APPLICATION HAS
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Company (“DTC”), New York, New York, which will act as securities depository for the Bonds. Purchases of beneficial interests in the Bonds
will be made in book—entry only form and purchasers will not receive physical certificates representing the ownership interest in the Bonds
purchased by them. See “APPENDIX G — BOOK-ENTRY ONLY SYSTEM.”

This cover page contains certain information for quick reference only. It is not a summary of the issue. Investors must read
this entire Official Statement to obtain information essential to the making of an informed investment decision, and should pay
particular attention to the material under the caption “RISK FACTORS.”

The Bonds are offered when, as and if issued by the Issuer and received and accepted by the Underwriters and subject to the approval
of certain matters by the Attorney General of the State and an opinion as to legality by Andrews Kurth LLP, Houston, Texas, Bond Counsel.
Certain legal matters will be passed on by Bracewell & Giuliani LLP, as counsel to the Issuer; by Andrews Kurth LLP, Houston, Texas, as
counsel to the Borrower; by Haynes and Boone, LLP, as special tax counsel to the Borrower; and by McCall, Parkhurst & Horton L.L.P., Dallas,
Texas, as counsel to the Underwriters. It is expected that the Bonds will be available for delivery through the facilities of DTC on or about
July 15, 2014.

Raymond James Jefferies
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MATURITY SCHEDULE

CITY OF HOUSTON HIGHER EDUCATION FINANCE CORPORATION

$101,555,000
EDUCATION REVENUE AND REFUNDING BONDS
(HARMONY PUBLIC SCHOOLS) SERIES 2014A

$66,915,000 Serial Bonds

February 15 Principal Amount Interest Rate (%) Yield (%) CUSIP No.™
2015 $1,000,000 1.500 0.250 44237THAA3
2016 2,175,000 3.000 0.350 44237HABI1
2017 2,250,000 4.000 0.630 44237THACY9
2018 2,355,000 5.000 1.020 44237THAD7
2019 2,470,000 5.000 1.340 4423THAES
2020 2,605,000 5.000 1.670 4423THAF2
2021 2,735,000 5.000 1.950 44237THAGO
2022 2,885,000 5.000 2.200 44237HAHS8
2023 3,025,000 5.000 2.430 44237HAJ4
2024 3,190,000 5.000 2.600 44237HAK1
2025 3,350,000 5.000 2.740¢ 44237HAL9
2026 3,500,000 5.000 2.840¢ 4423THAM7
2027 3,455,000 5.000 2.940¢ 44237THANS
2028 3,890,000 5.000 3.050¢ 44237THAPO
2029 4,100,000 5.000 3.130¢ 44237HAQS
2030 4,310,000 5.000 3.200¢ 44237HARG6
2031 4,540,000 5.000 3.270¢ 44237HAS4
2032 4,770,000 5.000 3.330¢ 44237HAT?2
2033 5,025,000 5.000 3.390¢ 44237HAU9
2034 5,285,000 5.000 3.440¢ 44237THAV7

$34,640,000 Term Bonds

$19,025,000 Term Bond due February 15,2038; Rate 4.000%;  Yield 4.040%;  CUSIP No.(" 44237HAZS8
$15,615,000 Term Bond due February 15, 2044; Rate 4.000%; Yield 4.070%;  CUSIP No.(" 44237HBF1

Yield to the first call date at par.

CUSIP" is a registered trademark of the American Bankers Association. CUSIP data herein has been provided by CUSIP Global Services managed by
Standard & Poor's Financial Services LLC on behalf of the American Bankers Association. This data is not intended to create a database and does not
serve in any way as a substitute for CUSIP Global Services. CUSIP numbers have been assigned by an independent company not affiliated with the
Issuer, the Borrower or the Underwriters and are included solely for the convenience of the holders of the Bonds. None of the Issuer, the Borrower or
the Underwriters is responsible for the selection or uses of these CUSIP numbers, and no representation is made as to their correctness on the Bonds or
as indicated above. The CUSIP number for a specific maturity is subject to being changed after the execution and delivery of the Bonds as a result of
various subsequent actions including, but not limited to, a refunding in whole or in part of such maturity or as a result of the procurement of secondary
market portfolio insurance or other similar enhancement by investors that is applicable to all or a portion of the Bonds.



NOTICE TO INVESTORS OF THE BONDS

Purchasers of the Bonds or any interest therein, are hereby given notice as follows:

(a)

(b)

(©)

(d)

The Bonds are special limited obligations of the Issuer payable solely from revenues to be derived by the Issuer
under the Loan Agreement, the Series 2014A Note, and all money and investments held for the credit of the funds
and accounts established by or under the Bond Indenture (except the Rebate Fund), and in certain events out of
amounts secured through the exercise of the remedies provided in the Bond Indenture, the Loan Agreement and the
Master Indenture. Neither the Bonds nor the Series 2014A Note is secured by any interest in real property or personal
property other than Adjusted Revenues. See “SECURITY FOR THE BONDS.” The Bonds will never be payable
out of any funds of the Issuer except with the revenues and in the amounts described above. NEITHER THE STATE
OF TEXAS NOR A STATE AGENCY OR POLITICAL SUBDIVISION OF THE STATE IS OBLIGATED TO
PAY THE PRINCIPAL OF OR INTEREST ON THE BONDS AND NEITHER THE FAITH AND CREDIT NOR
THE TAXING POWER OF THE STATE OR ANY STATE AGENCY OR POLITICAL SUBDIVISION OF THE
STATE IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE BONDS.
HOWEVER, AN APPLICATION HAS BEEN FILED WITH, AND THE BORROWER HAS RECEIVED
CONDITIONAL APPROVAL FROM, THE TEXAS EDUCATION AGENCY FOR THE PAYMENT OF THE
BONDS TO BE GUARANTEED UNDER THE BOND GUARANTEE PROGRAM OF THE PERMANENT
SCHOOL FUND OF THE STATE OF TEXAS. SEE “THE PERMANENT SCHOOL FUND GUARANTEE
PROGRAM.” THE ISSUER HAS NO TAXING POWER.

Neither the Issuer nor any director, officer or employee thereof takes any responsibility for, and the purchaser must
not rely upon any of such parties with respect to, the information appearing anywhere in this Official Statement,
other than the information under the captions “THE ISSUER,” and “LEGAL MATTERS — Pending and
Threatened Litigation, Audits and Investigations — The Issuer” (the “Issuer’s Portion” of the Official
Statement). None of such parties have participated in the preparation of this Official Statement except with respect
to the Issuer’s Portion of this Official Statement.

Each purchaser must review this entire Official Statement and the Appendices hereto, including the information
relating to the sources of repayment of the Bonds, the Projects and the Borrower (including financial and operating
data). This Official Statement is not guaranteed as to its accuracy or completeness.

Each purchaser must be able to bear the economic risk associated with a purchase of securities such as the Bonds
and must have the knowledge and experience in business and financial matters, including the analysis of a
participation in the purchase of similar investments, necessary so as to be capable of evaluating the merits and risks
of an investment in the Bonds on the basis of the information and review described herein.

[Remainder of page intentionally left blank]



No dealer, salesman, or other person has been authorized to give any information or to make any representation other than the information contained in
this Official Statement in connection with the offering of the Bonds, and, if given or made, such information or representation must not be relied upon as
having been authorized by the Issuer, the Borrower, or the Underwriters. The information in this Official Statement is subject to change without notice, and
neither the delivery of this Official Statement nor any sale hereunder will, under any circumstances, create any implication that there has been no change
in the affairs of the Issuer, the Borrower, or the Underwriters since the date hereof. This Official Statement does not constitute an offer or solicitation in
any jurisdiction in which such offer or solicitation is not authorized, or in which any person making such offer or solicitation is not qualified to do so, or to
any person to whom it is unlawful to make such offer or solicitation.

TABLE OF CONTENTS
INTRODUCTION 1 Risk of Loss from Nonpresentment upon
GENETAL.....cciiieiieciie et 1 Redemption..........ccceeeciieeiieiiieeeecee e 16
Forward-Looking Statements.........c..cccceeeuereeneennenne 1 Risk of Amendment ..........coceeveriinieniinienciiieee 16
THE ISSUER 2 Negative PubliCity.......ccccoeniniiniiinicicicicicncnee, 16
THE BORROWER 2 Support Service AGreements. ..........cecveevereereeneenne. 17
PLAN OF FINANCE 5 THE BONDS 17
GeNeral.....ccceeoiieiieieeieee e 5 DeSCIIPtiON. .. .eevieiieeiieiieeieeieeee et 17
The Projects ....cccvveeeeieiieieeieceeceeseeee e 5 Permanent School Fund Guarantee.............c..c......... 17
Refinancing..........cccevveeiieviieciieieeiecieeeee e 6 Redemption Provisions ...........cceceeevveiervenvenieenenne 17
Refunding.........cccvevverininiiiiiiiiincncncccccc e 6 SECURITY FOR THE BONDS 19
Subsequent FInancing ...........ccceecvevveeeeecveneeneenieennnns 6 General.....c.oocvevieieieeee e 19
ESTIMATED SOURCES AND USES OF Permanent School Fund.........cc.ccceoeiininincnnnnnn. 20
FUNDS 7 Master Notes and the Master Indenture ................... 20
RISK FACTORS 7 The Bond Indenture ..........cccoooeevieninninneniciieneee 24
Enforceability and Constitutionality of the The Loan Agreement ...........ccccveeeveenieenveenveeneneennes 25
Permanent School Fund Guarantee......................... 7 DEBT SERVICE REQUIREMENTS.......ccccceeernnne 27
Sufficiency of Revenues ..........cccceeeienenenencncencne 7 STATE FUNDING FOR TRADITIONAL
Dependence on State Payments that are Subject to SCHOOL DISTRICTS 28
Annual Appropriation and Political Factors ........... 8 OVETVIEW. ..ottt sttt 28
Operating History; Projections............cccoeevevveerenenne 8 Local Funding for School DiStricts............cceeuvenenn. 29
Competition for Students ...........coceveverereecienicniennens 9 State Funding for School Districts........c.cccecueneennee 29
Nonrenewal or Revocation of Charter ...................... 9 Distribution and Recovery State Funding................. 31
Automatic Revocation..........ccceecvveeieienienieeieeieienns 9 2006 Legislation ..........ccecvereveriieienieiie e 31
Project Approvals and Construction Process .......... 10 2009 Legislation ........ccccecereerienieneeneeneeneeieeeene 31
Construction Costs and Completion of 2011 Legislation .......cccceecververienienienienieeceeeeee 31
CONSIUCTION. ... 10 2013 Legislation .......cccccecverierierieneeneeneeeeieeeene 32
Factors Associated with Education ............c............ 10 Wealth Transfer Provisions..........ccoccevveeneencincnnene 32
Failure to Provide Ongoing Disclosure................... 10 STATE OPEN-ENROLLMENT CHARTER
State Financial Difficulties..........cc.ccoocevvirenenncnne 11 SCHOOL FUNDING 33
Future Changes to Charter School Laws................. 11 Tier One Funding for Charter Schools..................... 33
Foreclosure under Existing Deeds of Trust, Tier Two Funding and ASATR for Charter Schools33
Leasehold Mortgages and Security Agreements... 11 State Facilities Funding for Charter Schools ........... 34
Acceleration Provisions .........ccccceeveveveceeecieneeneennn 12 Timing of State Funding .............cccocevvenienieiene 34
Key Personnel .........cccoocevinininiiniiniininncncncece 12 CURRENT LITIGATION RELATED TO THE
Special Limited Obligations.........c.ccoccveverereneennee 12 TEXAS PUBLIC SCHOOL FINANCE
Pledge of State Revenues...........cccccevevenenineennne. 12 SYSTEM 34
Damage or Destruction of the Facilities.................. 13 LEGAL MATTERS 35
Compliance with the No Child Left Behind Act of GeNETAL...cviieiieeiieeie e 35
2007 - 13 Pending and Threatened Litigation, Audits and
Environmental Regulation ...........ccccceevencncnenne. 13 INVeStiAtionS......covveevirieiieiieieeee e 36
Potential Effects of Bankruptey ........ccccevevevvenenee. 13 TAX MATTERS 36
Additional Debt........cccooceniriiiiiiiiinincee 13 Tax Matters for the Bonds ..........ccccoevinininicncnnns 36
Enforcement of Remedies..........c.ccoceveveeiinencnnenn 14
Tax-Exempt Status of the Bonds.........c.ccoceeevenennene 14
Proposed Tax Legislation............ccccecveeuereeerrerennnne. 14
Tax-Exempt Status of the Borrower ....................... 15 [Continued on Following Page]
Risk of Failure to Comply with Certain
COVENANES ...eiiiiiiiiiieeiieiee e 15
State and Local Tax Exemption..........ccccceevvveeueennne 15
Unrelated Business Income.........c..cccceeveeneicnnne. 16
Secondary Market ...........cccveeeieeeriieiiieeenieeiieeieeenns 16

-1i-



THE PERMANENT SCHOOL FUND

GUARANTEE PROGRAM 39
History and Purpose.........ccocceevviencveencieeecieecieeenennn 39
The Total Return Constitutional Amendment......... 41
Management and Administration of the Fund......... 43
Capacity Limits for the Guarantee Program ........... 44
The School District Bond Guarantee Program........ 45
Charter District Bond Guarantee Program.............. 46
Ratings of Bonds Guaranteed Under the Guarantee
Program ........coccoeviiiiiiniee e 48
Valuation of the PSF and Guaranteed Bonds.......... 48
Discussion and Analysis Pertaining to Fiscal Year
Ended August 31, 2013 ..o, 49
2011 Constitutional Amendment ...........c.cceceenenee. 50
Other Events and Disclosures ............ccccceeeveenenne. 51
PSF Continuing Disclosure Undertaking ................ 52
Annual Reports ........ocvevvevieniieieeie e 52
Material Event Notices........cccevverieeeierienienieeienee. 53
Availability of Information ...........ccccccevevenenennnn 53
Limitations and Amendments ...........c.cccceerenuennene 53
Compliance with Prior Undertakings..................... 54
SEC Exemptive Relief .........ccoeeviiiiiiiiieeieeeens 54
CONTINUING DISCLOSURE AGREEMENT.... 54
General.....o.cooviiiiiii e 54
Compliance with Prior Undertakings..................... 54
Permanent School Fund .........cccccooiviniininencnne. 55
FINANCIAL STATEMENTS 55
RATINGS 55
VERIFICATION OF MATHEMATICAL
COMPUTATIONS 55
FINANCIAL ADVISOR 55
MISCELLANEOUS 56
Underwriting .......cccveeeveerieenieenreenreesneeneee e 56
Additional Information ..........ccccceeeveerieneenenncnnne. 56
Certification ........cceevvereiiieiieniec e 57

SCHEDULE I — SCHEDULE OF REFUNDED
BONDS SI-1

APPENDIX A — SUMMARY OF CERTAIN
PROVISIONS OF TEXAS CHARTER

SCHOOL LAW A-1
APPENDIX B — THE BORROWER AND THE
CHARTER SCHOOLS B-1

APPENDIX C — FINANCIAL STATEMENTS. C-1
APPENDIX D — FORM OF BOND COUNSEL

OPINION D-1
APPENDIX E — FORM OF CONTINUING
DISCLOSURE AGREEMENT ...........cccccerueueen. E-1

APPENDIX F — EXCERPTS OF THE MASTER
INDENTURE, THE BOND INDENTURE AND

THE LOAN AGREEMENT F-1
APPENDIX G — BOOK-ENTRY-ONLY
SYSTEM G-1

-iii-



REGARDING USE OF THIS OFFICIAL STATEMENT

This Official Statement is being provided in connection with the sale of the Bonds referred to herein and may
not be reproduced for use, in whole or in part, for any other purpose. The information set forth under the caption
“THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM?” has been obtained from the Texas Education
Agency. The information set forth herein under the captions “THE ISSUER,” and “LEGAL MATTERS — Pending
and Threatened Litigation, Audits and Investigations — The Issuer” has been obtained from the Issuer. All other
information set forth herein has been obtained from the Borrower and other noted sources which are believed to be
reliable, but it is not guaranteed as to accuracy or completeness.

No dealer, salesman, or other person has been authorized to give any information or to make any
representation, other than the information contained in this Official Statement, in connection with the offering of the
Bonds, and, if given or made, such information or representation must not be relied upon as having been authorized
by the Issuer, the Borrower, or the Underwriters. The information in this Official Statement is subject to change
without notice, and neither the delivery of this Official Statement nor any sale hereunder will, under any
circumstances, create any implication that there has been no change in the affairs of the Issuer, the Borrower or the
Underwriters since the date hereof. This Official Statement does not constitute an offer or solicitation in any
jurisdiction in which such offer or solicitation is not authorized, or in which any person making such offer or
solicitation is not qualified to do so, or to any person to whom it is unlawful to make such offer or solicitation.

The Bonds have not been registered with the Securities and Exchange Commission in reliance upon an
exemption from the Securities Act of 1933, as amended, and the Bond Indenture and the Master Indenture have not
been qualified under the Trust Indenture Act of 1939, as amended, in reliance upon exemptions contained in such acts.
The registration or qualification of the Bonds in accordance with applicable provisions of securities laws of the states
in which the Bonds have been registered or qualified, if any, and the exemption from registration or qualification in
other states cannot be regarded as a recommendation thereof. Neither these states nor any of their agencies have
passed upon the merits of the Bonds or the accuracy or completeness of this Official Statement. Any representation
to the contrary may be a criminal offense.

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE BORROWER AND THE TERMS OF THE OFFERING, INCLUDING THE MERITS
AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR
STATE SECURITIES COMMISSION OR REGULATORY BODY, AND NO SUCH AUTHORITIES HAVE
CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS OFFICIAL STATEMENT.
ANY REPRESENTATION TO THE CONTRARY MAY BE A CRIMINAL OFFENSE.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS AT A LEVEL
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

The Underwriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Official Statement in accordance with, and as part of, their
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriters do not guarantee the accuracy or completeness of such information.
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CITY OF HOUSTON HIGHER EDUCATION FINANCE CORPORATION
$101,555,000 EDUCATION REVENUE AND REFUNDING BONDS (HARMONY PUBLIC SCHOOLS)
SERIES 2014A

INTRODUCTION
General

The purpose of this Official Statement is to provide certain information concerning the issuance and sale by
the City of Houston Higher Education Finance Corporation (the “Issuer”) of its $101,555,000 Education Revenue and
Refunding Bonds (Harmony Public Schools) Series 2014A (the “Bonds”).

The Bonds are being issued pursuant to a Trust Indenture and Security Agreement dated as of July 1, 2014
(the “Bond Indenture”) between the Issuer and Regions Bank, as trustee (the “Bond Trustee”). The proceeds of the
Bonds will be loaned by the Issuer to Harmony Public Schools, a Texas non-profit corporation (the “Borrower”)
pursuant to the terms of a Loan Agreement dated as of July 1, 2014 (the “Loan Agreement’) between the Issuer and
the Borrower.

The Bonds are limited obligations of the Issuer, payable solely from (i) payments to be made by the Borrower
pursuant to the Loan Agreement, (ii) a promissory note in an amount equal to the principal amount of the Bonds (the
“Series 20144 Note”) delivered to the Issuer pursuant to the Loan Agreement and pursuant to the Master Trust
Indenture and Security Agreement dated as of May 1, 2007, as supplemented (the “Master Indenture’) between the
Borrower and Regions Bank, Houston, Texas, as master trustee (the “Master Trustee”), (iii) the money and
investments held for the credit of the funds and accounts established by or under the Bond Indenture (except the
Rebate Fund) and (iv) in certain circumstances, out of amounts secured by the exercise of remedies provided in the
Loan Agreement, the Bond Indenture and the Master Indenture. An application has been filed with, and the Borrower
has received conditional approval from, the Texas Education Agency (the “TEA”) for the payment of the Bonds to be
guaranteed by the corpus of the Permanent School Fund of the State of Texas. See “THE PERMANENT SCHOOL
FUND GUARANTEE PROGRAM.”

The Series 2014A Note constitutes additional indebtedness under the Master Indenture, and is issued on
parity with certain other promissory notes (excluding promissory notes expected to be repaid with proceeds of the
Bonds) issued by the Borrower that are outstanding in the aggregate principal amount of $185,480,000 (the “Prior
Master Notes” and, together with the Series 2014A Note and any additional promissory notes entitled to the benefit
of the Master Indenture, the “Master Notes”). Neither the Bonds nor the Series 2014A Note is secured by any interest
in real property or personal property other than Adjusted Revenues. See “SECURITY FOR THE BONDS.”

The offering of the Bonds is made only by way of this Official Statement, which supersedes any other
information or materials used in connection with the offer or sale of the Bonds. This Official Statement speaks only
as of its date, and the information contained herein is subject to change. Capitalized terms used but not defined in this
Official Statement have the meanings provided in the Bond Indenture, the Master Indenture and the Loan Agreement,
as applicable. Excerpts of those documents are attached hereto in APPENDIX F.

Forward-Looking Statements

This Official Statement contains statements relating to future results that are forward-looking statements of
the type defined in the Private Litigation Reform Act of 1995. When used in this Official Statement, the words
“estimate,” “expect,” “project,” “intend,” “anticipate,” “believe,” “may,” “will,” “continue” and similar expressions
identify forward-looking statements. Any forward-looking statement is subject to uncertainty and risks that could
cause actual results to differ, possibly materially, from those contemplated in such forward-looking statements.
Inevitably, some assumptions used to develop forward-looking statements will not be realized or unanticipated events
and circumstances may occur. Therefore, investors should be aware that there are likely to be differences between
forward-looking statements and actual results, and that those differences could be material.
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THE ISSUER

The City of Houston Higher Education Finance Corporation is a public non-profit corporation created by the
City of Houston, Texas (the “Sponsoring Entity”), and existing as an instrumentality of the Sponsoring Entity pursuant
to Chapters 53, 53A and 53B of the Texas Education Code, as amended (the “Ac7”). Pursuant to the Act, the Issuer is
authorized to issue revenue bonds and to lend the proceeds thereof to accredited institutions of higher education,
primary schools and secondary schools and to authorized charter schools for the purpose of aiding such schools in
financing or refinancing “educational facilities” and “housing facilities” (as such terms are defined in the Act) and
facilities which are incidental, subordinate, or related thereto or appropriate in connection therewith.

The Issuer is governed by its Board of Directors which consists of nine members, each of whom is nominated
by the Mayor and confirmed by the City Council of the Sponsoring Entity. On April 28, 2014, the Issuer adopted a
bond resolution authorizing the issuance of the Bonds.

The Issuer has no assets, property, or employees. Other than legal counsel, the Issuer has not engaged
any consultant or other professional. THE ISSUER HAS NO TAXING POWER.

The Issuer is receiving a fee of $15,000 in connection with the issuance of the Bonds.

Except for the issuance of the Bonds, the Issuer is not in any manner related to or affiliated with the Borrower.
The Borrower has agreed to indemnify the Issuer for certain matters under the Loan Agreement.

The directors of the Issuer are not personally liable in any way for any act or omission committed or suffered
in the performance of the functions of the Issuer.

Neither the Issuer nor the Sponsoring Entity has assumed any responsibility for the matters contained herein
except, in the case of the Issuer, solely as to matters relating to the Issuer contained under this caption and under the
caption “LEGAL MATTERS — Pending and Threatened Litigation, Audits and Investigations —The Issuer.”
All findings and determinations by the Issuer and the Sponsoring Entity, respectively, are and have been made by each
for its own internal uses and purposes. Notwithstanding its approval of the Bonds for purposes of Section 147(f) of
the Code, the Sponsoring Entity does not endorse in any manner, directly or indirectly, guarantee or promise to pay
the Bonds from any source of funds of the Sponsoring Entity or guarantee, warrant or endorse the creditworthiness or
credit standing of the Borrower, or in any manner guarantee, warrant, or endorse the investment quality or value of
the Bonds. The Bonds are payable solely as described in this Official Statement and are not in any manner payable
wholly or partially from any funds or properties otherwise belonging to the Issuer. By its issuance of the Bonds, the
Issuer does not in any manner, directly or indirectly, guarantee, warrant or endorse the creditworthiness or credit
standing of the Borrower or the investment quality or value of the Bonds. The Issuer has no taxing power.

THE BORROWER

The Borrower is a Texas non-profit corporation which was incorporated in 1999 and an organization
described under Section 501(c)(3) of the Internal Revenue Code of 1986, as amended (the “Code”). The Borrower is
governed by a 6-member Board of Directors. The Borrower currently operates forty open-enrollment charter schools
throughout the State and plans to begin operations at three additional campuses in the fall of 2014 and two additional
campuses in the fall of 2015 (collectively, the “Charter Schools”). Table 1 following presents certain basic
information concerning the Charter Schools currently in operation, under construction or expected to be financed with
proceeds of the Bonds.



TABLE 1:
CHARTER SCHOOLS

FREE/REDUCED
LUNCH
(Low-INcOME))

GRADES CAMPUS YEAR

CHARTER NAME/CAMPUS NAME
OFFERED)  ENROLLMENT®  QPENED®

Harmony Science Academy (Houston) (101-846)
. Harmony Science Academy High School — 557 2000-01 Approximately 74%
Houston
. Harmony School of Innovation — Houston 602 2005-06 Approximately 74%
. Harmony School of Ingenuity — Houston 613 2009-10 Approximately 76%
. Harmony Science Academy — Houston 348 2010-11 Approximately 84%
. Harmony School of Fine Arts and Technology — — 660 2010-11 Approximately 63%
Houston
. Harmony School of Exploration — Houston 350 2013-14 Approximately 72%
Harmony School of Excellence (101-858)
. Harmony School of Excellence — Houston 903 200607 Approximately 29%
. Harmony School of Excellence — Endeavor 565 2009-10 Approximately 72%
. Harmony Science Academy — 438 2007-08 Approximately 67%
Bryan/College Station
. Harmony Science Academy — 663 200607 Approximately 42%
Houston Northwest
. Harmony School of Advancement High School — 601 2010-11 Approximately 43%
Houston
. Harmony School of Discovery — Houston 752 2010-11 Approximately 44%
Harmony School of Science (Houston) (101-862)
1. Harmony School of Science — Houston 740 2008-09 Approximately 51%
2. Harmony School of Science — 701 2011-12 Approximately 54%
Sugar Land High School
3. Harmony Science Academy — West Houston K-10® 829 2011-12 Approximately 46%
4. Harmony Science Academy — Beaumont K-12406) 551 2007-08 Approximately 52%
Harmony Science Academy (Waco) (161-807)
1. Harmony Science Academy — Waco K-12 713 2007-08 Approximately 80%
2. Harmony Science Academy — Dallas K-12 1,200 2007-08 Approximately 79%
3. Harmony School of Innovation — Dallas K-12 640 2009-10 Approximately 42%
4. Harmony Science Academy — Garland K-11® 666 201011 Approximately 50%
5. Harmony School of Innovation — Garland K-5© N/A 2014-15 N/A
6. Harmony School of Business — Dallas K-9 678 2012-13 Approximately 45%
7
8
9
1

. Harmony Science Academy — Fort Worth K-57 663 2006-07 Approximately 49%
. Harmony Science Academy — Grand Prairie K-120 528 2008-09 Approximately 59%
. Harmony Science Academy — Euless 5-120 634 2009-10 Approximately 50%
0. Harmony School of Nature and Athletics — K-117 694 201011 Approximately 46%
Dallas
11. Harmony School of Innovation — Fort Worth 6-1240 482 2012-13 Approximately 43%
12. Harmony School of Innovation — Euless K—-4D 640 2013-14 Approximately 50%
Harmony Science Academy (Austin) (227-816)
1. Harmony Science Academy — Austin K-7 364 2001-02 Approximately 79%
2. Harmony Science Academy — North Austin 8-12 612 2008-09 Approximately 52%
3. Harmony School of Excellence — Austin 734 2009-10 Approximately 75%
4. Harmony School of Innovation — Austin N/A 2014-15 N/A
5. Harmony School of Science — Austin 543 200607 Approximately 41%
6. Harmony School of Political Science and 792 2011-12 Approximately 22%
Communication — Austin
Harmony Science Academy (El Paso) (071-806)
1. Harmony Science Academy — El Paso 200607 Approximately 77%
2. Harmony School of Innovation — El Paso 2009-10 Approximately 70%
3. Harmony Science Academy — Lubbock 2007-08 Approximately 79%
4. Harmony Science Academy — Odessa 2010-11 Approximately 55%




TABLE 1:
CHARTER SCHOOLS

FREE/REDUCED
GRADES CAMPUS YEAR

OFFERED)  ENROLLMENT®  QPENED®

LuNcH
(Low-INcOME))

CHARTER NAME/CAMPUS NAME

Harmony Science Academy (San Antonio) (015-828)

1. Harmony Science Academy — San Antonio K-12 890 2006-07 Approximately 61%
2. Harmony School of Innovation — San Antonio K-9 595 2010-11 Approximately 70%
3. Harmony Science Academy — Laredo K-124® 757 2008-09 Approximately 65%
4. Harmony School of Innovation — Laredo K-5 N/A 2014-15 N/A

5. Harmony Science Academy — Brownsville K-1200 449 200809 Approximately 81%

TOTAL ENROLLMENT 25,647

(M As of December 31, 2013.

@ The year opened reflects the year in which the Borrower began operating a Charter School at such location.

) Harmony Science Academy — West Houston was transferred from the Harmony Science Academy (El Paso) charter in order to be in better
geographic alignment.

*) Upon opening of the new elementary schools, students in kindergarten through fifth grade are expected to transfer to the related new elementary
school and the identified schools will no longer offer kindergarten through fifth grade.

®) Harmony Science Academy — Beaumont was transferred from the Harmony Science Academy (Houston) charter in order to be in better
geographic alignment.

(©) The Borrower will need to issue additional Debt in order to complete Harmony School of Innovation — Garland.

() The Borrower agreed to transfer Harmony Science Academy — Fort Worth, Harmony Science Academy — Grand Prairie, Harmony Science
Academy — Euless, Harmony School of Nature and Athletics — Dallas, Harmony School of Innovation — Fort Worth and Harmony School of
Innovation — Euless from the Harmony Science Academy (Fort Worth) charter to the Harmony Science Academy (Waco) charter in order to
obtain the approval of the TEA to the guarantee of the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State of
Texas. The Harmony Science Academy (Fort Worth) charter was subsequently returned to the TEA.

®) The Borrower agreed to transfer Harmony Science Academy — Lubbock and Harmony Science Academy — Odessa from the Harmony Science
Academy (Lubbock) charter to the Harmony Science Academy (El Paso) charter in order to obtain the approval of the TEA to the guarantee of
the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Lubbock)
charter was subsequently returned to the TEA.

©) Harmony Science Academy — Laredo was transferred from the Harmony Science Academy (Laredo) charter to the Harmony Science Academy
(San Antonio) charter in order to increase financial efficiency by consolidating some positions and improving cash flow restrictions. The
Harmony Science Academy (Laredo) charter was subsequently returned to the TEA.

(9The Borrower agreed to transfer Harmony Science Academy — Brownsville from the Harmony Science Academy (Brownsville) charter to the
Harmony Science Academy (San Antonio) charter in order to obtain the approval of the TEA to the guarantee of the Bonds under the Bond
Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Brownsville) charter was subsequently
returned to the TEA.

The Charter Schools operate (or, in the case of schools at the prospective campuses, are contemplated to
operate) pursuant to seven open-enrollment charter contracts between the Borrower and the Texas State Board of
Education (the “State Board of Education™) under Chapter 12 of the Texas Education Code, Section 12.001 ef seq.
(the “Charter Schools Act”).

In the second quarter of 2014, the Borrower applied to the TEA for the Bonds to be guaranteed under the
Bond Guarantee Program of the Permanent School Fund of the State of Texas. The TEA declined the request for
guarantee because the Borrower operated one charter district, Harmony Science Academy (Lubbock), which failed to
meet standard under the State’s academic accountability ratings. In subsequent discussions, the TEA agreed to
approve the Bonds for the Bond Guarantee Program of the Permanent School Fund of the State of Texas if the
Borrower agreed to return three of its charter districts and consolidate the charter schools under such districts into
other existing charter districts of the Borrower. The Borrower agreed to return such charter districts effective
July 1, 2014. The description of the Borrower, the charter districts and the Charter Schools described herein reflect
the structure of the Borrower, the charter districts and the Charter Schools after the effectiveness of the return of the
three charter districts.

For more information regarding the Borrower and the Charter Schools, see generally “APPENDIX B—THE
BORROWER AND THE CHARTER SCHOOLS.”



PLAN OF FINANCE
General

The Borrower will use the Bond proceeds to (i) finance (a) the development of two new campuses, (b) the
expansion and/or renovation of facilities at four existing campuses, (c) the addition of a gymnasium at one existing
campus, and (d) the purchase of a building currently leased by the Borrower (collectively, the “Projects”);
(ii) refinance certain bank loans; (iii) refund certain outstanding bonds issued for the benefit of the Borrower; (iv) fund
capitalized interest; and (v) pay the costs of issuance for the Bonds. See “— The Projects,” “— Refinancing” and
“— Refunding” below and “ESTIMATED SOURCES AND USES OF FUNDS.”

The Projects
Set forth below is a brief description of the Projects:

Harmony School of Innovation — Austin. The Borrower intends to establish a new school to be known as
Harmony School of Innovation — Austin, which will be located adjacent to Harmony School of Excellence — Austin.
Proceeds of the Bonds will be used to convert a leased warehouse to a new school at a new campus. It is anticipated
that the facility will house kindergarten through 5" grade (kindergarten through 5" grade students at the existing
Harmony School of Excellence — Austin are expected to transfer to Harmony School of Innovation — Austin).
Harmony School of Excellence — Austin will then house 6" through 12% grades. It is anticipated that the expansion
will add student capacity for 400 students in the first two years after opening and will be completed in time for the
2014-15 school year.

Harmony Science Academy — Austin. Proceeds of the Bonds will be used to expand an existing school
building at Harmony Science Academy — Austin. The expansion will replace existing modular buildings. It is
anticipated that the expansion will add student capacity for 300 students in the first two years after opening and will
be completed in time for the 2014-15 school year.

Harmony School of Innovation — Garland. The Borrower intends to establish a new school to be known
as Harmony School of Innovation — Garland. Proceeds of the Bonds will be used to pay a portion of the costs of a
new school at a new campus (which will be located on the same property as Harmony Science Academy — Garland).
It is anticipated that Harmony School of Innovation — Garland will house kindergarten through 5™ grade (kindergarten
through 5™ grade students at Harmony Science Academy — Garland are expected to transfer to Harmony School of
Innovation — Garland). Harmony Science Academy — Garland will then house 6! through 12" grades. It is anticipated
that the expansion will add student capacity for 400 students in the first two years after opening and will be completed
in time for the 2014-15 school year. Costs not paid with proceeds of the Bonds are expected to be paid with additional
Debt incurred in the next 12 months.

Harmony School of Innovation — Dallas. Proceeds of the Bonds will be used to add a new school building
at Harmony School of Innovation — Dallas. The addition will replace existing modular buildings. It is anticipated
that the addition will add student capacity for 250 students in the first two years after opening and will be completed
in time for the 2015-16 school year.

Harmony School of Innovation — Fort Worth. The Borrower intends to expand an existing campus with
the addition of a new building. Proceeds of the Bonds will be used to add a new facility at Harmony School of
Innovation — Fort Worth. It is anticipated that the new facility will house kindergarten through 5% grade. It is
anticipated that the addition will add student capacity for 400 students in the first two years after opening and will be
completed in time for the 2015-16 school year.

Harmony School of Nature and Athletics — Dallas. Proceeds of the Bonds will be used to add a new
gymnasium. It is anticipated that the project will be completed in time for the 2015-16 school year.

Harmony School of Exploration — Houston. Proceeds of the Bonds will be used renovate an existing
building on the Borrower’s existing campus. It is anticipated that the project will add capacity for an additional 250
students and be completed in time for the 2014-15 school year.



Harmony School of Science — Houston. Proceeds of the Bonds will be used to acquire the existing leased
facility.

For more information on the Projects, see “APPENDIX B— THE BORROWER AND THE CHARTER
SCHOOLS — The Projects” and “— Project Construction.”

Refinancing

A portion of the proceeds of the Bonds will be utilized to refinance all the outstanding principal of an
approximately $3.95 million loan from Metro Bank, the proceeds of which were utilized for the acquisition of
Harmony School of Discovery — Houston and an approximately $3.3 million loan from Regions Bank, the proceeds
of which were utilized to acquire Harmony Science Academy — Grand Prairie, to renovate Harmony School of
Excellence — Endeavor and Harmony School of Innovation — El Paso and to acquire furniture and equipment for
multiple locations. In addition, approximately $10,000,000 of the proceeds of the Bonds will be used to refinance the
outstanding principal amount of a bridge loan from Regions Bank, which was initially used for certain capital
improvements and the acquisition of furniture and equipment for multiple locations.

Refunding

The Bonds will be used to refund the Texas Public Finance Authority Charter School Finance Corporation’s
Education Revenue Bonds, Series 2007A (the “Series 20074 Bonds’) outstanding in the aggregate principal amount
0f $26,700,000 and the La Vernia Higher Education Finance Corporation’s Education Revenue Bonds, Series 2008A
(the “Series 20084 Bonds” and, together with the Series 2007A Bonds, the “Refunded Bonds”) outstanding in the
aggregate principal amount of $29,190,000.

The principal, interest, and redemption premium, if any, due on the Refunded Bonds are to be paid on their
scheduled interest payment dates, maturities and the respective redemption dates described below, from receipts on
government obligations to be purchased with funds deposited by the Borrower from proceeds of the Bonds and other
sources deposited in escrow, pursuant to an Escrow Agreement to be dated as of July 1, 2014 (the “Escrow
Agreement”) among the Borrower and Regions Bank, as escrow agent (the “Escrow Agent”). The Escrow Agreement
will establish two separate accounts (the “Escrow Funds”), the first of which will be dedicated to the payment of the
Series 2007A Bonds and the second of which will be dedicated to the payment of the Series 2008A Bonds. The
government obligations will be verified as sufficient to pay interest on and accomplish the discharge and final payment
of the Refunded Bonds on the applicable maturity and redemption dates. See “VERIFICATION OF
MATHEMATICAL COMPUTATIONS” herein. Under the Escrow Agreement, each Escrow Fund is irrevocably
pledged to the payment of the principal of and interest on the applicable series of Refunded Bonds. Funds and
investments held in the Escrow Funds will not be available to pay the Bonds.

REDEMPTION OF REFUNDED BONDS

Outstanding

State.ed‘ Principal Redemption Date Red‘emptlon
. Maturities Price (%)
Series Amount
2007A February 15, 2018 and 2037 $26,700,000 February 15, 2015 100
2008A February 15,2017 and 2038 $29,190,000 February 15, 2017 100

The Issuer will covenant in the Escrow Agreement to make timely deposits to the Escrow Fund of any
additional amounts required to pay the principal of and interest on the Refunded Bonds if for any reason the cash
balances on deposit or scheduled to be on deposit in the Escrow Fund are insufficient to make such payment. See also
“SCHEDULE I — SCHEDULE OF REFUNDED BONDS.”

Subsequent Financing

In addition to the Series 2014A Note, the Borrower anticipates incurring additional indebtedness of
approximately $8,000,000 within the next twelve months. Such indebtedness is expected to be incurred for the
reimbursement of expenditures at Harmony School of Innovation — Laredo and for the completion of Harmony School



of Innovation — Garland. Such indebtedness may be secured by Master Notes entitled to the benefit of the Master
Indenture that are issued on parity with the Series 2014A Note and the other Master Notes issued under the Master
Indenture.

ESTIMATED SOURCES AND USES OF FUNDS

The following table sets forth anticipated sources and uses of funds in connection with the plan of finance
described above:

SERIES
SOURCES OF FUNDS 2014A BONDS

Par Amount $ 101,555,000
Reoffering Premium 9,860,968
Transfer from Prior Funds 3,774,754

TOTAL $ 115,190,722

USES OF FUNDS

Project Fund Deposit $ 32,000,000
Capitalized Interest 649,164
Payment of Bank Loans 18,206,926
Escrow Fund Deposit 62,822,085
Costs of Issuance" 1,512,547

TOTAL $ 115,190,722

(M Includes Underwriters’ discount, legal fees, printing fees and other costs of issuance.

RISK FACTORS

This Official Statement contains summaries of pertinent portions of the Bonds, the Bond Indenture, the
Master Indenture, the Loan Agreement, the Continuing Disclosure Agreement and other relevant documents. Such
summaries and references are qualified in their entirety by reference to the full text of such documents. The following
discussion of some of the risk factors associated with the Bonds is not, and is not intended to be, exhaustive, and such
risks are not necessarily presented in the order of their magnitude.

Enforceability and Constitutionality of the Permanent School Fund Guarantee

The Texas Constitution provides that the Legislature by law may provide for using the Permanent School
Fund to guarantee bonds issued by school districts. In 2013, the Texas Legislature enacted a law providing a method
for Texas charter schools to be designated as “charter districts” and to avail themselves of the guarantee of the
Permanent School Fund. An application has been filed by the Borrower with, and conditional approval has been
received from, the TEA for the Bonds to be guaranteed under the Bond Guarantee Program of the Permanent School
Fund of the State of Texas. The guarantee of charter school bonds by the Permanent School Fund has not been
reviewed for enforceability or constitutionality by any court of law, and no legal opinions from a court of law have
been delivered with respect thereto. Although both the Attorney General of the State of Texas and Bond Counsel will
deliver an opinion with respect to the validity of the Bonds, neither party will opine with respect to the enforceability
of, or constitutionality of, the Permanent School Fund guarantee of the Bonds. Additionally, no other party, including
the TEA, will give any opinions with respect to the enforceability or constitutionality of the guarantee of the Bonds.

Sufficiency of Revenues

The Bonds are payable solely from certain payments, revenues and other amounts derived by the Issuer
pursuant to the Loan Agreement and the Series 2014A Note, and are secured only by such revenues and a pledge of
certain funds and accounts created under the Bond Indenture. Based on present circumstances, the Borrower believes
it will generate sufficient revenues for payment of debt service on the Bonds. However, the Borrower’s various charter
contracts may be revoked, or the bases of the assumptions used by the Borrower to formulate its beliefs may otherwise



change. No representation or assurance can be made that the Borrower will continue to generate sufficient revenues
to make payments under the Master Notes representing debt service on the Bonds and other bonds issued for the
benefit of the Borrower.

Dependence on State Payments that are Subject to Annual Appropriation and Political Factors

State charter schools, such as those operated by the Borrower, may not charge tuition and have no taxing
authority. The Borrower has a relatively short operating history, commencing operation in 2000. Additionally, the
Borrower continues to pursue an aggressive expansion plan. Payments from the State of Texas (the “State) that the
Borrower receives for educating students comprise the primary source of revenue generated by the Borrower
(approximately 87% in the fiscal year ending June 30, 2013). The amount of such State payments the Borrower
receives is based on a variety of factors, including the enrollment at the Charter Schools. The overall amount of
education aid provided by the State in any year is also subject to appropriation by the State Legislature. The
Legislature may base its decisions about appropriations on many factors, including the State’s economic performance.
Further, because some public officials, their constituents, commentators and others have viewed charter schools as
controversial, political factors may also come to bear on charter school funding, and such factors are subject to change.
As a result, the Legislature may not appropriate funds, or may not appropriate funds in a sufficient amount, for the
Borrower to generate sufficient revenue to meet its operating expenses and to make payments under the Master Notes
and thus debt service on the Bonds and other bonds issued for the benefit of the Borrower. No liability would accrue
to the State in such event, and the State would not be obligated or liable for any future payments or any damages. If
the State were to withhold such State payments for any reason, even for a reason that is ultimately determined to be
invalid or unlawful, the Borrower could be forced to cease operations.

Operating History; Projections

The Borrower’s ability to make payments under the Master Notes representing debt service payments on the
Bonds and other bonds issued for the benefit of the Borrower depends on its receipt of payments from the State. The
projections of revenues and expenses contained in APPENDIX B herein were prepared by the Borrower and have not
been independently verified by any party. No feasibility studies have been conducted with respect to operations of
the Borrower pertinent to the Bonds. The projections prepared by the Borrower are “forward-looking statements” and
are subject to the general qualifications and limitations described under “INTRODUCTION — Forward-Looking
Statements” with respect to such statements. The Underwriters have not independently verified such projections, and
make no representation and give no assurances that such projections or the assumptions underlying them, are complete
or correct. Further, the projections relate only to a limited number of fiscal years and consequently do not cover the
entire period that the Bonds will be outstanding.

The projections are derived from the actual operations of the Borrower and from assumptions made by the
Borrower about its future student enrollment and expenses. The projections assume increases in enrollment to 31,286
by the fiscal year ending June 30, 2018. The bases for such projections are the applications for admissions for the
Borrower’s grades currently in operation, the addition of additional grades and the physical capacity of schools under
construction. See “APPENDIX B — THE BORROWER AND THE CHARTER SCHOOLS” to review certain
of the projections and to consider the various factors that could cause actual results to differ significantly from
projected results. See “INTRODUCTION — Forward-Looking Statements” above for qualifications and
limitations applicable to forward-looking statements.

NO GUARANTEE CAN BE MADE THAT THE PROJECTED INFORMATION CONTAINED HEREIN
WILL CORRESPOND WITH THE RESULTS ACTUALLY ACHIEVED IN THE FUTURE BECAUSE THERE
CAN BE NO ASSURANCE THAT ACTUAL EVENTS WILL CORRESPOND WITH THE ASSUMPTIONS
MADE BY THE BORROWER. ACTUAL OPERATING RESULTS MAY BE AFFECTED BY MANY FACTORS,
INCLUDING, BUT NOT LIMITED TO, DIFFICULTY WITH OR FAILURE OF THE BORROWER’S GROWTH
STRATEGY, INCREASED COSTS, LOWER THAN ANTICIPATED REVENUES (AS A RESULT OF
INSUFFICIENT ENROLLMENT, REDUCED PAYMENTS FROM THE STATE, OR OTHERWISE), EMPLOYEE
RELATIONS, CHANGES IN TAX LAWS, CHANGES IN APPLICABLE GOVERNMENT REGULATIONS,
CHANGES IN DEMOGRAPHIC TRENDS, FACTORS ASSOCIATED WITH EDUCATION, COMPETITION
FOR STUDENTS, AND CHANGES IN LOCAL OR GENERAL ECONOMIC CONDITIONS.



THE PROJECTIONS ARE FROM THE BORROWER, AND NEITHER THE ISSUER NOR THE
UNDERWRITERS HAS COMMISSIONED AN INDEPENDENT FEASIBILITY ANALYSIS OF ANY OF THE
PROJECTED STUDENT ATTENDANCE FIGURES UPON WHICH THE BORROWER’S PROJECTIONS ARE
BASED. NO INDEPENDENT CONFIRMATION OF THE BORROWER’S PROJECTIONS HAS BEEN MADE,
AND WHILE THE BORROWER BELIEVES ITS PROJECTIONS ARE REASONABLE, SUCH GROWTH MAY
OR MAY NOT OCCUR AND MAY BE AFFECTED BY A VARIETY OF FACTORS. SEE “APPENDIX B —
THE BORROWER AND THE CHARTER SCHOOLS — Projected Revenues and Expenditures.”

Competition for Students

Potential purchasers should be aware that the Borrower faces constant competition for students and there can
be no assurance that the Borrower will continue to attract and retain the number of students that are needed to generate
revenues sufficient to pay the Master Notes and thus to make payment of debt service on the Bonds and other bonds
issued for the benefit of the Borrower.

Nonrenewal or Revocation of Charter

The Borrower was granted its initial open-enrollment charter from the TEA to operate its initial school as an
open-enrollment charter school on May 19, 2000. The Borrower currently holds seven open-enrollment charters from
the TEA. Although all of the Borrower’s charters have been renewed through at least July 31, 2015 (and some through
as late as July 31, 2023), there can be no assurance that the Borrower’s charters will continue to be renewed. See
“APPENDIX B— THE BORROWER AND THE CHARTER SCHOOLS — Charter Contracts.”

Once the Projects are complete, the Borrower will have the physical capacity to accommodate up to 53,922
students (although the charters currently limit the total number of students to 50,400 students).

Under Texas law, the Commissioner of Education (the “Commissioner””) may revoke the charter of, or modify
the governance of the holder of a charter, of an open-enrollment charter school, or reconstitute the governing body of
the charter holder, if the Commissioner determines that the charter holder: (i) committed a material violation of the
charter, including failure to satisfy accountability provisions prescribed by the charter; (ii) failed to satisfy generally
accepted accounting standards of fiscal management; (iii) failed to protect the health, safety, or welfare of the students
enrolled at the school; (iv) failed to comply with any applicable law or rule; (v) failed to satisfy the performance
framework standards adopted under Section 12.1181 of the Texas Education Code; or (vi) is imminently insolvent as
determined by the Commissioner in accordance with Commissioner Rule. The taking of any such actions by the
Commissioner could have a material adverse effect on the ability of the Borrower to pay the Master Notes and thus to
make payment of debt service on the Bonds and other bonds issued for the benefit of the Borrower.

See “APPENDIX A — SUMMARY OF CERTAIN PROVISIONS OF TEXAS CHARTER SCHOOL
LAW — GENERAL — CHARTER REVISION, REVOCATION AND NON-RENEWAL” and “APPENDIX B
— THE BORROWER AND THE CHARTER SCHOOLS — Charter Contracts — Revocation and
Nonrenewal.” If the Borrower’s charter contracts are revoked or if the charter contracts are not renewed in the future,
the Borrower could be forced to cease operations.

Automatic Revocation

Texas law requires that if a charter holder has failed to meet academic or financial accountability ratings for
any three of the five preceding school years, the charter holder’s charter is required to be revoked. Harmony Science
Academy (Lubbock), as a district, had an accountability rating in 2013 of “Improvement Required,” but the charter
schools under such district have since been consolidated with the Harmony Science Academy (EI Paso) charter district.
There can be no assurance that any charter operated by the Borrower will be able to satisfy the academic and/or
financial accountability standards in the future. A failure to meet such requirements would result in the revocation of
one or more of the Borrower’s charters and would result in the inability of the Borrower to pay the Master Notes and
thus the Bonds and any other bonds issued for the benefit of the Borrower. See “APPENDIX A — SUMMARY OF
CERTAIN PROVISIONS OF TEXAS CHARTER SCHOOL LAW — GENERAL — CHARTER REVISION,
REVOCATION AND NON-RENEWAL” and “APPENDIX B — THE BORROWER AND THE CHARTER
SCHOOLS — Charter Contracts — Revocation and Nonrenewal.”



Project Approvals and Construction Process

The Borrower will use a portion of the proceeds of the Bonds to finance the construction and renovation of
facilities. For more information including an estimated project breakdown, see “PLAN OF FINANCE — The
Projects” and “APPENDIX B — THE BORROWER AND THE CHARTER SCHOOLS — The Projects.” The
Borrower expects to obtain all necessary approvals, consents, certificates and permits as needed in order to complete
such construction in a timely manner. Any failure by the Borrower to obtain such approvals, consents, certificates
and permits could result in delay with respect to completion of construction, and any such delay could adversely affect
the Borrower’s operations and its ability to generate revenues sufficient to pay the Master Notes and thus debt service
on the Bonds and other bonds issued for the benefit of the Borrower. The risks associated with any such delay may
be heightened by the fact that the Borrower is relying on campus expansion to accommodate growth at its existing
campuses. See “APPENDIX B— THE BORROWER AND THE CHARTER SCHOOLS — Enrollment.”

The Borrower employs a construction staff of five for the purpose of overseeing the development of its
construction projects. Generally, the Borrower’s construction staff is responsible for architectural design and
management of its construction projects. The Borrower does not anticipate entering into fixed-price construction
contracts with respect to the Projects. Rather, the Borrower assumes the risk of completing the Projects on budget.
The Borrower has been advised by its architect that the proceeds of the Bonds, together with other available funds of
the Borrower, will be sufficient for the completion of the Projects. If the proceeds are not sufficient, the Borrower
may not be able to complete the Projects in a timely fashion or at all, which could adversely affect the ability of the
Borrower to generate sufficient revenues to pay the Master Notes and thus debt service on the Bonds and other bonds
issued for the benefit of the Borrower. Additionally, restrictions on the incurrence of additional Debt (as defined in
the Master Indenture) contained in the Master Indenture could limit the ability of the Borrower to incur additional
Debt in order to complete the Projects in the event of a shortfall.

Construction Costs and Completion of Construction

If plans regarding the new construction component of the Project result in construction costs that exceed the
amount available to pay such costs, the Borrower’s construction plans would have to be modified to lower construction
costs, and there is a risk that the construction would not be completed or would not be completed as planned. In
addition, unforeseen factors (entailing unforeseen costs) may arise, such as an overrun of allowance items, unexpected
site problems, or delays due to the fault of the Borrower, the selected contractor(s), or others that the Borrower retains
in connection with the Projects. Therefore, there is a risk that construction will not be completed on time or as planned.
See “APPENDIX B — THE BORROWER AND THE CHARTER SCHOOLS — Project Construction.” This
risk may be heightened by the fact that the Borrower is relying on campus expansion to accommodate growth at its
existing campuses. See “APPENDIX B — THE BORROWER AND THE CHARTER SCHOOLS — History,
Growth Strategy and Other Information Relating to the Borrower and the Charter Schools” and “—
Enrollment.”

Factors Associated with Education

There are a number of factors affecting schools in general, including the Borrower’s schools, which could
have an adverse effect on the Borrower’s financial position and the ability of the Borrower to generate sufficient
revenues to pay the Master Notes and thus debt service on the Bonds and other bonds issued for the benefit of the
Borrower. These factors include, but are not limited to, the Borrower’s ability to successfully execute its growth
strategy; the Borrower’s ability to attract and retain a sufficient number of students; increasing costs of compliance
with federal or State regulatory laws or regulations, including, without limitation, laws or regulations concerning
environmental quality, work safety and accommodating persons with disabilities; increasing operating costs of the
Borrower; changes in existing statutes pertaining to the powers of the Borrower and legislation or regulations which
may affect funding. The Borrower cannot assess or predict the ultimate effect of these factors on its operations or
financial results of operations.

Failure to Provide Ongoing Disclosure

The Borrower has previously entered into, and, in connection with the issuance of the Bonds will enter into,
a Continuing Disclosure Agreement pursuant to Securities and Exchange Commission Rule 15¢2—-12 (17 CFR Part
240, § 240.15¢2-12) (the “Rule”). Failure to comply with the Continuing Disclosure Agreement, similar prior
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undertakings, or the Rule in the future may adversely affect the liquidity for the Bonds and their market price in the
secondary market. See “CONTINUING DISCLOSURE AGREEMENT” and “APPENDIX E — FORM OF
CONTINUING DISCLOSURE AGREEMENT.”

State Financial Difficulties

Charter schools depend on revenues from the State for a large portion of their operating budgets. The
availability of State funds for public education is a function of legal provisions affecting school district revenues and
expenditures, the condition of the State economy and the biennial budget process. Decreases in State revenues may
adversely affect education appropriations made by the Legislature. The Legislature bases its decisions about
appropriations on many factors, including the State’s economic performance, and, because some public officials, their
constituents, commentators and others have viewed charter schools as controversial, political factors may also come
to bear on charter school funding. See “RISK FACTORS — Dependence on State Payments that are Subject to
Annual Appropriation and Political Factors” above.

Any future decreases in State revenues or increases in State expenditures may adversely affect education
appropriations made by the Legislature. Neither the Borrower nor any other party to the bond transaction can predict
how State revenues or State education funding will vary over the entire term of the Bonds.

No parties to the bond transaction take any responsibility for informing owners of the Bonds about any such
changes. Information about the financial condition of the State, as well as its budget and spending for education, is
available and regularly updated on various State-maintained websites. Such information is prepared by the respective
State entity maintaining each such website and not by any of the parties to this transaction. The parties to this
transaction take no responsibility for the accuracy, completeness or timeliness of such information, and no such
information is incorporated herein by these references.

Future Changes to Charter School Laws

The law applicable to charter schools in Texas has frequently changed. For example, there were changes to
the school funding system that affected open-enrollment charter schools (such as the Borrower) in 2006, 2009, 2011
and 2013. See “STATE FUNDING FOR TRADITIONAL SCHOOL DISTRICTS” and “STATE OPEN-
ENROLLMENT CHARTER SCHOOL FUNDING” below. The law affecting charter schools is subject to
additional changes. Changes to applicable law by the State Legislature could be adverse to the financial interests of
the Borrower and could adversely affect the ability of the Borrower to generate sufficient revenues to pay the Master
Notes and thus debt service on the Bonds and other bonds issued for the benefit of the Borrower. There can be no
assurance that the Legislature will not change such laws in the future in a manner which is adverse to the interests of
the registered owners of the Bonds. Adverse State budget considerations could increase the likelihood that the State
Legislature would change the laws governing charter schools, and in particular charter school funding provisions.
Further, State budget considerations may adversely affect appropriations for charter school funding.

Foreclosure under Existing Deeds of Trust, Leasehold Mortgages and Security Agreements

The Borrower previously executed certain Deeds of Trust and Security Agreements, as supplemented (the
“Deeds of Trust”) and certain Leasehold Mortgages, as supplemented (the “Leasehold Mortgages™) encumbering
certain property of the Borrower in favor of the Master Trustee for the benefit of the holders of the Master Notes
issued prior to the Series 2014A Note (and not the Series 20144 Note). In addition, the Borrower has granted a
security interest in certain fixtures and personal property pursuant to certain security agreements in favor of the Master
Trustee (the “Security Agreements”) for the benefit of the holders of the Master Notes issued prior to the 2014A Note
(and not the Series 20144 Note). Subject to the provisions of the Master Indenture, the Holders of the 2014A Note
expressly relinquish any right to the Deed of Trust, the Leasehold Mortgages and the Security Agreements and agree
that the 2014A Note will not be secured by a lien created by such collateral pledged to the Trust Estate and executed
in connection with any Debt issued and secured pursuant to the Master Indenture and no proceeds of any sale of any
property subject to such collateral, whether made under any power of sale granted pursuant to the Master Indenture
or pursuant to judicial proceedings (“Foreclosure Proceeds”) collected by the Master Trustee pursuant to the Master
Indenture, may be paid by the Master Trustee to the Bond Trustee. If the foregoing collateral were to be foreclosed
on, the Borrower would not have sufficient revenues to make payments on the Series 2014A Note representing debt
service on the Bonds. NEITHER THE BONDS NOR THE SERIES 20144 NOTE IS SECURED BY ANY
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INTEREST IN REAL PROPERTY OR PERSONAL PROPERTY OTHER THAN ADJUSTED REVENUES. See
“SECURITY FOR THE BONDS.”

Acceleration Provisions

Pursuant to the legislation authorizing the use of the Permanent School Fund to guarantee bonds, the Bonds
may not be accelerated as a remedy upon an event of default under the Bond Indenture or Loan Agreement. However,
the Series 2014A Note is subject to acceleration upon an Event of Default under the Master Indenture. In such an
event, the ratable portion of any foreclosure proceeds attributable to the Trust Estate collateral then securing the Bonds
shall be paid by the Master Trustee to the Bond Trustee to purchase Defeasance Obligations for deposit with the Bond
Trustee to defease all or portions of the Bonds in inverse order of maturity through the earlier to occur of maturity or
the first optional redemption date as set forth in the form of Bond. Since, as described above, the Series 2014A Note
is not secured by any interest in real property or personal property other than Adjusted Revenues, any such proceeds
would be expected to be minimal. See “THE BONDS — Redemption Provisions.”

Key Personnel

The Borrower’s creation, curriculum, educational philosophy and operations have depended on the vision
and commitment of a few, key personnel who comprise the senior leadership of the Borrower. Loss of any such key
personnel could adversely affect the Borrower’s growth plans, operations, ability to attract and retain students and
ultimately its financial results. Of particular importance to the Borrower are Dr. Soner Tarim, Mr. Yalcin Akyildiz,
Dr. Ozgur Ozer and Mr. Erdal Caglar the Borrower’s Superintendent of Schools and Associate Superintendent/Chief
Financial Officer, Associate Superintendent/Chief Academic Officer and Associate Superintendent/Chief Operating
Officer, respectively, whose contributions to the Borrower’s development and whose ongoing responsibilities are
significant. For more information regarding the Borrower’s key personnel, see “APPENDIX B — THE
BORROWER AND THE CHARTER SCHOOLS — Senior Leadership and Succession Planning.”

Special Limited Obligations

The Bonds are special limited obligations of the Issuer payable solely from revenues to be derived by the
Issuer under the Loan Agreement, the Series 2014A Note, all money and investments held for the credit of the funds
and accounts established by or under the Bond Indenture (except the Rebate Fund), and in certain circumstances, out
of amounts secured through the exercise of the remedies provided in the Bond Indenture, the Loan Agreement and the
Master Indenture. Neither the Bonds nor the Series 2014A Note is secured by any interest in real property or personal
property other than Adjusted Revenues. See “SECURITY FOR THE BONDS.”

The Bonds will never be payable out of any funds of the Issuer except with such revenues and in such amounts
described above. NEITHER THE STATE OF TEXAS NOR A STATE AGENCY OR POLITICAL SUBDIVISION
OF THE STATE, INCLUDING THE CITY OF HOUSTON, IS OBLIGATED TO PAY THE PRINCIPAL OF OR
INTEREST ON THE BONDS AND NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE
STATE OR ANY STATE AGENCY OR POLITICAL SUBDIVISION OF THE STATE, INCLUDING THE CITY
OF HOUSTON, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE BONDS.
HOWEVER, AN APPLICATION HAS BEEN FILED WITH, AND THE BORROWER HAS RECEIVED
CONDITIONAL APPROVAL FROM, THE TEXAS EDUCATION AGENCY FOR THE PAYMENT OF THE
BONDS TO BE GUARANTEED UNDER THE BOND GUARANTEE PROGRAM OF THE PERMANENT
SCHOOL FUND OF THE STATE OF TEXAS. THE ISSUER HAS NO TAXING POWER.

Pledge of State Revenues

The Master Indenture provides that all of the Borrower’s Adjusted Revenues will be deposited into one or
more deposit accounts pledged to the Master Trustee pursuant to Deposit Account Control Agreements (unless such
Adjusted Revenues or portion thereof are required to be deposited to the Revenue Fund). Upon the occurrence of an
Event of Default under the Master Indenture, the Master Trustee is entitled, at the direction of the holders of not less
than 25% in principal amount of the Notes Outstanding to (i) issue a Notice of Exclusive Control under the Deposit
Account Control Agreements and (ii) collect and receive all of the Borrower’s Adjusted Revenues to be applied as
specified in the Master Indenture. While the Holders of not less than 25% in principal amount of Notes Outstanding
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are entitled to direct the Master Trustee in the exercise of remedies following an Event of Default, such percentage
may be composed wholly or partially of the holders of Master Notes other than the Series 2014A Note.

Damage or Destruction of the Facilities

The Master Indenture requires that the Borrower’s educational facilities be insured against certain risks. See
“APPENDIX F — EXCERPTS OF THE MASTER INDENTURE, THE BOND INDENTURE AND THE
LOAN AGREEMENT — MASTER INDENTURE” and “APPENDIX B — THE BORROWER AND THE
CHARTER SCHOOLS — Insurance Coverage.” There can be no assurance that the amount of such insurance
required to be obtained or actually obtained will be adequate, or that the cause of any damage or destruction to the
Borrower’s educational facilities will be as a result of a risk which is insured. Further, there can be no assurance with
respect to the ongoing creditworthiness of the insurance companies from which the Borrower obtains insurance
policies.

Compliance with the No Child Left Behind Act of 2001

The TEA submitted a waiver request to the United States Department of Education on February 28, 2013.
The waiver included a request to use the new state accountability system (performance indexes and system safeguards)
to evaluate campuses and districts in place of federal Adequate Yearly Progress evaluations. The waiver was granted
for the 2013-14 school year. Now, the State is required to provide interventions to improve identified low performing
schools. Harmony Science Academy — Bryan/College Station and Harmony Science Academy — Lubbock were listed
as priority schools. See “APPENDIX B — THE BORROWER AND THE CHARTER SCHOOLS — AYP
Status.”

Environmental Regulation

The Borrower’s facilities are and will be subject to various federal, State and local laws and regulations
governing health and the environment. In general, these laws and regulations could result in liability for remediating
adverse environmental conditions on or relating to such facilities, whether arising from pre-existing conditions or
conditions arising as a result of activities conducted in connection with the ownership of and operations at such
facilities. Costs incurred with respect to environmental remediation or liability could adversely affect the Borrower’s
financial condition and its ability to generate revenues sufficient to pay debt service on the Bonds.

Potential Effects of Bankruptcy

If the Borrower were to file a petition for relief (or if a petition were filed against the Borrower as debtor)
under the United States Bankruptcy Code, 11 U.S.C. §§ 101 ef seq., as amended, or other state insolvency, liquidation
or receivership laws, the filing could operate as an automatic stay of the commencement or continuation of any judicial
or other proceeding against the Borrower, or the property of the Borrower. If the bankruptcy court or other state or
federal court so ordered, the property and revenues of the Borrower could be used for the benefit of the Borrower
despite the claims of its creditors (including the owners of the Master Notes).

In a bankruptcy proceeding under Chapter 11 of the Bankruptcy Code, the Borrower could file a plan of
reorganization which would modify the rights of creditors generally or the rights of any class of creditors, secured or
unsecured (including the owners of the Master Notes). The plan, when approved (“confirmed”) by the bankruptcy
court, binds all creditors who had notice or knowledge of the plan and discharges all claims against the Borrower
except as otherwise provided for in the plan. No plan may be confirmed by a bankruptcy court unless, among other
conditions, the plan is in the best interest of creditors, is feasible and has been accepted by each class of claims
impaired thereunder. Even if the plan is not so accepted, it may be confirmed if the court finds that the plan is fair
and equitable with respect to each class of non-accepting creditors impaired thereunder and does not discriminate
unfairly.

Additional Debt

The Master Indenture permits the issuance of additional debt on a parity with the Master Notes if certain
conditions are met. See “SECURITY FOR THE BONDS — Additional Debt” and “APPENDIX F —
EXCERPTS OF THE MASTER INDENTURE, THE BOND INDENTURE, AND THE LOAN AGREEMENT
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— MASTER INDENTURE.” The Borrower previously issued Master Notes that remain outstanding in the
aggregate principal amount of $185,480,000 (excluding Master Notes being refunded with proceeds of the Bonds and
the Series 2014A Note. It is highly likely that the Borrower will issue additional promissory notes in the future,
including approximately $8,000,000 within the next twelve months, to finance additional expansion and new campus
projects, subject to compliance with its covenants in the Master Indenture. Such promissory notes may or may not be
on parity with the Master Notes. See “APPENDIX B— THE BORROWER AND THE CHARTER SCHOOLS
— History, Growth Strategy and Other Information Relating to the Borrower and the Charter Schools — Prior
and Future Financings.” Such additional debt may or may not be guaranteed by the Permanent School Fund. The
issuance of additional debt may adversely affect the investment security of the Bonds.

Enforcement of Remedies

The remedies available to registered owners of the Bonds upon an Event of Default depend in many respects
upon judicial actions which are often subject to discretion and delay. Under existing constitutional and statutory law
and judicial decisions, the remedies provided in the Bond Indenture, the Loan Agreement and the Master Indenture,
may not be readily available or may be limited. The various legal opinions to be delivered concurrently with the
delivery of the Bonds will be qualified as to the enforceability of the various legal instruments by limitations imposed
by bankruptcy, reorganization, insolvency or other similar laws affecting the rights of creditors generally.

Tax-Exempt Status of the Bonds

The Internal Revenue Code of 1986, as amended (the “Code’), imposes a number of requirements that must
be satisfied in order for interest on state and local obligations, such as the Bonds, to be excludable from gross income
for federal income tax purposes. These requirements include limitations on the use of bond proceeds, limitations on
the investment earnings of bond proceeds prior to expenditure, a requirement that certain investment earnings on bond
proceeds be paid periodically to the United States, and a requirement that issuers file an information report with the
Internal Revenue Service (the “/RS”). The Borrower has agreed that it will comply with all such requirements. Failure
to comply with the requirements stated in the Code and related regulations, rulings, and policies may result in the
treatment of the interest on the Bonds as taxable. Such adverse treatment may be retroactive to the date of issuance.
See “TAX MATTERS.”

In December 1999, as a part of a larger reorganization of the IRS, the IRS commenced operation of its Tax-
Exempt and Government Entities Division (the “TE/GE Division™) as the successor to its Employee Plans and Exempt
Organizations division. The TE/GE Division has a subdivision that is specifically devoted to tax-exempt bond
compliance. The number of tax-exempt bond examinations has increased significantly under the TE/GE Division.
The Borrower has not sought to obtain a private letter ruling from the IRS with respect to the Bonds, and the opinion
of Bond Counsel is not binding on the IRS. There is no assurance that any IRS examination of the Bonds will not
adversely affect the market value of the Bonds. See “TAX MATTERS.”

If a Determination of Taxability (as defined in the Bond Indenture) were to occur, the Bonds would be subject
to mandatory redemption, as a whole and not in part, at a redemption price equal to 100% of the principal amount
thereof plus accrued interest to the redemption date not more than 120 days following receipt of notice by the Bond
Trustee of such determination, subject to certain conditions and notice requirements. See “THE BONDS —
Redemption Provisions — The Bonds — Mandatory Redemption Upon Determination of Taxability.”

Proposed Tax Legislation

Tax legislation, administrative actions taken by tax authorities, and court decisions may cause interest on the
Bonds to be subject, directly or indirectly, to federal income taxation or state income taxation, or otherwise prevent
the beneficial owners of the Bonds from realizing the full current benefit of the tax status of such interest. For example,
future legislation to resolve certain federal budgetary issues may significantly reduce the benefit of, or otherwise
affect, the exclusion from gross income for federal income tax purposes of interest on all state and local obligations,
including the Bonds. In addition, such legislation or actions (whether currently proposed, proposed in the future or
enacted) could affect the market price or marketability of the Bonds. Prospective purchasers of the Bonds should
consult their own tax advisors regarding any pending or proposed federal or state tax legislation, regulations or
litigation, and its impact on their individual situations, as to which Bond Counsel expresses no opinion.
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Tax-Exempt Status of the Borrower

The tax-exempt status of the Bonds presently depends upon maintenance by the Borrower of its status as an
organization described in section 501(c)(3) of the Code. The maintenance of this status depends on compliance with
general rules regarding the organization and operation of tax-exempt entities, including operation for charitable and
educational purposes and avoidance of transactions that may cause earnings or assets to inure to the benefit of private
individuals, such as the private benefit and inurement rules.

Tax-exempt organizations are subject to scrutiny from and face the potential for sanctions and monetary
penalties imposed by the IRS. One primary penalty available to the IRS under the Code with respect to a tax-exempt
entity engaged in inurement or unlawful private benefit is the revocation of tax-exempt status. Although the IRS has
not frequently revoked the tax-exempt status of 501(c)(3) non-profit organizations, it could do so in the future. Loss
of tax-exempt status by the Borrower could result in loss of tax exemption of the Bonds and defaults in covenants
regarding the Bonds and other obligations would likely be triggered. Loss of tax-exempt status by the Borrower could
also result in substantial tax liabilities on its income. For these reasons, loss of tax-exempt status of the Borrower
could have material adverse consequences on the financial condition of the Borrower.

On December 20, 2007, the IRS issued an updated version of Form 990, the return that charities and other
tax-exempt organizations are required to file annually, for tax year 2008 (returns filed in 2009). The new Form 990
implements more stringent reporting requirements for tax-exempt organizations than previously in effect. Major
revisions were made to the form’s summary page, governance section, and various schedules, including those relating
to executive compensation, related organizations, and tax-exempt bonds. The IRS also announced a phase-in of the
new form’s schedules for tax-exempt bonds (Schedule K). The additional oversight required to comply with the new
Form 990 in the future will almost certainly require an increased investment of time and money on the part of the
Borrower and may increase the potential for sanctions and monetary penalties imposed by the IRS.

With increasing frequency, the IRS has imposed substantial monetary penalties and future charity or public
benefit obligations on tax-exempt entities in licu of revoking tax-exempt status, as well as requiring that certain
transactions be altered, terminated, or avoided in the future and/or requiring governance or management changes.
These penalties and obligations typically are imposed on the tax-exempt organization pursuant to a “closing
agreement,” a contractual agreement pursuant to which a taxpayer and the IRS agree to settle a disputed matter. Given
the exemption risks involved in certain transactions, the Borrower may be at risk for incurring monetary and other
liabilities imposed by the IRS. These liabilities could be materially adverse.

Less onerous sanctions, referred to generally as “intermediate sanctions,” have been enacted that focus
enforcement on private persons who transact business with an exempt organization rather than the exempt organization
itself, but these sanctions do not replace the other remedies available to the IRS, as mentioned above.

The Borrower may be audited by the IRS. Because of the complexity of the tax laws and the presence of
issues about which reasonable persons can differ, an IRS audit could result in additional taxes, interest, and penalties.
An IRS audit ultimately could affect the tax-exempt status of the Borrower, as well as the exclusion from gross income
for federal income tax purposes of the interest on the Bonds and any other tax-exempt debt issued for benefit of the
Borrower.

Risk of Failure to Comply with Certain Covenants

Failure of the Issuer to comply with certain covenants contained in the Bond Indenture or of the Borrower
with certain covenants in the Loan Agreement on a continuing basis prior to the maturity of the Bonds could result in
interest on the Bonds becoming taxable retroactive to the date of original issuance. See “TAX MATTERS.”

State and Local Tax Exemption

The State has not been as active as the IRS in scrutinizing the tax-exempt status of non-profit organizations.
It is possible that legislation may be proposed to strengthen the role of the Attorney General of the State in supervising
non-profit organizations. It is likely that the loss by the Borrower of federal tax exemption also would trigger a
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challenge to the State or local tax exemption of the Borrower. Depending on the circumstances, such event could be
adverse and material.

It is not possible to predict the scope or effect of future legislative or regulatory actions with respect to
taxation of non-profit corporations. There can also be no assurance that future change of circumstances or changes in
the laws and regulations of federal, State, or local governments will not materially adversely affect the operations and
financial conditions of the Borrower by requiring the Borrower to pay income or local property taxes.

Unrelated Business Income

The IRS and State, county, and local tax authorities may undertake audits and reviews of the operations of
tax-exempt organizations with respect to the generation of unrelated business taxable income (“UBTT”). The Borrower
may participate in activities that generate UBTI. An investigation or audit could lead to a challenge that could result
in taxes, interest, and penalties with respect to UBTI and, in some cases, ultimately could affect the tax-exempt status
of the Borrower as well as the exclusion from gross income for federal income tax purposes of the interest payable on
the Bonds.

Secondary Market

There is no guarantee that a secondary trading market will develop for the Bonds. Consequently, prospective
bond purchasers should be prepared to hold their Bonds to maturity or prior redemption. Subject to applicable
securities laws and prevailing market conditions, the Underwriters intend but are not obligated to make a market in
the Bonds.

Risk of Loss from Nonpresentment upon Redemption

The rights of the registered owners of the Bonds to receive interest will terminate on the date, if any, on
which the Bonds are to be redeemed pursuant to a call for redemption, notice of which has been given under the terms
of the Bond Indenture.

Risk of Amendment

Most of the provisions of the Master Indenture may be amended with the consent of the holders of a majority
in principal amount of Outstanding Master Notes. If Master Notes are issued in an amount greater than the previously
Outstanding Master Notes, such new Master Notes could cause the Master Indenture to be amended in material ways.
Additionally, such amendment could result if the underwriter for the new bonds were to vote such bonds to direct the
related bond trustee to vote such new Master Notes to amend the Master Indenture prior to their further distribution
to the general public.

Negative Publicity

The Borrower has been subject to a substantial amount of negative publicity including allegations that: (a) the
Charter Schools teach religion, (b) the Borrower is affiliated with the Giilen movement, a historical civil society
movement, inspired by the teachings of Turkish Islamic theologian Fethullah Giilen, (c) the Borrower requires that its
employees contribute to the Giilen movement, (d) the Borrower gives business to followers of the Giilen movement
instead of other more qualified providers, and (e) the Borrower brings in foreign workers for positions that could be
filled by American workers. The Borrower does not teach religion in its Charter Schools, is not affiliated with the
Giilen movement and does not require that its employees contribute to the Giilen movement. Additionally, the
Borrower follows Texas law with respect to its contracting procedures and retains the bidder providing the lowest
responsible bid. See “APPENDIX B — THE BORROWER AND THE CHARTER SCHOOLS — Project
Construction — Construction Process.” While the Borrower has brought in foreign workers to teach at its schools,
it has done so as a result of difficulty in finding qualified teachers in math, science and computer science. Additionally,
over time, the percentage of foreign workers has steadily declined. For example, the percentage fell from
approximately 20% in 2011 to 16.7% in 2012 to 8.4% in 2013. The Borrower expects that the percentage of foreign
workers will decline further in the future based on programs they have put in place to expand the number of local
qualified math, science and computer science teacher. Such allegations could negatively impact the trading value of
the Bonds.
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Support Service Agreements

The Borrower has entered into a number of support services agreements and licensing agreements with other
charter school operators in multiple states. See “APPENDIX B — THE BORROWER AND THE CHARTER
SCHOOLS — History, Growth Strategy and Other Information Relating to the Borrower and the Charter
Schools — Support Service Agreements.” In exchange for its services, in most cases, the Borrower is paid on an
hourly basis for various services and a fixed licensing fee. In June 2011, a charter school operated by Pelican
Foundation subject to a Support Services Agreement was closed by the Louisiana Department of Education (the
“LDOE”) based on the safety and welfare of the students and amidst allegations that a bribe was offered to an official
of the LDOE in order to keep the school open. Although no charges were ever brought against the school, its officials
or its representatives, the particular school was closed. In addition, the Kenilworth Science and Technology Charter
School in Baton Rouge also operated by the Pelican Foundation, was raided by state and federal agents in
December 2013. The purpose of the raid has not been publicly disclosed. If other schools subject to Support Service
Agreements are closed, for whatever reason, it could result in a loss of revenues to the Borrower. See “APPENDIX
B — THE BORROWER AND THE CHARTER SCHOOLS — History, Growth Strategy and Other
Information Relating to the Borrower and the Charter Schools — Support Services Agreement.”

THE BONDS
Description

The Bonds will be issued in the aggregate principal amounts, will mature on the dates and in the amounts,
and will bear interest at the rates per annum set forth on the inside cover page of this Official Statement. Interest on
the Bonds will accrue from the date of delivery and will be calculated on the basis of a 360-day year of twelve 30-day
months payable on February 15, 2015, and on each August 15 and February 15 thereafter until the earlier of maturity
or redemption.

The Bonds will be initially issued in book-entry-only form, as discussed under “APPENDIX G — BOOK-
ENTRY-ONLY SYSTEM?” herein, but may be subsequently issued in fully registered form only, without coupons,
and in any case, will be issued in denominations of $5,000.

The principal of, premium, if any, and interest on the Bonds are payable in lawful money of the United States
of America. Amounts due on the Bonds will be paid by check mailed to the owner thereof at its address as it appears
on the bond registration books on the first day of the calendar month in which such payment date occurs (the “Record
Date”). Upon written request of a registered owner of at least $1,000,000 in principal amount of Bonds, all payments
of principal, premium, if any, and interest on Bonds will be paid by wire transfer (at the risk and expense of such
registered owner) in immediately available funds to an account in the United States designated by such registered
owner upon 15 days prior written notice to the Bond Trustee. Notwithstanding the foregoing, while the Bonds are
held in book-entry only form, interest, principal, and redemption premium, if any, will be paid through The Depository
Trust Company (“DTC”) as described under “APPENDIX G — BOOK-ENTRY ONLY SYSTEM.”

Permanent School Fund Guarantee

In connection with the sale of the Bonds, an application has been filed by the Borrower with, and the
Borrower has received conditional approval from, the TEA for guarantee of the Bonds under the Charter District Bond
Guarantee Program (Chapter 45, Subchapter C, of the Texas Education Code). See “THE PERMANENT SCHOOL
FUND GUARANTEE PROGRAM?” herein. In the event of default, registered owners will receive all payments due
from the Permanent School Fund.

Redemption Provisions
The Bonds are subject to redemption as described below:

Optional Redemption. The Bonds maturing on or after February 15, 2025, are subject to optional
redemption prior to scheduled maturity, in whole or in part, on February 15, 2024, and on any date thereafter, at the
option of the Borrower at a redemption price of par, plus accrued interest to the date of redemption.
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Mandatory Sinking Fund Redemption. The Bonds are subject to mandatory sinking fund redemption in
part prior to maturity with funds from the Bond Debt Service Fund, at a redemption price equal to the principal amount
thereof plus interest accrued thereon to the redemption date, on the dates, and in the principal amounts shown in the
following schedules:

TERM BOND MATURING TERM BOND MATURING
FEBRUARY 15,2038 FEBRUARY 15, 2044

Principal Amount February 15 Principal Amount February 15

$5,565,000 2035 $2,350,000 2039
5,800,000 2036 2,445,000 2040
4,975,000 2037 2,545,000 2041
2,685,000 2038 2,650,000 2042

2,755,000 2043
2,870,000) 2044

(M Paid at stated maturity.

The principal amount of the Bonds required to be redeemed pursuant to the operation of such mandatory
redemptions is required to be reduced by the principal amount of any Bonds of the same maturity date which, at least
60 days prior to the mandatory sinking fund redemption date (a) have been purchased and delivered to the Bond
Trustee for cancellation, (b) have been purchased and canceled by the Bond Trustee with funds furnished for such
purpose, in each case at a purchase price not exceeding the principal amount of such Bonds plus accrued interest to
the date of purchase thereof or (c) have been redeemed pursuant to the optional redemption provisions described
above.

Mandatory Redemption Upon Determination of Taxability. The Bonds will be redeemed in whole prior
to maturity on a date selected by the Borrower which is not more than 120 days following receipt by the Bond Trustee
of written notice of the occurrence of a Determination of Taxability at a redemption price equal to 100% of the
principal amount thereof plus interest to the redemption date; provided that such redemption of the Bonds will not be
payable from the Permanent School Fund.

“Determination of Taxability,” as used herein, means a determination that the interest income on any of the
Bonds does not qualify as interest excluded from gross income of the recipient thereof for the purpose of federal
income taxation (“exempt interest”) under Section 103 of the Code (in the case of a private activity bond, for a reason
other than a registered owner is or a former registered owner was a substantial user within the meaning of Section 147
of the Code), which determination will be deemed to have been made upon the first to occur of any of the following:
(a) the date on which the Trustee is notified that an opinion of counsel is unable to be delivered to the effect that the
interest on the Bonds qualifies as such exempt interest; or (b) the date on which the Bond Trustee is notified by or on
behalf of the Issuer that a change in law or regulation has become effective or that the Internal Revenue Service has
issued any public or private ruling, or technical advice memorandum or that there has occurred a ruling or decision of
a court of competent jurisdiction with or to the effect that the interest income on any of the Bonds does not qualify as
such exempt interest; or (¢) the date on which the Borrower receives notice from the Bond Trustee in writing that the
Bond Trustee has been notified by the Internal Revenue Service, or has been advised by the Issuer, the Borrower or
any owner or former owner of a Bond that the Internal Revenue Service has issued a final determination (after the
Issuer has exhausted all administrative appeal remedies and has determined not to pursue any remedies in a court of
competent jurisdiction) which asserts that the interest on any of the Bonds does not qualify as such exempt interest.

Extraordinary Optional Redemption. The Bonds are subject to extraordinary redemption, at the option of
the Issuer upon the request of the Borrower, at a redemption price of par plus interest accrued thereon to the redemption
date, without premium, on any date, in the event the Projects are damaged, destroyed, or condemned or threatened to
be condemned, (i) in whole, if, in accordance with the terms of the Loan Agreement, the Projects are not reconstructed,
repaired or replaced upon the change or destruction thereof, from insurance or condemnation proceeds transferred
from the Construction Fund established pursuant to the Bond Indenture to the Debt Service Fund established pursuant
to the Bond Indenture which, together with an amount required to be paid by the Borrower pursuant to the Loan
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Agreement, will be sufficient to pay the Bonds in full, or (ii) in part, after reconstruction, repair, or replacement of the
Projects in accordance with the terms of the Loan Agreement, from excess insurance or condemnation proceeds
transferred from the Construction Fund established pursuant to the Bond Indenture to the Debt Service Fund
established pursuant to the Bond Indenture for such purpose.

Redemption in Part If less than all of the Bonds of a stated maturity are called for redemption, the particular
Bonds or portions thereof to be redeemed will be redeemed by the Bond Trustee in accordance with the written
direction of the Borrower; provided, however, that portions of the Bonds will be redeemed in Authorized
Denominations; and provided further, that no redemption will result in an outstanding Bond being held in less than an
Authorized Denomination.

In case part, but not all, of a Bond is selected for redemption, the owner thereof or his attorney or legal
representative must present and surrender the Bond to the Bond Trustee for payment of the redemption price, and the
Issuer will cause to be executed, authenticated, and delivered to or upon the order of such owner or his attorney or
legal representative, without charge therefor, in exchange for the unredeemed portion of the principal amount of such
Bond so surrendered, a Bond of the same maturity and bearing interest at the same rate.

Notice of Redemption. At least 30 days prior to the date fixed for any redemption of the Bonds, but not
more than 60 days prior to any redemption date, the Bond Trustee will cause a written notice of such redemption to
be mailed by first class mail, postage prepaid, to the holders of the Bonds to be redeemed, at such holder’s address
appearing on the bond registration books on the date such notice is mailed by the Bond Trustee. Any redemption may
be conditioned upon the occurrence of events occurring after the mailing of the notice of redemption. Any notice
mailed as provided herein will be conclusively presumed to have been given, irrespective of whether or not received.
By the date fixed for any such redemption, due provision is required to be made with the Bond Trustee for the payment
of the redemption price, premium, if any, and interest accrued thereon. If such written notice of redemption is made,
due provision for payment of the redemption price is made, and all conditions to the redemption have been fulfilled,
all as provided above and in the Bond Indenture, the Bonds which are to be redeemed will become due and payable
at the redemption price and after such date will cease to bear interest. Such Bonds will not be regarded as being
Outstanding except for the right of the owner to receive the redemption price out of the funds provided for such
payment. Ifany Bond is not paid upon the surrender thereof for redemption, such Bond will continue to be Outstanding
under the Bond Indenture and will continue to bear interest until paid at the interest rate borne by such Bond.

Defeasance. The Bonds may be discharged, or advance refunded in advance of their optional redemption
date in any manner now or hereafter permitted by law. Upon any discharge, defeasance or refunding of all or a portion
of the Bonds, such Bonds shall no longer be regarded to be outstanding or unpaid; provided, however, the Issuer will
remain obligated for all payments, including the contribution of additional money or securities to any defeasance
escrow or trust account, if necessary to provide sufficient amounts to satisfy the payment obligations (but only from
the sources described herein). The Permanent School Fund Guarantee will terminate with respect to Bonds defeased
in the manner provided above. The Borrower must notify the commissioner of the TEA in writing within ten days of
the defeasance of any Bonds.

SECURITY FOR THE BONDS
General

The Bonds are special limited obligations of the Issuer payable solely from revenues to be derived from the
Loan Agreement, the Series 2014A Note, the money and investments held for the credit of the funds and accounts
established by or under the Bond Indenture (except the Rebate Fund); and in certain events out of amounts secured
through the exercise of the remedies provided in the Bond Indenture, the Loan Agreement and the Master Indenture.

The Borrower previously executed certain Deeds of Trust and Security Agreements, as supplemented (the
“Deeds of Trust”) and certain Leasehold Mortgages, as supplemented (the “Leasehold Mortgages”) encumbering
certain property of the Borrower in favor of the Master Trustee for the benefit of the holders of the Master Notes
issued prior to the Series 2014A Note (and not the Series 20144 Note). In addition, the Borrower has granted a
security interest in certain fixtures and personal property pursuant to certain security agreements in favor of the Master
Trustee (the “Security Agreements”) for the benefit of the holders of the Master Notes issued prior to the Series 2014A
Note (and not the Series 20144 Note). Subject to the provisions of the Master Indenture, the Holders of the 2014A
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Note expressly relinquish any right to the Deed of Trust, the Leasehold Mortgages and the Security Agreements and
agree that the 2014A Note will not be secured by a lien created by such collateral pledged to the Trust Estate and
executed in connection with any Debt issued and secured pursuant to the Master Indenture and no proceeds of any
sale of any property subject to such collateral, whether made under any power of sale granted pursuant to the Master
Indenture or pursuant to judicial proceedings (“Foreclosure Proceeds”) collected by the Master Trustee pursuant to
the Master Indenture, may be paid by the Master Trustee to the Bond Trustee. SUCH DEEDS OF TRUST,
LEASEHOLD MORTGAGES AND SECURITY AGREEMENTS ARE NOT SECURITY FOR THE SERIES
20144 NOTE OR THE BONDS, AND THE HOLDERS OF THE SERIES 20144 NOTE AND THE BONDS WILL
NOT REALIZE ANYTHING FROM THE FORECLOSURE OF THE DEEDS OF TRUST, LEASEHOLD
MORTGAGES AND SECURITY AGREEMENTS. NEITHER THE BONDS NOR THE SERIES 20144 NOTE
IS SECURED BY ANY INTEREST IN REAL PROPERTY OR PERSONAL PROPERTY OTHER THAN
ADJUSTED REVENUES. ADDITIONALLY, THE BONDS ARE NOT ENTITLED TO THE BENEFIT OF A
DEBT SERVICE RESERVE FUND.

An application has been filed with, and the Borrower has received conditional approval from, the TEA for
the payment of the Bonds to be guaranteed by the corpus of the Permanent School Fund of the State of Texas.

NEITHER THE STATE OF TEXAS NOR A STATE AGENCY OR POLITICAL SUBDIVISION OF THE
STATE, INCLUDING THE CITY OF HOUSTON, IS OBLIGATED TO PAY THE PRINCIPAL OF OR INTEREST
ON THE BONDS AND NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE OR
ANY STATE AGENCY OR POLITICAL SUBDIVISION OF THE STATE, INCLUDING THE CITY OF
HOUSTON, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE BONDS.
HOWEVER, AN APPLICATION HAS BEEN FILED WITH, AND THE BORROWER HAS RECEIVED
CONDITIONAL APPROVAL FROM, THE TEXAS EDUCATION AGENCY FOR THE PAYMENT OF THE
BONDS TO BE GUARANTEED UNDER THE BOND GUARANTEE PROGRAM OF THE PERMANENT
SCHOOL FUND OF THE STATE OF TEXAS. THE ISSUER HAS NO TAXING POWER.

Permanent School Fund

The Borrower has applied for and has received from the TEA conditional approval for the payment of the
Bonds to be guaranteed by the corpus of the Permanent School Fund of the State. See “THE PERMANENT
SCHOOL FUND GUARANTEE PROGRAM.”

Master Notes and the Master Indenture
General

To evidence its obligations under the Loan Agreement, the Borrower will execute and deliver to the Bond
Trustee, as the assignee of the Issuer, the Series 2014 A Note in principal amount equal to the principal amount of the
Bonds. Payments under the Series 2014A Note are scheduled to be made at the times and in the amounts required to
pay debt service on the Bonds and will be credited against the Loan Payments required to be made by the Borrower
under the Loan Agreement.

The Series 2014A Note is a duly authorized promissory note of the Borrower issued pursuant to and secured
by the Master Indenture. The Series 2014A Note constitutes additional indebtedness under the Master Indenture, and,
excluding Master Notes being refinanced with proceeds of the Bonds, are issued on parity with (i) the promissory
notes (the “Series 2010 Notes) issued by the Borrower to evidence its obligations with respect to the City of Houston
Higher Education Finance Corporation’s $50,090,000 Education Revenue Bonds (Cosmos Foundation, Inc.), Series
2010A and $39,910,000 Taxable Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2010Q (Qualified
School Construction Bonds — Direct Pay) (collectively, the “Series 2010 Bonds”), which are currently outstanding
in the aggregate principal amount of $90,000,000, (ii) the promissory notes (the “Series 2011 Notes™) issued by the
Borrower to evidence its obligations with respect to the City of Houston Higher Education Finance Corporation’s
$58,930,000 Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2011A and $5,085,000 Taxable Education
Revenue Bonds (Cosmos Foundation, Inc.), Series 2011Q (Qualified School Construction Bonds — Direct Pay)
(collectively, the “Series 2011 Bonds”) which are currently outstanding in the aggregate principal amount of
$63,410,000, and (iii) the promissory note (the “Series 2012 Note” issued by the Borrower to evidence its obligations
with respect to the City of Houston Higher Education Finance Corporation’s $31,350,000 Education Revenue Bonds
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(Cosmos Foundation, Inc.) Series 2012A (the “Series 2012 Bonds’) which is currently outstanding in the aggregate
principal amount of $30,820,000.

In addition to the Master notes relating to Bonds described above, the Borrower has issued a promissory note
to induce a bridge loan from Regions Bank in the amount of $25,000,000 (the “Bridge Loan™). As of May 31, 2014,
$9,378,327.46 was outstanding on the Bridge Loan. It is anticipated that the outstanding amount of the Bridge Loan
will be paid with proceeds of the Bonds.

In addition to the foregoing, the Borrower has issued a promissory note in the amount of $1.9 million (the
“LISA Note”) to evidence its obligations under a guaranty relating to the debt of LISA Academy, a non-profit
corporation operating charter schools in Little Rock, Arkansas. The LISA Note is entitled to the benefit of the Master
Indenture.

Finally, the Borrower may issue additional Master Notes to reimburse expenditures made for Harmony
School of Innovation — Laredo and to complete Harmony School of Innovation — Garland in the amount of
approximately $8,000,000 within 12 months of the issuance of the Series 2014A Note. See “PLAN OF FINANCE.”

All of the outstanding Master Notes will be equally and ratably secured by the pledge of a security interest
in the Trust Estate established under the Master Indenture. See “APPENDIX F —EXCERPTS OF THE MASTER
INDENTURE, THE BOND INDENTURE, AND THE LOAN AGREEMENT — THE MASTER INDENTURE
— Granting Clauses,” and “ — Issuance and Form of Notes — Section 210. Security for Notes.” Under the Master
Indenture the Trust Estate consists of:

(1) all Adjusted Revenues (defined below) of the Borrower except items which by their terms or by
reason of applicable law would be void or voidable if granted by the Borrower, or which cannot be
granted without the consent of other parties whose consent is not secured, or without subjecting the
Master Trustee to liability not otherwise contemplated by the provisions of the Master Indenture, or
which otherwise may not be lawfully and effectively granted, pledged, and assigned by the
Borrower;

(i1) all money and securities, if any, at any time held by the Master Trustee in the Revenue Fund and
any other fund or account established under the terms of the Master Indenture, or held by other
banks or fiduciary institutions which are collaterally assigned to the Master Trustee as security for
the Master Notes including the depository account specified in the Deposit Account Control
Agreement and all securities, financial assets and securities entitlements and, with respect to book-
entry securities, in the applicable Federal Book Entry Regulations, carried in or credited to such
fund or account;

(ii1) all accounts, bank accounts, general intangibles, contract rights and related rights of the Borrower,
whether now owned or hereafter assigned or arising and wherever located,

(iv) any and all other property of every kind and nature conveyed, pledged, assigned or transferred as
additional security under the Master Indenture by the Borrower or by anyone on its behalf to the
Master Trustee, subject to the terms thereof, including, without limitation, funds of the Borrower
held by the Master Trustee as security for the Master Notes;

(v) the lien of the Deeds of Trust and the Leasehold Mortgages_(provided, however, that such Deeds
of Trust and Leasehold Mortgages are not security for the Series 2014A Note or the Bonds, and
the holders of the Series 20144 Note and the Bonds will not realize anything from the foreclosure
of the Deeds of Trust and Leasehold Mortgages); and

(vi) proceeds of the foregoing.

In addition, the Trust Estate under the Master Indenture includes all goods, documents, instruments, tangible
and electronic chattel paper, letter of credit rights, investment property, accounts, deposit accounts, general tangibles
(including payment intangibles and software), money and other items of personal property, including proceeds (as
each such term is defined in the UCC) which constitute any of the property described in the paragraphs above.
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“Adjusted Revenues” means, for any period of calculation, the total of all operating and non-operating
revenues of the Borrower, including but not limited to State Revenues, federal and local funds for school lunches and
other food programs, special education, and transportation, including accounts receivable and rights to receive the
same plus investment and other income of the Borrower for such period; provided, however, Adjusted Revenues
exclude (i) income derived from Defeasance Obligations that are irrevocably deposited in escrow to pay the principal
of or interest on Debt, or Related Bonds, (ii) any gains or losses resulting from the early extinguishment of Debt, the
sale, exchange or other disposition of property not in the ordinary course of business, or the reappraisal, reevaluation
of write-up of assets, or any other extraordinary gains or losses, (iii) gifts, grants (excluding grants from the State),
bequests or donations and income thereon restricted as to use by the donor or grantor for a purpose inconsistent with
the payment of debt service on Debt or related bonds or Master Notes (i.e. unrelated to the purposes for which such
obligations were issued), (iv) net unrealized gain (losses) on investments and financial products agreements and
(v) proceeds of borrowing.

Revenue Fund

The Master Indenture provides for the creation of a Revenue Fund, which contains a principal account and
an interest account. Upon an Event of Default under the Master Indenture, the Borrower is required to deposit to the
Revenue Fund, within five business days of receipt, all of its Adjusted Revenues, including without limitation,
amounts subject to the Deposit Account Control Agreement for which a notice of exclusive control has been delivered
(except as otherwise provided in the Master Indenture), as well as any insurance and condemnation proceeds,
beginning on the first day of such Event of Default until no payment default exists. The Master Indenture provides
that the Master Trustee shall immediately withdraw and pay or deposit from the amounts on deposit in the Revenue
Fund the following amounts in the order of priority indicated:

FIRST: to the Master Trustee any fees or expenses which are then due and payable;

SECOND: equally and ratably to the Holder of each instrument evidencing a Master Note on which
there has been a default in the payment of principal of, premium, if any, or interest on the
Master Notes, an amount equal to all defaulted principal of, premium, if any, and interest
on such Master Note;

THIRD: to the Interest Account an amount necessary to accumulate in equal amounts the interest
on the Master Notes due and payable on the next Interest Payment Date; provided,
however, that to the extent available, each transfer made on the 5th Business Day before
the end of the month immediately preceding each Interest Payment Date shall be in an
amount to provide, together with amounts then on deposit in the Interest Account, the
balance of the interest due on the Master Notes on the next succeeding Interest Payment
Date. There shall be paid from the Interest Account equally and ratably to the Holder of
each instrument evidencing a Master Note the amount of interest on each Master Note as
such interest becomes due;

FOURTH: to the Principal Account the amount necessary to accumulate in equal monthly installments
the principal of the Master Notes maturing or subject to mandatory sinking fund
redemption on the next Principal Payment Date taking into account with respect to each
such payment (i) any other money actually available in the Principal Account for such
purpose and (ii) any credit against amounts due on each Principal Payment Date granted
pursuant to other provisions of the Master Indenture; provided, however, that to the extent
available, the transfer made on the 5th Business Day before the end of each month
immediately preceding such Principal Payment Date shall be in an amount to provide,
together with amounts then on deposit in the Principal Account, the balance of the principal
maturing or subject to mandatory sinking fund redemption on such Principal Payment Date.
There shall be paid from the Principal Account equally and ratably to the Holder of each
instrument evidencing a Master Note the amount of principal payments due on each Master
Note, whether at maturity or earlier mandatory redemption (other than by reason of
acceleration of maturity or other demand for payment), as such principal becomes due;
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FIFTH:

SIXTH:

to the Holder of any Master Note entitled to maintain a reserve fund for the payment of
such Master Note, an amount sufficient to cause the balance on deposit in such reserve
fund to equal the required balance in 12 equal monthly installments or as otherwise
required by the applicable bond documents; and

to the Borrower, the amount specified in a request of the Borrower as the amount of
ordinary and necessary expenses of the Borrower for its operations for the following
month.

The Master Indenture provides that any balance remaining in the Revenue Fund on the day following the end
of the month in which all Events of Default under the Master Indenture relating to the payment of the principal of,
premium, if any, or interest or any other amount due on any Master Note have been cured or waived, will be paid to
the Borrower at its depository bank upon request for deposit in a deposit account of the Borrower that is subject to a
Deposit Account Control Agreement to be used for any lawful purpose.

Additional Debt

Under the Master Indenture, Additional Debt payable from the Adjusted Revenues of the Borrower may be
delivered pursuant to the Master Indenture to pay the costs associated with such additional Debt and/or for the purpose
of refunding any Outstanding Debt if the following conditions have been met:

(1)

(i)

(iif)

(iv)

V)

(vi)

an Officer’s Certificate is delivered stating that the Master Indenture is in effect and no Event of
Default exists under the Master Indenture or any Debt Outstanding or any agreement entered into
in conjunction with such Debt;

the additional Debt is secured on parity with respect to the Trust Estate and is payable by the issuer
solely from the Adjusted Revenues and other amounts derived from the loan agreement relating to
such debt (except to the extent paid out of money attributable to the proceeds derived from the sale
of the additional Debt or to income from the temporary investment thereof);

(A) an Officer’s Certificate is delivered stating that, for either the Borrower’s most recently
completed fiscal year or for any consecutive 12 months out of the most recent 18 months
immediately preceding the issuance of the additional Debt, the Available Revenues equal at least
1.10x the Maximum Annual Debt Service on all Debt then Outstanding prior to the issuance of the
additional Debt; and (B) an Independent Management Consultant selected by the Borrower and
approved by each Bond Insurer provides a written report setting forth projections which indicate
that the estimated Available Revenues are equal to at least 1.20x the Maximum Annual Debt Service
for all Debt then Outstanding, including the proposed additional Debt, in the fiscal year immediately
following the completion of the Project being financed;

Instead of the requirements described in clause (iii) above, the Borrower may deliver an Officer’s
Certificate stating that, based on the audited results of the operations for the most recently completed
fiscal year, the Available Revenues equal at least 1.10x the Maximum Annual Debt Service on all
Debt then Outstanding as well as the additional Debt;

Bond Counsel must render an opinion to the Master Trustee to the effect that the issuance of the
proposed additional Debt will not cause the interest on the Related Bonds Outstanding issued as tax-
exempt bonds to be includable in the gross income of the Owners thereof for purposes of federal
income taxation;

The Borrower must obtain and provide to the Master Trustee on or prior to the closing date of the
proposed additional Debt, an Opinion of Counsel addressed to the Master Trustee to the effect that
the security interest in fixtures and equipment and personal property granted under the Deeds of
Trust has been created and perfected under the Uniform Commercial Code as currently in effect in
the State, including but not limited to, Article 9, as amended (it should be noted that such Deeds of
Trust are not security for the Series 20144 Note or the Bonds, and the holders of the Series 20144
Note and the Bonds will not realize anything from the foreclosure of the Deeds of Trust); and
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(vii) So long as the Trust Estate contains the lien of the Deeds of Trust upon any real property of the
Borrower, the Borrower shall obtain and provide to the Master Trustee an endorsement of the title
insurance policy, if permitted by the laws of the State, issued in connection with the Debt increasing
the coverage thereunder by an amount equal to the aggregate principal amount of the additional
Debt (it should be noted that such Deeds of Trust are not security for the Series 20144 Note or
the Bonds, and the holders of the Series 20144 Note and the Bonds will not realize anything from
the foreclosure of the Deeds of Trust).

Under the Master Indenture, if additional Debt is being issued for the purpose of refunding any Outstanding
Debt, the report required by clauses (iii) and (iv) above will not apply so long as both the total and Maximum Annual
Debt Service Requirements on all Outstanding Debt after issuance of the additional Debt will not exceed both the total
and the Maximum Annual Debt Service Requirements on all Outstanding Debt prior to the issuance of such additional
Debt.

If additional Debt is being issued or incurred for the purpose of completing any Project (as that term is defined
in connection with the issuance of additional Debt) for which additional Debt is issued or incurred, such series of
completion bonds may be issued in amounts not to exceed 10% of the principal amount of the Debt originally issued
for such Project upon delivery of an Officer’s Certificate that such additional Debt is required to fund the costs of
completion, provided that such additional Debt must comply with any applicable requirements imposed by the Bond
Indenture and Related Loan Documents (as defined in the Master Indenture).

Under the Master Indenture, the Borrower reserves the right to issue and incur Short-Term Debt.

Additionally, the Borrower may incur subordinate Debt in any amount that is subordinate to any Debt secured
under the Master Trust Indenture.

The Bond Indenture
General

Under the Bond Indenture, the Issuer will grant to the Bond Trustee for the equal and ratable benefit of the
holders of the Bonds, all of the Issuer’s right, title, and interest in and to, among other things, the following: (i) the
Loan Agreement, including all amounts payable thereunder, including but not limited to the Loan Payments
thereunder, the Series 2014A Note, any and all security granted or held for the payment thereof, and the present and
continuing right to bring actions and proceedings under the Loan Agreement or for the enforcement thereof and to do
any and all things which the Issuer is or may become entitled to do thereunder, but excluding certain amounts agreed
to be paid by the Borrower noted in the Loan Agreement (the “Issuer’s Unassigned Rights”), (ii) all money and
investments held for the credit of the funds and accounts established by or under the Bond Indenture (except the
Rebate Fund) as described in the Bond Indenture, and (iii) any and all property that may by delivery or by writing of
any kind, be subjected to the lien and security interest of the Bond Indenture by the Issuer or by anyone on its behalf,
subject to the limitations provided in the Bond Indenture. See “APPENDIX F — EXCERPTS OF THE MASTER
INDENTURE, THE BOND INDENTURE, AND THE LOAN AGREEMENT — THE BOND INDENTURE —
Granting Clauses.”

Debt Service Fund

The Bond Indenture establishes a Debt Service Fund for the Bonds. The money deposited into the Debt
Service Fund, together with all investments thereof and investment income therefrom, will be held in trust and applied
solely as provided in the Bond Indenture. The Bond Trustee is required to establish a Capitalized Interest Subaccount
within the Debt Service Fund. On the date of issuance of the Bonds, the Bond Trustee is required to deposit into the
Capitalized Interest Subaccount any capitalized interest, accrued interest and additional proceeds on the Bonds as may
be set forth in an order of the Issuer, for the purpose of paying a portion of the interest coming due on the Bonds on
the interest payment date therefor. The Bond Trustee is required to deposit to the credit of the Debt Service Fund
immediately upon receipt: (i) amounts due and payable by the Borrower pursuant to the terms of the Loan Agreement
and the Series 2014A Note, (ii) any other amounts required by the Bond Indenture and (iii) any other amounts delivered
to the Bond Trustee for deposit thereto. On each Interest Payment Date, the Bond Trustee will withdraw money first
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from the Capitalized Interest Subaccount then from the Debt Service Fund to pay the principal and interest due on the
Bonds.

The Loan Agreement
General

The Bonds are payable from and secured in part by a pledge and assignment to the Bond Trustee of the
Issuer’s rights under the Loan Agreement and the rights of the Issuer to receive loan payments thereunder (excluding
certain fees and expenses and certain indemnity payments payable to the Issuer). Pursuant to the Loan Agreement,
the Borrower agrees to make Loan Payments sufficient to provide funds to make required payments of principal,
premium, if any, and interest on the Bonds in full. See “APPENDIX F — EXCERPTS OF THE MASTER
INDENTURE, THE BOND INDENTURE, AND THE LOAN AGREEMENT — THE LOAN AGREEMENT.”

Debt Service Coverage Ratio Covenant

Under the Loan Agreement, the Borrower will covenant that as long as the Bonds remain outstanding, its
Available Revenues for each fiscal year (without excluding any Discretionary Expenses actually incurred in such
fiscal year) will be equal to at least 1.10x the Annual Debt Service Requirements of the Borrower as of the end of the
first fiscal year after the date of issuance of the Bonds and thereafter until such Bonds have been paid in full. If the
Borrower is unable to comply with the above debt service coverage ratio, it will not constitute an Event of Default if
the Borrower promptly engages (within thirty (30) days of the date such certificate describing such circumstances was
required to be submitted) an Independent Management Consultant, such consultant promptly submits a report to be
delivered to the Borrower and the Bond Trustee with recommendations for meeting the required debt service coverage
ratio and the Borrower agrees to consider any recommendations by the Independent Management Consultant and, to
the extent legally permissible and practicable, to promptly adopt and carry out such recommendations. However, if
the debt service coverage ratio falls below 1.0x the Annual Debt Service Requirements of the Borrower, it will
constitute a default under the Loan Agreement.

Negative Pledge

The Borrower is not allowed to create or allow any liens to exist on any of its property or equipment, except
as permitted by the Deeds of Trust, including without limitation, any mortgage or other lien on the property comprising
the Borrower’s Participating Campuses (except in connection with the issuance of additional Debt for such campuses
and provided that any such mortgage or other lien on such campuses is also required to secure the Bonds in addition
to such additional Debt). The Deeds of Trust are not security for the Series 2014A Note or the Bonds, and the
holders of the Series 20144 Note and the Bonds will not realize anything from the foreclosure of the Deeds of

Trust).

Disposition of Assets

Property and Equipment (“P&E”). No P&E of the Borrower may be sold or otherwise disposed of unless
(i) the P&E is obsolete or worn out or (ii) fair market value is received in return or (iii) the market value of all P&E
disposed of in any fiscal year does not exceed five percent (5%) of the total market value of all P&E of the Borrower,
and such disposition must comply with the requirements of Section 45.082, Texas Education Code.

Cash, Investments and Other Current Assets (“Liquid Assets”). No Liquid Assets of the Borrower may
be sold or otherwise disposed of unless (i) fair market value is received in return or (ii) the total market value of Liquid
Assets disposed of in any Fiscal Year does not exceed one percent (1%) of all Liquid Assets of the Borrower.

Operating Reserves

The Borrower is required to maintain an amount equal to 45 days of budgeted expenses as of the end of each
of its Fiscal Years, commencing as of the end of the first Fiscal Year after the date of issuance of the Bonds and
thereafter, each Fiscal Year until the Bonds have been paid in full, to be tested at the end of each Fiscal year. The
Borrower’s failure to achieve the required operating reserve level does not constitute an Event of Default if the
Borrower promptly engages (within thirty (30) days of the date such certificate describing such circumstances was
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required to be submitted) an Independent Management Consultant which consultant promptly prepares a report (to be
delivered to the Borrower and the Bond Trustee) with recommendations for meeting the required operating reserve
level. So long as the Borrower, to the extent legally permissible and practicable, is promptly implementing such
recommendations, the Borrower will not be in default with respect to the operating reserve covenant. The operating
reserves are not allowed to be funded with Bond proceeds.

[Remainder of Page Intentionally Left Blank)
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DEBT SERVICE REQUIREMENTS

Set forth in the following table are the aggregate debt service requirements for all of the Borrower’s parity
Debt entitled to the benefit of the Master Indenture, including the Series 2014A Note.

SERIES 2014A

Fiscal Year .
Ending Total Parity

June 30 Debt Service

2015 $15,522,501 $1,000,000 2,453,043 $18,975,544
2016 15,516,655 2,175,000 4,416,910 22,107,946
2017 15,512,823 2,250,000 4,648,480 22,411,303
2018 15,509,141 2,355,000 4,556,230 22,420,371
2019 15,507,699 2,470,000 4,436,125 22,413,824
2020 15,497,701 2,605,000 4,310,155 22,412,856
2021 15,500,568 2,735,000 4,177,300 22,412,868
2022 15,500,958 2,885,000 4,037,815 22,423,773
2023 15,494,049 3,025,000 3,890,680 22,409,729
2024 15,490,526 3,190,000 3,736,405 22,416,931
2025 15,477,722 3,350,000 3,573,715 22,401,437
2026 15,482,721 3,500,000 3,402,865 22,385,586
2027 15,740,244 3,455,000 3,224,365 22,419,609
2028 12,767,429 3,890,000 3,048,160 19,705,589
2029 12,777,154 4,100,000 2,849,770 19,726,924
2030 12,781,029 4,310,000 2,640,670 19,731,699
2031 12,793,179 4,540,000 2,420,860 19,754,039
2032 12,810,499 4,770,000 2,189,320 19,769,819
2033 12,821,966 5,025,000 1,946,050 19,793,016
2034 12,829,729 5,285,000 1,689,775 19,804,504
2035 12,837,229 5,565,000 1,420,240 19,822,469
2036 12,847,505 5,800,000 1,192,075 19,839,580
2037 12,853,440 4,975,000 954,275 18,782,715
2038 12,868,073 2,685,000 750,300 16,303,373
2039 12,873,538 2,350,000 640,215 15,863,753
2040 12,892,874 2,445,000 543,865 15,881,739
2041 7,117,656 2,545,000 443,620 10,106,276
2042 2,084,250 2,650,000 339,275 5,073,525
2043 2,755,000 230,625 2,985,625
2044 2,870,000 117,670 2,987,670
Totals $377.708.855 $101,555,000 $74,280,234

OUTSTANDING
DEBT SERVICE("

Principal Interest®

(M Excludes Refunded Bonds. Reflects annual sinking fund deposits for the Series 2010Q and 2011Q Bonds. Does not offset debt service with
anticipated federal subsidy receipts.

@ Includes annual fee related to PSF Guarantee. (see "THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM - Charter District
Bond Guarantee Program."

3 Net of capitalized interest.
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STATE FUNDING FOR TRADITIONAL SCHOOL DISTRICTS
Overview

The following is a description of the system of State funding for traditional school districts in Texas (the
“Finance System”) and not for open-enrollment charter schools. However, it is necessary to understand the Finance
System in order to understand the system of State funding applicable to open-enrollment charter schools, which
essentially adapts the provisions of the Finance System to make them work for open-enrollment charter schools. The
summary below includes changes made by the State Legislature to the Finance System, including modifications made
during the regular through third called sessions of the 79th Texas Legislature (collectively, the “2006 Legislative
Session™), the regular session of the 81st Texas Legislature (the “2009 Legislative Session”), the regular and first
called sessions of the 82nd Texas Legislature (collectively, the “2011 Legislative Session’), and the regular through
third called sessions of the 83rd Texas Legislature (collectively, the “2013 Legislative Session”). For a more complete
description of school finance and fiscal management in the State, reference is made to Vernon’s Texas Codes
Annotated, Education Code, Chapters 41 through 46, as amended.

Funding for school districts in the State is provided primarily from State and local sources. State funding for
all school districts is provided through a set of funding formulas comprising the “Foundation School Program,” as
well as two facilities financing programs. Generally, the Finance System is designed to promote wealth equalization
among school districts by balancing State and local sources of funds available to school districts. In particular, because
districts with relatively high levels of property wealth per student can raise more local funding, such districts receive
less State aid, and in some cases, are required to disburse local funds to equalize their overall funding relative to other
school districts. Conversely, because districts with relatively low levels of property wealth per student have limited
access to local funding, the Finance System is designed to provide more State funding to such districts. Thus, as a
school district’s property wealth per student increases, State funding to the school district is reduced. As a school
district’s property wealth per student declines, the Finance System is designed to increase its State funding. A similar
equalization system exists for facilities funding wherein districts with the same tax rate for debt service raise the same
amount of combined State and local funding. Facilities funding for debt incurred in prior years is expected to continue
in future years; however, State funding for new school facilities was not appropriated by the 83rd Texas Legislature
for the 2014—15 State biennium.

Local funding is derived from collections of ad valorem taxes levied on property located within each district’s
boundaries. School districts are authorized to levy two types of property taxes: a limited maintenance and operations
(“M&O”) tax to pay current expenses and an unlimited interest and sinking fund (“/&S”) tax to pay debt service on
bonds. Under current law, M&O tax rates are subject to a statutory maximum rate of $1.17 per $100 of taxable value
for most school districts. Current law also requires school districts to demonstrate their ability to pay debt service on
outstanding indebtedness through the levy of an ad valorem tax at a rate of not to exceed $0.50 per $100 of taxable
property at the time bonds are issued. Once bonds are issued, however, districts may levy a tax to pay debt service on
such bonds unlimited as to rate or amount. As noted above, because property values vary widely among school
districts, the amount of local funding generated by the same tax rate is also subject to wide variation among school
districts.

In response to certain litigation relating to the Finance System, the Texas Legislature (the “Legislature”)
enacted House Bill 1 (“HB 17), which made substantive changes in the way the Finance System is funded, as well as
other legislation which, among other things, established a special fund in the State treasury to be used to collect new
tax revenues that are dedicated under certain conditions for appropriation by the Legislature to reduce M&O tax rates,
broadened the State business franchise tax, modified the procedures for assessing the State motor vehicle sales and
use tax and increased the State tax on tobacco products (HB 1 and other described legislation are collectively referred
to herein as the “Reform Legislation”). The Reform Legislation generally became effective at the beginning of the
200607 fiscal year of each school district.

The Reform Legislation made substantive changes to the Finance System, which are summarized below.
While each school district’s funding entitlement was calculated based on the same formulas that were used prior to
the 2006-07 fiscal year, the Reform Legislation made changes to local district funding by reducing each districts’
2005 M&O tax rate by one-third over two years through the introduction of the “State Compression Percentage,” with
M&O tax levies declining by approximately 11% in fiscal year 200607 and approximately another 22% in fiscal year
2007-08. (Prior to the Reform Legislation, the maximum M&O tax rate for most school districts was $1.50 per $100
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of taxable assessed valuation. Because most school districts levied an M&O rate of $1.50 in 2005, the application of
the Reform Legislation compression formula reduced the majority of school districts’ M&O tax rates to $1.00).
Subject to local referenda, a district may increase its local M&O tax levy up to $0.17 above the district’s compressed
tax rate. Based on the current State Compression Percentage, the maximum possible M&O tax rate is $1.17 per $100
of taxable value for most school districts.

Local Funding for School Districts

The primary source of local funding for school districts is collections from ad valorem taxes levied against
the taxable property located in each school district. As noted above, prior to the Reform Legislation, the maximum
M&O tax rate for most school districts was generally limited to $1.50 per $100 of taxable value, and the majority of
school districts were levying an M&O tax rate of $1.50 per $100 of taxable value at the time the Reform Legislation
was enacted. The Reform Legislation required each school district to “compress” its tax rate by an amount equal to
the “State Compression Percentage.” For fiscal years 2007-08 through 2014-15, the State Compression Percentage
has been set at 66.67%, effectively setting the maximum compressed M&O tax rate for most school districts at $1.00
per $100 of taxable value. The State Compression Percentage is set by legislative appropriation for each State fiscal
biennium or, in the absence of legislative appropriation, by the Commissioner. School districts are permitted,
however, to generate additional local funds by raising their M&O tax rate by $0.04 above the compressed tax rate
without voter approval (for most districts, up to $1.04 per $100 of taxable value). In addition, if the voters approve
the tax rate increase, districts may, in general, increase their M&O tax rate by an additional two or more cents and
receive State equalization funds for such taxing effort up to a maximum M&O tax rate of $1.17 per $100 of taxable
value. Elections authorizing the levy of M&O taxes held in certain school districts under older laws, however, may
subject M&O tax rates in such districts to other limitations.

State Funding for School Districts

State funding for school districts is provided through the Foundation School Program, which provides each
school district with a minimum level of funding (a “Basic Allotment”) for each student in average daily attendance
(“ADA”). The Basic Allotment is calculated for each school district using various weights and adjustments based on
the number of students in average daily attendance and also varies depending on each district’s compressed tax rate.
This Basic Allotment formula determines most of the allotments making up a district’s Tier One entitlement. This
basic level of funding is referred to as “Tier One” of the Foundation School Program. The basic level of funding is
then “enriched” with additional funds known as “Tier Two” of the Foundation School Program. Tier Two provides a
guaranteed level of funding for each cent of local tax effort that exceeds the compressed tax rate (for most districts,
M&O tax rates above $1.00 per $100 of taxable value). The Finance System also provides an Existing Debt Allotment
(“EDA”) to subsidize debt service on eligible outstanding school district bonds and an Instructional Facilities
Allotment (“/FA”) to subsidize debt service on newly issued bonds. IFA primarily addresses the debt service needs
of property-poor school districts. A New Instructional Facilities Allotment (“NIFA”) also is available to help pay
operational expenses associated with the opening of a new instructional facility; however, NIFA awards were not
funded by the Legislature for either the 2012—13 or the 2014-15 State fiscal bienniums. The 2013 Legislative Session
did appropriate funds in the amount of $1,268,000 for the 2014-15 State fiscal biennium for continued EDA and IFA
support.

Tier One and Tier Two allotments represent the State’s share of the cost of M&O expenses of school districts,
with local M&O taxes representing the district’s local share. EDA and IFA allotments supplement a school district’s
local 1&S taxes levied for debt service on eligible bonds issued to construct, acquire and improve facilities. Tier One
and Tier Two allotments and existing EDA and IFA allotments are generally required to be funded each year by the
Legislature. Since future-year IFA awards were not funded by the Legislature for the 2014-15 fiscal biennium, and
debt service assistance on school district bonds that are not yet eligible for EDA is not available, debt service on new
bonds issued by districts to construct, acquire and improve facilities must be funded solely from local I&S taxes. For
the 2014-15 State biennium, prior awards for IFA debt support will continue to be made but the Legislature set aside
no funds for new IFA awards. State funding allotments may be adjusted in certain circumstances to account for
shortages in State appropriations or to allocate available funds in accordance with wealth equalization goals.

Tier One allotments are intended to provide all districts a basic level of education necessary to meet
applicable legal standards. Tier Two allotments are intended to guarantee each school district that is not subject to
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the wealth transfer provisions described below an opportunity to supplement that basic program at a level of its own
choice; however, Tier Two allotments may not be used for the payment of debt service or capital outlay.

As described above, the cost of the basic program is based on an allotment per student known as the Basic
Allotment. For fiscal year 2013-14, the Basic Allotment is $4,950 and for fiscal year 2014-15, the Basic Allotment is
$5,040 for each student in average daily attendance. The Basic Allotment is then adjusted for all districts by several
different weights to account for inherent differences between school districts. These weights consist of (i) a cost
adjustment factor intended to address varying economic conditions that affect teacher hiring known as the “cost of
education index,” (ii) district-size adjustments for small and mid-size districts and (iii) an adjustment for the sparsity
of the district’s student population. The cost of education index and district-size adjustments applied to the Basic
Allotment, create what is referred to as the “Adjusted Allotment.” The Adjusted Allotment is used to compute a
“regular program allotment,” as well as various other allotments associated with educating students with other
specified educational needs.

Tier Two supplements the basic funding of Tier One and provides two levels of enrichment with different
guaranteed yields depending on the district’s local tax effort. The first six cents of tax effort that exceeds the
compressed tax rate (for most districts, M&O tax rates ranging from $1.01 to $1.06 per $100 of taxable value) will,
for most districts, generate a guaranteed yield of $59.97 and $61.86 per penny of tax effort per weighted student in
average daily attendance (“WADA”) for the fiscal year 2013-14 and fiscal year 2014-15, respectively. The second
level of Tier Two is generated by tax effort that exceeds the district’s compressed tax rate plus six cents (for most
districts eligible for this level of funding, M&O tax rates ranging from $1.07 to $1.17 per $100 of taxable value) and
has a guaranteed yield per cent per WADA of $31.95 for fiscal years 2013-14 and 2014-15. Property-wealthy school
districts that have an M&O tax rate that exceeds the district’s compressed tax rate plus six cent are subject to recapture
above this tax rate level at the equivalent wealth per student of $319,500 (see “Wealth Transfer Provisions” below).

In addition to the operations funding components of the Foundation School Program discussed above, the
Foundation School Program provides a facilities funding component consisting of the Instructional Facilities
Allotment (IFA) program and the Existing Debt Allotment (EDA) program. These programs assist school districts in
funding facilities by, generally, equalizing a district’s I&S tax effort. The IFA guarantees each awarded school district
a specified amount per student (the “IFA Guaranteed Yield”) in State and local funds for each cent of tax effort to pay
the principal of and interest on eligible bonds issued to construct, acquire, renovate or improve instructional facilities.
The guaranteed yield per cent of local tax effort per student in ADA has been $35 since this program first began. To
receive an IFA award, a school district must apply to the Commissioner in accordance with rules adopted by the
Commissioner before issuing the bonds to be paid with IFA state assistance. The total amount of debt service
assistance over a biennium for which a district may be awarded is limited to the lesser of (1) the actual debt service
payments made by the district in the biennium in which the bonds are issued; or (2) the greater of (a) $100,000 or
(b) $250 multiplied by the number of students in ADA. The IFA is also available for lease-purchase agreements and
refunding bonds meeting certain prescribed conditions. Once a district receives an I[FA award for bonds, it is entitled
to continue receiving State assistance for such bonds without reapplying to the Commissioner. The guaranteed level
of State and local funds per student per cent of local tax effort applicable to the bonds may not be reduced below the
level provided for the year in which the bonds were issued. For the 201415 State biennium, however, no funds are
appropriated for new IFA awards, although all current obligations are funded through the biennium.

State financial assistance is provided for certain existing eligible debt issued by school districts through the
EDA program. The EDA guaranteed yield (the “EDA Yield”) is the same as the IFA Guaranteed Yield ($35 per cent
of local tax effort per student in ADA), subject to adjustment as described below. For bonds that became eligible for
EDA funding after August 31, 2001, and prior to August 31, 2005, EDA assistance was less than $35 in revenue per
student for each cent of debt service tax, as a result of certain administrative delegations granted to the Commissioner
under State law. The portion of a district’s local debt service rate that qualifies for EDA assistance is limited to the
first 29 cents of debt service tax (or a greater amount for any year provided by appropriation by the Legislature). In
general, a district’s bonds are eligible for EDA assistance if (i) the district made payments on the bonds during the
final fiscal year of the preceding State fiscal biennium or (ii) the district levied taxes to pay the principal of and interest
on the bonds for that fiscal year. Each biennium, access to EDA funding is determined by the debt service taxes
collected in the final year of the preceding biennium. A district may not receive EDA funding for the principal and
interest on a series of otherwise eligible bonds for which the district receives IFA funding.
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Prior to the 2012—13 biennium, a district could also qualify for a NIFA allotment, which provided assistance
to districts for operational expenses associated with opening new instructional facilities. As previously mentioned,
this program was not funded for either the 201213 or 2014-15 State fiscal biennia.

Distribution and Recovery State Funding

Each school year the Commissioner determines the amount of money that a school district is entitled to for
the school district’s Tier One and Tier Two allotments, the amount of money allocated to a school district from the
available school fund, the amount of each school district’s Tier One local share and the amount of each district’s Tier
Two local share. Each school district is entitled to the difference between the sum of the district’s Tier One and Tier
Two allotments and the sum of the district’s allocation from the available school fund, Tier One local share and Tier
Two local share. The Commissioner also has the ability to make adjustments to amounts due to a school district.

If a school district receives an over-allocation of State funds, the TEA will recover the over-allocation from
the district by withholding from later state fund allocations or by requesting and obtaining a refund. If a district does
not comply with a request for a refund, the TEA has the ability to certify that the amount is a debt.

2006 Legislation

Since the enactment of the Reform Legislation in 2006, most school districts in the State have operated with
a “target” funding level per student (“7Target Revenue’) that is based upon the “hold harmless” principles embodied
in the Reform Legislation. This system of Target Revenue was superimposed on the Foundation School Program and
made existing funding formulas substantially less important for most school districts. As noted above, the Reform
Legislation was intended to lower M&O tax rates in order to give school districts “meaningful discretion” in setting
their M&O tax rates, while holding school districts harmless by providing them with the same level of overall funding
they received prior to the enactment of the Reform Legislation. Under the Target Revenue system, each school district
is generally entitled to receive the same amount of revenue per student as it did in either the 2005-2006 or 200607
fiscal year (under existing laws prior to the enactment of the Reform Legislation), as long as the district adopted an
M&O tax rate that was at least equal to its compressed rate. The reduction in local M&O taxes resulting from the
mandatory compression of M&O tax rates under the Reform Legislation, by itself, would have significantly reduced
the amount of local revenue available to fund the Finance System. To make up for this shortfall, the Reform
Legislation authorized Additional State Aid for Tax Reduction (“A4SATR”) for each school district in an amount equal
to the difference between the amount that each district would receive under the Foundation School Program and the
amount of each district’s Target Revenue funding level.

2009 Legislation

During the 2009 Legislative Session, legislation was enacted that increased the Basic Allotment for the 2009—
10 fiscal year from $3,218 to $4,765. In addition, each district’s Target Revenue was increased by $120 per WADA.
Target Revenue amounts were also adjusted to provide for mandatory employee pay raises and to account for changes
in transportation and NIFA costs since the original Target Revenues were set. Overall, the Legislature allocated
approximately $1.9 billion in new State aid for school districts.

2011 Legislation

During the 2011 Legislative Session, the Legislature enacted a budget that cut $4 billion from the Foundation
School Program for the 2012—13 State fiscal biennium, as compared to the funding level school districts were entitled
to under the current formulas, including Target Revenue, and also cut approximately $1.3 billion in various grants
(i.e., pre-kindergarten grant program, student success initiative, etc.) that were previously available. Such cuts were
made in light of a projected State deficit of up to $27 billion for the 2012—13 State fiscal biennium. In order to reduce
formula funding, a Regular Program Adjustment Factor (“RPAF™) was applied to the formula that determines a
district’s regular program allotment. RPAF is multiplied by a school district’s count of students in ADA (not counting
the time a student spends in special education and career & technology education) and its Adjusted Allotment, which
is the $4,765 Basic Allotment adjusted for the cost of education index and the small- and mid-sized district
adjustments. The RPAF is set at 0.9239 for the 201112 fiscal year and 0.98 for the 2012—13 fiscal year. In order to
balance these reductions across the two years for formula funded districts, such districts had the option to request that
an RPAF value of 0.95195 be applied for both the 2011-12 and 2012-13 fiscal years. In order to be granted the
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request by the Commissioner, the district must demonstrate that using the 0.9239 RPAF would have caused the district
a financial hardship in 2011-12. By applying the RPAF only to the Adjusted Allotment, other Tier One allotments,
such as special education, career and technology, gifted and talented, bilingual and compensatory education, were not
affected. The State Board of Education however, was directed to decrease funding for these programs in proportion
to the reductions to the Basic Allotment. The Legislature also established an RPAF value of 0.98 for the 2013—15
State fiscal biennium, subject to increases by subsequent legislative appropriation not to exceed an RPAF value of
1.0. The RPAF factor and its related provisions are scheduled to expire on September 1, 2015.

The RPAF was the primary mechanism for formula reductions in the 2011-12 fiscal year. However, the
2011 Legislation also created the hold harmless reduction percentage to school district entitlement through the
application of ASATR. Because it only applies to ASATR, its impact is generally felt only by school districts for
which the formula funding system does not provide the district with its Target Revenue. In the 201213 fiscal year,
the RPAF of 0.98 is combined with a percentage reduction in each school district’s hold harmless Target Revenue per
WADA to 92.35% of its formula amount. For the 2013—14 and 2014-15 fiscal years, the percentage reduction of each
district’s hold harmless formula amount is 92.63%. With regard to this adjustment, the ASATR relief that funds the
Target Revenue system is phased out between the 201314 and 2017-18 fiscal years.

2013 Legislation

No significant modifications were made to the underlying school finance structure during the 2013
Legislative Session. However, several of the revenue reduction formulas, notably the RPAF, were eliminated. As
stated above, the 2011 Legislation created the RPAF as the primary mechanism for formula reductions in the 2012—
13 State biennium. For the 2013-14 and 2014-15 fiscal years, the State Legislature set the RPAF to 1.00 which
restores the regular program allotment funding at 100% of which each district is entitled. The RPAF expires at the
end of fiscal year 2014-15. The 2013 Legislature also continued the reduction in each district’s ASATR payment but
changed the reduction from 92.35% to 92.63% of what the district would have received in hold harmless ASATR
funding for the 2013-14 and 2014-15 school years. The 2013 Legislation also increased the Basic Allotment for the
2013-14 fiscal year to $4,950 and for the 2014-15 fiscal year to $5,040.

Wealth Transfer Provisions

Some districts have sufficient property wealth per student in WADA (“wealth per student”) to generate their
statutory level of funding through collections of local property taxes alone. Districts whose wealth per student
generates local property tax collections in excess of their statutory level of funding are referred to as “Chapter 417
districts because they are subject to the wealth equalization provisions contained in Chapter 41 of the Texas Education
Code. Chapter 41 districts may receive State funds for certain competitive grants and a few programs that remain
outside the Foundation School Program, as well as receiving ASATR until their overall funding meets or exceeds their
Target Revenue level of funding. Otherwise, Chapter 41 districts are not eligible to receive State funding.
Furthermore, Chapter 41 districts must exercise certain options in order to reduce their wealth level to equalized wealth
levels of funding, as determined by formulas set forth in the Reform Legislation. For most Chapter 41 districts, this
equalization process entails paying the portion of the district’s local taxes collected in excess of the equalized wealth
levels of funding to the State (for redistribution to other school districts) or directly to other school districts with a
wealth per student that does not generate local funds sufficient to meet the statutory level of funding; a process known
as “recapture.”

The equalized wealth levels that subject Chapter 41 districts to wealth equalization measures for fiscal year
2013-14 are set at (i) $495,000 per student in WADA with respect to that portion of a district’s M&O tax effort that
does not exceed its compressed tax rate (for most districts, the first $1.00 per $100 of taxable value) and (ii) $319,500
per WADA with respect to that portion of a district’s M&O tax effort that is beyond its compressed rate plus $.06 (for
most districts, M&O taxes levied above $1.06 per $100 in taxable value). For the 2014-15 fiscal year, the first
equalized wealth level increases from $495,000 to $504,000, however the second equalized wealth level remains at
$319,500. M&O taxes levied above $1.00 but below $1.07 per $100 of taxable value are not subject to the wealth
equalization provisions of Chapter 41. Chapter 41 districts with a wealth per student above the lower equalized wealth
level but below the higher equalized wealth level must equalize their wealth only with respect to the portion of their
M&O tax rate, if any, in excess of $1.06 per $100 of taxable value. Chapter 41 districts may be entitled to receive
ASATR from the State in excess of their recapture liability, and such districts may use their ASATR funds to offset
their recapture liability.
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Under Chapter 41, a district has five options to reduce its wealth per student so that it does not exceed the
equalized wealth levels: (i) a district may consolidate by agreement with one or more districts to form a consolidated
district; all property and debt of the consolidating districts vest in the consolidated district; (ii) a district may detach
property from its territory for annexation by a property-poor district; (iii) a district may purchase attendance credits
from the State; (iv) a district may contract to educate nonresident students from a property-poor district by sending
money directly to one or more property-poor districts; or (v) a district may consolidate by agreement with one or more
districts to form a consolidated taxing district solely to levy and distribute either M&O taxes or both M&O taxes and
1&S taxes. A Chapter 41 district may also exercise any combination of these remedies. Options (iii), (iv) and (v)
require prior approval by the transferring district’s voters; however, Chapter 41 districts may apply ASATR funds to
offset recapture and to achieve the statutory wealth equalization requirements, as described above, without approval
from voters.

A district may not adopt a tax rate until its effective wealth per student is at or below the equalized wealth
level. If a district fails to exercise a permitted option, the Commissioner must reduce the district’s property wealth
per student to the equalized wealth level by detaching certain types of property from the district and annexing the
property to a property-poor district or, if necessary, consolidate the district with a property-poor district. Provisions
governing detachment and annexation of taxable property by the Commissioner do not provide for assumption of any
of the transferring district’s existing debt. The Commissioner has not been required to detach property in the absence
of a district failing to select another wealth-equalization option.

STATE OPEN-ENROLLMENT CHARTER SCHOOL FUNDING

State funding for open-enrollment charter schools is an adaptation of the Finance System described above
under “STATE FUNDING FOR TRADITIONAL SCHOOL DISTRICTS.”

Tier One Funding for Charter Schools

With respect to Tier One funding, open-enrollment charter schools are generally entitled to receive the greater
of:

(1) the Basic Allotment (which includes adjustments for students with differing education needs) that
the school would have received during the 2009—10 school year under the school finance formulas
of the Foundation School Program in existence on January 1, 2009, plus an additional $120 per
weighted average daily attendance, each multiplied by 92.63% for the 20142015 fiscal biennium
(for the 2016 fiscal year and each subsequent fiscal year, the Legislature by appropriation must
establish the percentage reduction to be applied); or

(i1) the Statewide average funding per student in weighted average daily attendance.

Because the RPAF described above under “STATE FUNDING FOR TRADITIONAL SCHOOL
DISTRICTS — 2011 Legislation” was applied to the Tier One Basic Allotment for traditional school districts and
open-enrollment charter schools alike, charter schools were equally subject to State budget cuts. A memorandum
distributed by the Legislative Budget Board on May 28, 2011 estimated that the Borrower faced reductions in State
funding of between 2.1% and 5.2% in the 2012 fiscal year (depending on the charter school) and 8.6% and 8.8% in
the 2013 fiscal year (depending on the charter school). By setting the RPAF at 1.00% for the 201415 fiscal biennia,
the Legislature essentially restored the funding that was previously cut during the 2011 Legislative Session.

Tier Two Funding and ASATR for Charter Schools

With respect to Tier Two funding, open-enrollment charter schools are entitled to receive a funding amount
based on the Statewide “average tax effort” of traditional school districts. Similarly, open-enrollment charter schools
are entitled to receive ASATR in an amount based on the Statewide average ASATR received by traditional school
districts. Open-enrollment charter schools are also entitled to funds that are available to school districts from the TEA
or the Commissioner in the form of grants or other discretionary funding unless the authorizing statute specifically
provides that open-enrollment charter schools are not entitled to such funding.
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State Facilities Funding for Charter Schools

Open-enrollment charter schools are not entitled to receive any form of State funding to assist with the
construction of new facilities.

Timing of State Funding

The Borrower receives State funding payments monthly in approximately even amounts (i.e., either 8.3% or
8.4% ofits overall annual entitlement, monthly). The amount of any installment can be modified to provide the proper
amount to which the Borrower may be entitled and to correct errors in the allocation or distribution of funds.

CURRENT LITIGATION RELATED TO THE TEXAS PUBLIC SCHOOL FINANCE SYSTEM

Several lawsuits have been filed in District Courts of Travis County, Texas, which allege that the Finance
System (as discussed above under “STATE FUNDING FOR TRADITIONAL SCHOOL DISTRICTS” and
“STATE OPEN-ENROLLMENT CHARTER SCHOOL FUNDING”), as modified by legislation enacted since
the decision in Neely v. West Orange-Cove Consolidated Independent School District, 176 S.W.3d 746 (Tex. 2005)
(“West Orange Cove II), and in particular, as modified by Senate Bill 1 in 2011 has resulted in a funding system that
violates principles established in West Orange-Cove Consolidated Independent School District v. Alanis, 107 S.W.3d
558 (Tex. 2003) (“West Orange Cove I'’) and West Orange Cove II, and prior decisions of the Supreme Court relating
to the constitutionality of the Finance System, and several provisions of the Texas Constitution.

In general, each suit presented the legal perspectives and arguments of the different coalitions of school
districts represented, but as a general matter, each group challenged the adequacy of funding provided by the
Legislature for the Finance System, and the plaintiffs in each suit sought to have an injunction issued to the State and
its officials to prevent the distribution of any funds under the current Finance System until a constitutional system is
created and sought a declaration that changes in funding for the Finance System since the enactment of HB 1 have
effectively converted the local M&O tax into a State property tax in violation of the Texas Constitution. The
defendants in the suits include State officials and the State Board of Education (the “State Defendants™). The first suit
was filed on October 10, 2011, styled “The Texas Taxpayer & Student Fairness Coalition, et al. vs. Robert Scott,
Commissioner of Education et al.” A second suit was filed on December 9, 2011, styled “Calhoun County Independent
School District, et al. v Robert Scott, Commissioner of Education, et al.” A third suit was filed on December 13, 2011,
styled “Edgewood Independent School District, et al. v. Robert Scott, Commissioner of Education, et al.” A fourth
suit was filed on December 23, 2011, styled “Fort Bend Independent School District, et al. v. Robert Scott,
Commissioner of Education, et al.” (the “Fort Bend Suit”). The State Defendants filed an answer with respect to the
each of the first four suits filed, denying the plaintiff’s allegations, and all of such suits were assigned to the 250th
District Court of Travis County. On February 24, 2012 a plea of intervention to the Fort Bend Suit was filed by seven
parents and a group named “Texans for Real Efficiency and Equity in Education.” The intervenors asserted that the
Finance System is qualitatively inefficient, and that the Finance System is unconstitutional, in part based on arguments
made by other plaintiffs. A fifth suit was filed on June 26, 2012 by individuals and the Texas Charter School
Association, styled “Flores, et al. v. Robert Scott, Commissioner of Education, et al.” (the “Charter School Suit”).
The petition for the Charter School Suit agreed with the arguments of the school districts in the first four suits filed
that the Finance System is unconstitutional and also sought to have an injunction issued against the State Defendants
in the same manner as the first four suits. The Charter School Suit added additional grounds that relate to the
circumstances of charter schools as a basis for holding the Finance System unconstitutional, including that charter
schools receive no funding for facilities and that the statutory cap on charter schools is unconstitutionally arbitrary.
The State Defendants also filed a general denial in the Charter School Suit.

All five suits were consolidated by the 250th District Court of Travis County (the “District Court”), and the
trial commenced on October 22,2012. On February 4, 2013, the District Court rendered a preliminary ruling generally
as follows: (i) the Finance System is inefficient “in that it fails to provide substantially equal access to revenues
necessary to provide a general diffusion of knowledge;” (ii) the Finance System is not “adequately funded” and
arbitrarily funds districts at different levels below the amount required to provide for a general diffusion of knowledge;
(iii) the Finance System has created a Statewide property tax in violation of the Texas Constitution because districts
lack “meaningful discretion” in setting their tax rates, as exemplified by the ruling that low property wealth districts
are forced to tax at or near the maximum M&O tax rate of $1.17 to meet State education standards and other districts

34



cannot lower their M&O tax rate without compromising their ability to meet State education standards nor can they
raise their M&O tax rate because they are either legally or practically unable to do so.

In his preliminary ruling, the presiding judge of the District Court (the “Presiding Judge”) did not grant nor
address the injunctive relief sought by any of the plaintiffs, and the Court declined the requests of Texans for Real
Efficiency and Equity in Education for a declaration that the Finance System is unconstitutional on the basis of their
arguments that included that greater competition, including more charter schools and less regulation, could result in a
more efficient public school finance system. In response to arguments on behalf of the State’s charter schools, the
District Court also held in its preliminary ruling that it is within the discretion of the Legislature, and not
unconstitutional, to fund charter schools differently from other public schools.

In announcing his preliminary February 4, 2013 ruling, the Presiding Judge indicated that he would issue an
omnibus order in the case within four to six weeks. However, no such order has been issued by the District Court.
On June 19, 2013, a hearing was held by the District Court at which the Presiding Judge directed the parties to the
suits to provide supplemental evidence to the District Court pertaining to new funding provided by the Legislature for
the Finance System during the 83rd Regular Session of the Texas Legislature, which concluded on May 27, 2013. At
the June 19, 2013 hearing, the Presiding Judge informed all parties to the suits that he would set a new trial date to
consider such evidence. This trial began on January 21, 2014. Closing arguments were delivered on February 7,2014.
Published reports indicated that a final ruling would be issued during the summer of 2014. However, the Texas
Attorney General filed a motion on June 1, 2014 requesting the Presiding Judge recuse himself based on perceived
bias expressed in emails with attorneys. A hearing on the motion was held by an independent judge on June 20, 2014.
On June 23, 2014, the reviewing judge ruled that the Presiding Judge could stay on case; however, that ruling could
be appealed by the Texas Attorney General. Both sides have stated that they expect to appeal the case to the Texas
Supreme Court if they lose.

NEITHER THE BORROWER NOR ANY OTHER PARTY TO THE BOND TRANSACTION CAN
MAKE ANY REPRESENTATIONS OR PREDICTIONS CONCERNING THE EFFECT THIS LITIGATION MAY
HAVE ON THE BORROWER’S FINANCIAL CONDITION, REVENUES OR OPERATIONS.

LEGAL MATTERS
General

All legal matters incident to the authorization, issuance, sale and delivery of the Bonds by the Issuer are
subject to the approval of the Attorney General of the State and the legal opinion of Andrews Kurth LLP, Houston,
Texas, Bond Counsel, in substantially the form of the opinion set forth in “APPENDIX D — FORM OF BOND
COUNSEL OPINION.” The opinion of Bond Counsel will express no opinion and make no comment with respect
to the sufficiency of the security for, or the marketability of, the Bonds.

Certain legal matters will be passed upon by Bracewell & Giuliani LLP, as counsel to the Issuer; by Andrews
Kurth LLP, Houston, Texas, as counsel to the Borrower; by Haynes and Boone, LLP, as special tax counsel to the
Borrower and by McCall, Parkhurst & Horton L.L.P., Dallas, Texas, as counsel to the Underwriters.

The various legal opinions to be delivered concurrently with the delivery of the Bonds express the
professional judgment of the attorneys rendering the opinions as to the legal issues explicitly addressed therein. By
rendering a legal opinion, the opinion giver does not become an insurer or guarantor of that expression of professional
judgment of the transaction opined upon or of the future performance of parties to such transaction. Further, the
various legal opinions to be delivered concurrently with the delivery of the Bonds will be qualified as to the
enforceability of the various legal instruments by limitations imposed by the valid exercise of the constitutional powers
of the State and the United States of America and bankruptcy, reorganization, insolvency or other similar laws
affecting the rights of creditors generally, and by general principles of equity (regardless of whether such
enforceability is considered in a proceeding in equity or at law).
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Pending and Threatened Litigation, Audits and Investigations
The Borrower

In connection with the issuance of the Bonds, the Borrower will deliver a certificate or certificates which will
state that, as of the date of issuance of the Bonds, there is no action, suit, proceeding, inquiry or investigation at law
or in equity before or by any court, public board or body pending or, to the best of its knowledge, threatened against
or affecting the Borrower, wherein an unfavorable decision, ruling or finding would adversely affect the transactions
contemplated by the Master Indenture, the Bond Indenture, the Loan Agreement and the bond purchase agreement
(referred to in “MISCELLANEOUS — Underwriting”), or this Official Statement, the validity and enforceability of
the Bond Indenture, the Loan Agreement, the Master Indenture, the bond purchase agreement or the Bonds or the
operations (financial or otherwise) of the Borrower.

The Issuer

In connection with the issuance of the Bonds, the Issuer will deliver a certificate or certificates which will
state that, as of the date of issuance of the Bonds, there is no pending or, to the knowledge of the Issuer, threatened
litigation seeking to restrain or enjoin the issuance, sale, execution or delivery of the Bonds, questioning or affecting
the validity of the Bonds or any proceedings of the Issuer taken with respect to the issuance or sale thereof, questioning
or affecting the validity of the pledge or application of any money, revenues or security provided for the payment of
the Bonds or questioning or affecting the existence or powers of the Issuer.

TAX MATTERS
Tax Matters for the Bonds
Tax Exemption

In the opinion of Andrews Kurth LLP, Houston, Texas, Bond Counsel, interest on the Bonds is (a) excludable
from gross income of the owners thereof for federal income tax purposes under Section 103 of the Internal Revenue
Code of 1986, as amended (the “Code”), and (b) not included in determining the alternative minimum taxable income
of individuals or, except as described below, corporations.

Interest on the Bonds owned by a corporation, other than an S corporation, a regulated investment company,
a real estate investment trust (REIT), a real estate mortgage investment conduit (REMIC) or a financial asset
securitization investment trust (FASIT), will be included in such corporation’s adjusted current earnings for purposes
of calculating such corporation’s alternative minimum taxable income. A corporation’s alternative minimum taxable
income is the basis on which the alternative minimum tax imposed by the Code is computed.

The foregoing opinions of Bond Counsel are based on the Code and the regulations, rulings and court
decisions thereunder in existence on the date of issue of the Bonds. Such authorities are subject to change and any
such change could prospectively or retroactively result in the inclusion of the interest on the Bonds in gross income
of the owners thereof or change the treatment of such interest for purposes of computing alternative minimum taxable
income.

In rendering its opinion, Bond Counsel has assumed that the Issuer and the Borrower will comply with all
requirements of the Code that must be satisfied subsequent to the issuance of the Bonds in order that interest thereon
be, or continue to be, excluded from gross income for federal income tax purposes. The Issuer and the Borrower have
covenanted in the Bond Indenture and the Loan Agreement to comply with each such requirement. In providing the
opinions set forth in the preceding paragraph, Bond Counsel has relied upon representations of the Issuer, the Borrower
and the Underwriters with respect to matters solely within the knowledge of the Issuer, the Borrower and the
Underwriters, respectively, that Bond Counsel has not independently verified, and has assumed continuing compliance
with the procedures, safeguards and covenants in the Bond Indenture and the Loan Agreement pertaining to those
sections of the Code that affect the status of the Borrower as an organization described in Section 501(c)(3) of the
Code, the requirements of Section 145 of the Code and the Treasury Regulations promulgated thereunder relating to
projects for 501(c)(3) organizations and the exclusion from gross income or interest on the Bonds for federal income
tax purposes. Bond Counsel has also relied, with the permission of the Issuer and the Borrower and without
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independent verification, on representations of the Borrower pertaining to the applicable requirements of
Sections 501(c)(3) and 145 of the Code and the Treasury Regulations promulgated thereunder. Included among such
representations are those representations of the Borrower set forth in the Borrower’s Tax Certificate and those
representations of the Borrower and the Issuer set forth in the Tax Exemption Certificate. The matters that are the
subject of such representations are (1) matters that Bond Counsel has assumed to be solely within the knowledge of
the respective persons making such representations and (2) matters that Bond Counsel has not independently verified.
Bond Counsel has assumed that subsequent to the date hereof there will be continuous compliance with the procedures,
safeguards and covenants in the Bond Indenture and the Loan Agreement that pertain to the requirements of
Sections 103, 141 through 150 and 501(c)(3) of the Code. Failure to comply with certain of such requirements may
cause the inclusion of interest on the Bonds in gross income for federal income tax purposes to be retroactive to the
date of issuance of the Bonds regardless of the date on which the event causing such taxability occurs. The Code and
existing regulations, rulings and court decisions thereunder upon which the foregoing opinions of Bond Counsel are
based, are subject to change, which could prospectively or retroactively result in the inclusion of the interest on the
Bonds in gross income of the owners thereof for federal income tax purposes.

Except as stated above, Bond Counsel will express no opinion as to any federal, state or local tax
consequences resulting from the ownership of, receipt or accrual of interest on or acquisition or disposition of the
Bonds.

Bond Counsel’s opinion is not a guarantee of a result, but represents its legal judgment based upon its review
of existing statutes, regulations, published rulings and court decisions and the representations and covenants of the
Issuer and the Borrower described above. No ruling has been sought from the Internal Revenue Service (the “Service”)
with respect to the matters addressed in the opinion of Bond Counsel, and Bond Counsel’s opinion is not binding on
the Service. The Service has an ongoing program of auditing the tax-exempt status of the interest on municipal
obligations. Ifan audit of the Bonds is commenced, under current procedures the Service is likely to treat the Issuer
as the “taxpayer,” and the owners of the Bonds may have no right to participate in the audit process. In responding to
or defending an audit of the tax-exempt status of the interest on the Bonds, the Issuer may have different or conflicting
interests from the owners of the Bonds. Public awareness of any future audit of the Bonds could adversely affect the
value and liquidity of the Bonds during the pendency of the audit, regardless of its ultimate outcome.

Under the Code, taxpayers are required to provide information on their returns regarding the amount of tax-
exempt interest, such as interest on the Bonds, received or accrued during the year.

Prospective purchasers of the Bonds should be aware that the ownership of tax-exempt obligations, such as
the Bonds, may result in collateral federal income tax consequences to, among others, financial institutions, life
insurance companies, property and casualty insurance companies, certain foreign corporations doing business in the
United States, certain S corporations with Subchapter C earnings and profits, individual recipients of Social Security
or Railroad Retirement benefits, taxpayers who are deemed to have incurred or continued indebtedness to purchase or
carry tax-exempt obligations, taxpayers owning an interest in a FASIT that holds tax-exempt obligations, and
individuals otherwise eligible for the earned income tax credit. Such prospective purchasers should consult their tax
advisors as to the consequences of investing in the Bonds.

Proposed Tax Legislation

Tax legislation, administrative actions taken by tax authorities, and court decisions may cause interest on the
Bonds to be subject, directly or indirectly, to federal income taxation or state income taxation, or otherwise prevent
the beneficial owners of the Bonds from realizing the full current benefit of the tax status of such interest. For example,
future legislation to resolve certain federal budgetary issues may significantly reduce the benefit of, or otherwise
affect, the exclusion from gross income for federal income tax purposes of interest on all state and local obligations,
including the Bonds. In addition, such legislation or actions (whether currently proposed, proposed in the future or
enacted) could affect the market price or marketability of the Bonds. Prospective purchasers of the Bonds should
consult their own tax advisors regarding any pending or proposed federal or state tax legislation, regulations or
litigation, and its impact on their individual situations, as to which Bond Counsel expresses no opinion.
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Tax Accounting Treatment of Original Issue Discount Bonds

Some of the Bonds may be offered at an initial offering price which is less than the stated redemption price
payable at maturity of such Bonds. If a substantial amount of any maturity of the Bonds is sold to members of the
public (which for this purpose excludes bond houses, brokers and similar persons or entities acting in the capacity of
wholesalers or underwriters) at such initial offering price, each of the Bonds of that maturity (the “Discount Bond’)
will be considered to have “original issue discount” for federal income tax purposes equal to the difference between
(a) the stated redemption price payable at the maturity of such Discount Bond and (b) the initial offering price to the
public of such Discount Bond. Under existing law, such original issue discount will be treated for federal income tax
purposes as additional interest on a Discount Bond and such initial owner will be entitled to exclude from gross income
for federal income tax purposes that portion of such original issue discount deemed to be earned (as discussed below)
during the period while such Discount Bond continues to be owned by such initial owner. Except as otherwise
provided herein, the discussion regarding interest on the Discount Bond under the caption “Tax Exemption” generally
applies to original issue discount deemed to be earned on a Discount Bond while held by an owner who has purchased
such Discount Bond at the initial offering price in the initial public offering of the Discount Bonds and that discussion
should be considered in connection with this portion of the Official Statement.

In the event of a redemption, sale, or other taxable disposition of a Discount Bond prior to its stated maturity,
however, any amount realized by such initial owner in excess of the basis of such Discount Bond in the hands of such
owner (increased to reflect the portion of the original issue discount deemed to have been earned while such Discount
Bond continues to be held by such initial owner) will be includable in gross income for federal income tax purposes.

Because original issue discount on a Discount Bond will be treated for federal income tax purposes as interest
on a Discount Bond, such original issue discount must be taken into account for certain federal income tax purposes
as it is deemed to be earned even though there will not be a corresponding cash payment. Corporations that purchase
a Discount Bond must take into account original issue discount as it is deemed to be earned for purposes of determining
alternative minimum tax. Other owners of a Discount Bond may be required to take into account such original issue
discount as it is deemed to be earned for purposes of determining certain collateral federal tax consequences of owning
a Discount Bond. See “Tax Exemption” for a discussion regarding the alternative minimum taxable income
consequences for corporations and for a reference to collateral federal tax consequences for certain other owners.

The characterization of original issue discount as interest is for federal income tax purposes only and does
not otherwise affect the rights or obligations of the owner of a Discount Bond or of the District. The portion of the
principal of a Discount Bond representing original issue discount is payable upon the maturity or earlier redemption
of such Discount Bond to the registered owner of the Discount Bond at that time.

Under special tax accounting rules prescribed by existing law, a portion of the original issue discount on each
Discount Bond is deemed to be earned each day. The portion of the original issue discount deemed to be earned each
day is determined under an actuarial method of accrual, using the yield to maturity as the constant interest rate and
semi-annual compounding.

The federal income tax consequences of the purchase, ownership, redemption, sale or other disposition of
Discount Bonds by an owner that did not purchase such Discount Bonds in the initial public offering and at the initial
offering price may be determined according to rules which differ from those described above. All prospective
purchasers of Discount Bonds should consult their tax advisors with respect to the determination for federal, state and
local income tax purposes of interest and original issue discount accrued upon redemption, sale or other disposition
of such Discount Bonds and with respect to the federal, state, local and foreign tax consequences of the purchase,
ownership, redemption, sale or other disposition of such Discount Bonds.

Tax Accounting Treatment of Original Issue Premium Bonds

Some of the Bonds may be offered at an initial offering price which exceeds the stated redemption price
payable at the maturity of such Bonds. If a substantial amount of any maturity of the Bonds is sold to members of the
public (which for this purpose excludes bond houses, brokers and similar persons or entities acting in the capacity of
wholesales or underwriters) at such initial offering price, each of the Bonds of such maturity (the “Premium Bond”)
will be considered for federal income tax purposes to have “bond premium” equal to such excess. The basis for federal
income tax purposes of a Premium Bond in the hands of an initial purchaser who purchases such Premium Bond in
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the initial offering must be reduced each year and upon the sale or other taxable disposition of the Premium Bond by
the amount of amortizable bond premium. This reduction in basis will increase the amount of any gain (or decrease
the amount of any loss) recognized for federal income tax purposes upon the sale or other taxable disposition of a
Premium Bond by the initial purchaser. Generally, no corresponding deduction is allowed for federal income tax
purposes, for the reduction in basis resulting from amortizable bond premium. The amount of bond premium on a
Premium Bond which is amortizable each year (or shorter period in the event of a sale or disposition of a Premium
Bond) is determined under special tax accounting rules which use a constant yield throughout the term of the Premium
Bond based on the initial purchaser’s original basis in such Premium Bond.

The federal income tax consequences of the purchase, ownership, redemption, sale or other disposition by an
owner of Premium Bonds that are not purchased in the initial offering or which are purchased at an amount
representing a price other than the initial offering price for the Premium Bonds of the same maturity may be determined
according to rules which differ from those described above. Moreover, all prospective purchasers of Premium Bonds
should consult their tax advisors with respect to the federal, state, local and foreign tax consequences of the purchase,
ownership, redemption, sale or other disposition of Premium Bonds.

THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM

This disclosure statement provides information relating to the program (the “Guarantee Program)
administered by the Texas Education Agency (the “TEA”) with respect to the Texas Permanent School Fund guarantee
of tax-supported bonds issued by Texas school districts and the guarantee of revenue bonds issued by or for the benefit
of Texas charter districts. The Guarantee Program was authorized by an amendment to the Texas Constitution in 1983
and by Subchapter C of Chapter 45 of the Texas Education Code, as amended (the “Acr”). While the Guarantee
Program applies to bonds issued by or for both school districts and charter districts, as described below, the Act and
the program rules for the two types of districts have some distinctions. For convenience of description and reference,
those aspects of the Guarantee Program that are applicable to school district bonds and to charter district bonds are
referred to herein as the “School District Bond Guarantee Program” and the “Charter District Bond Guarantee
Program,” respectively.

Some of the information contained in this Section may include projections or other forward-looking
statements regarding future events or the future financial performance of the Texas Permanent School Fund (the “PSF”
or the “Fund”). Actual results may differ materially from those contained in any such projections or forward-looking
statements.

History and Purpose

The PSF was created with a $2,000,000 appropriation by the Texas Legislature (the “Legislature™) in 1854
expressly for the benefit of the public schools of Texas. The Constitution of 1876 stipulated that certain lands and all
proceeds from the sale of these lands should also constitute the PSF. Additional acts later gave more public domain
land and rights to the PSF. In 1953, the U.S. Congress passed the Submerged Lands Act that relinquished to coastal
states all rights of the U.S. navigable waters within state boundaries. If the state, by law, had set a larger boundary
prior to or at the time of admission to the Union, or if the boundary had been approved by Congress, then the larger
boundary applied. After three years of litigation (1957-1960), the U. S. Supreme Court on May 31, 1960, affirmed
Texas’ historic three marine leagues (10.35 miles) seaward boundary. Texas proved its submerged lands property
rights to three leagues into the Gulf of Mexico by citing historic laws and treaties dating back to 1836. All lands lying
within that limit belong to the PSF. The proceeds from the sale and the mineral-related rental of these lands, including
bonuses, delay rentals and royalty payments, become the corpus of the Fund. Prior to the approval by the voters of
the State of an amendment to the constitutional provision under which the Fund is established and administered, which
occurred on September 13, 2003 (the “Total Return Constitutional Amendment”), and which is further described
below, the PSF had as its main sources of revenues capital gains from securities transactions and royalties from the
sale of oil and natural gas. The Total Return Constitutional Amendment provides that interest and dividends produced
by Fund investments will be additional revenue to the PSF. The State School Land Board (“SLB”’) maintains the land
endowment of the Fund on behalf of the Fund and is authorized to manage the investments of the capital gains,
royalties and other investment income relating to the land endowment. The SLB is a three member board, the
membership of which consists of the Commissioner of the Texas General Land Office (the “Land Commissioner’)
and two citizen members, one appointed by the Governor and one by the Texas Attorney General (the “Attorney
General”).
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The Texas Constitution describes the PSF as “permanent” and “perpetual.” Prior to the approval by Total
Return Constitutional Amendment, only the income produced by the PSF was to be used to complement taxes in
financing public education.

On November 8, 1983, the voters of the State approved a constitutional amendment that provides for the
guarantee by the PSF of bonds issued by school districts. On approval by the State Commissioner of Education (the
“Commissioner’), bonds properly issued by a school district are fully guaranteed by the corpus of the PSF. See “The
School District Bond Guarantee Program.”

In 2011, Senate Bill 1 (“SB 1”) was enacted by the Legislature. Among other provisions, SB 1 established
the Charter District Bond Guarantee Program as a new component of the Guarantee Program, and authorized the use
of the PSF to guarantee revenue bonds issued by or for the benefit of certain open-enrollment charter schools that are
designated as “charter districts” by the Commissioner. On approval by the Commissioner, bonds properly issued by
a charter district are fully guaranteed by the corpus of the PSF. As described below, the implementation of the Charter
District Bond Guarantee Program was deferred pending receipt of guidance from the Internal Revenue Service (the
“IRS”) which was received in September 2013, and the establishment of regulations to govern the program, which
regulations were published for public comment on December 20, 2013, approved on January 30, 2014 and became
effective on March 3, 2014. See “The Charter District Bond Guarantee Program.”

State law also permits charter schools to be chartered and operated by school districts and other political
subdivisions, but bond financing of facilities for school district-operated charter schools is subject to the School
District Bond Guarantee Program, not the Charter District Bond Guarantee Program.

While the School District Bond Guarantee Program and the Charter District Bond Guarantee Program relate
to different types of bonds issued for different types of Texas public schools, and have different program regulations
and requirements, a bond guaranteed under either part of the Guarantee Program has the same effect with respect to
the guarantee obligation of the Fund thereto, and all guaranteed bonds are aggregated for purposes of determining the
capacity of the Guarantee Program (see “Capacity Limits for the Guarantee Program”). The Charter District Bond
Guarantee Program as enacted by State law has not been reviewed by any court, nor has the Texas Attorney General
been requested to issue an opinion, with respect to its constitutional validity.

The sole purpose of the PSF is to assist in the funding of public education for present and future generations.
Prior to the adoption of the Total Return Constitutional Amendment, all interest and dividends produced by Fund
investments flowed into the Available School Fund (the “4SF™), where they are distributed to local school districts
and open-enrollment charter schools based on average daily attendance. Any net gains from investments of the Fund
accrue to the corpus of the PSF. Prior to the approval by the voters of the State of the Total Return Constitutional
Amendment, costs of administering the PSF were allocated to the ASF. With the approval of the Total Return
Constitutional Amendment, the administrative costs of the Fund have shifted from the ASF to the PSF. In fiscal year
2013, distributions to the ASF amounted to $281.08 per student and the total amount distributed to the ASF was $1.321
billion, including $300 million distributed to the ASF by the SLB.

Audited financial information for the PSF is provided annually through the PSF Annual Report (the “Annual
Report”), which is filed with the Municipal Securities Rulemaking Board (“MSRB”). The Annual Report includes the
Message of the Executive Administrator of the Fund (the “Message”) and the Management’s Discussion and Analysis
(“MD&A”). The Annual Report for the year ended August 31, 2013, as filed with the MSRB in accordance with the
PSF undertaking and agreement made in accordance with Rule 15¢2-12 (“Rule 15¢2-12") of the federal Securities and
Exchange Commission (the “SEC”), as described below, is hereby incorporated by reference into this disclosure.
Information included herein for the year ended August 31, 2013 is derived from the audited financial statements of
the PSF, which are included in the Annual Report when it is filed and posted. Reference is made to the Annual Report
for the complete Message and MD&A for the year ended August 31, 2013 and for a description of the financial results
of the PSF for the year ended August 31, 2013, the most recent year for which audited financial information regarding
the Fund is available. The 2013 Annual Report speaks only as of its date and the TEA has not obligated itself to
update the 2013 Annual Report or any other Annual Report. The TEA posts each Annual Report, which includes
statistical data regarding the Fund as of the close of each fiscal year, the most recent disclosure for the Guarantee
Program, the Statement of Investment Objectives, Policies and Guidelines of the Texas Permanent School Fund, which
is codified at 19 Texas Administrative Code, Chapter 33 (the “Investment Policy”), monthly updates with respect to
the capacity of the Guarantee Program (collectively, the “Web Site Materials”) on the TEA web site at
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http://www.tea.state.tx.us/index4.aspx?id=3413&menu_id=2147483695 and with the MSRB at
www.emma.msrb.org. Such monthly updates regarding the Guarantee Program are also incorporated herein and made
a part hereof for all purposes. In addition to the Web Site Materials, the Fund is required to make quarterly filings
with the SEC under Section 13(f) of the Securities Exchange Act of 1934. Such filings, which consist of a list of the
Fund’s holdings of securities specified in Section 13(f), including exchange-traded (e.g., NYSE) or NASDAQ-quoted
stocks, equity options and warrants, shares of closed-end investment companies and certain convertible debt securities,
is available from the SEC at www.sec.gov/edgar.shtml. A list of the Fund’s equity and fixed income holdings as of
August 31 of each year is posted to the TEA web site and filed with the MSRB. Such list excludes holdings in the
Fund’s securities lending program. Such list, when filed, is incorporated herein and made a part hereof for all
purposes.

The Total Return Constitutional Amendment

The Total Return Constitutional Amendment approved a fundamental change in the way that distributions
are made to the ASF from the PSF. The Total Return Constitutional Amendment requires that PSF distributions to
the ASF be determined using a total-return-based formula instead of the current-income-based formula, which was
used from 1964 to the end of the 2003 fiscal year. The Total Return Constitutional Amendment provides that the total
amount distributed from the Fund to the ASF: (1) in each year of a State fiscal biennium must be an amount that is
not more than 6% of the average of the market value of the Fund, excluding real property (the “Distribution Rate”),
on the last day of each of the sixteen State fiscal quarters preceding the Regular Session of the Legislature that begins
before that State fiscal biennium (the “Distribution Measurement Period”), in accordance with the rate adopted by:
(a) a vote of two-thirds of the total membership of the State Board of Education (“SBOE”), taken before the Regular
Session of the Legislature convenes or (b) the Legislature by general law or appropriation, if the SBOE does not adopt
arate as provided by clause (a); and (2) over the ten-year period consisting of the current State fiscal year and the nine
preceding state fiscal years may not exceed the total return on all investment assets of the Fund over the same ten-year
period (the “Ten Year Total Return™). In April 2009, the Attorney General issued a legal opinion, Op. Tex. Att’y Gen.
No. GA-0707 (2009) (“GA-0707), at the request of the Chairman of the SBOE with regard to certain matters
pertaining to the Distribution Rate and the determination of the Ten Year Total Return. In GA-0707 the Attorney
General opined, among other advice, that (i) the Ten Year Total Return should be calculated on an annual basis, (ii) a
contingency plan adopted by the SBOE, to permit monthly transfers equal in aggregate to the annual Distribution Rate
to be halted and subsequently made up if such transfers temporarily exceed the Ten Year Total Return, is not prohibited
by State law, provided that such contingency plan applies only within a fiscal year time basis, not on a biennium basis,
and (iii) that the amount distributed from the Fund in a fiscal year may not exceed 6% of the average of the market
value of the Fund or the Ten Year Total Return. In accordance with GA-0707, in the event that the Ten Year Total
Return is exceeded during a fiscal year, transfers to the ASF will be halted. However, if the Ten Year Total Return
subsequently increases during that biennium, transfers may be resumed, if the SBOE has provided for that
contingency, and made in full during the remaining period of the biennium, subject to the limit of 6% in any one fiscal
year. Any shortfall in the transfer that results from such events from one biennium may not be paid over to the ASF
in a subsequent biennium as the SBOE would make a separate payout determination for that subsequent biennium.

In determining the Distribution Rate, the SBOE has adopted the goal of maximizing the amount distributed
from the Fund in a manner designed to preserve “intergenerational equity.” Intergenerational equity is the
maintenance of endowment purchasing power to ensure that endowment spending keeps pace with inflation, with the
ultimate goal being to ensure that current and future generations are given equal levels of purchasing power. In making
this determination, the SBOE takes into account various considerations, and relies particularly upon its external
investment consultant, which undertakes a probability analysis for long term projection periods that includes certain
assumptions. Among the assumptions used in the analysis are a projected rate of growth of the average daily scholastic
attendance State-wide, the projected contributions and expenses of the Fund, projected returns in the capital markets
and a projected inflation rate.

The SBOE established the Distribution Rate from the Fund to the ASF for fiscal years 2008 and 2009 at 3.5%
and for fiscal years 2010 and 2011 at 2.5% of the average of the PSF market value during the respective Distribution
Measurement Periods, which ended in November 2006 and November 2008, respectively. The decision of the SBOE
regarding the Distribution Rate for 2008 through 2011 took into account a commitment by the SLB to transfer at least
$100 million per year in fiscal years 2008 through 2011. The distribution rate for fiscal years 2010 and 2011 produced
total transfers of $1.1535 billion to the ASF from the PSF during those years. The SBOE has set the Distribution Rate
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for the 2012-13 biennium at 4.2%, which rate was determined after the SLB authorized the release of a total of $500
million to the PSF in quarterly installments during the 2012-13 biennium. In November 2012, the SBOE set the
Distribution Rate for the 2014-15 biennium at 3.3%, which is expected to produce an effective rate of 3.5% taking
into account the broadening of the calculation base for the Fund that was effected by a 2011 State constitutional
amendment, which amendment did not increase Fund revenues. See “2011 Constitutional Amendment” below for
a description of amendments made to the Texas Constitution on November 8, 2011 that permit the SLB to make
transfers directly to the ASF up to the amount of $300 million in each fiscal year.

Since the enactment of a prior amendment to the Texas Constitution in 1964, the investment of the Fund has
been managed with the dual objectives of producing current income for transfer to the ASF and growing the Fund for
the benefit of future generations. As a result of this prior constitutional framework, prior to the adoption of the 2004
Asset Allocation Policy (as defined below) the investment of the Fund historically included a significant amount of
fixed income investments and dividend-yielding equity investments, to produce income for transfer to the ASF.

With respect to the management of the Fund’s financial assets portfolio, the single most significant change
made to date as a result of the Total Return Constitutional Amendment has been new asset allocation policies adopted
by the SBOE in February 2004 (the “2004 Asset Allocation Policy”), in July 2006 (as subsequently reaffirmed in July
2008 such asset allocation is referred to herein as the “2008 Asset Allocation Policy”) and in July 2010 (the “2010
Asset Allocation Policy”), which have significantly altered the asset allocations of the Fund. The SBOE further
modified the asset allocation policy for the Fund in July 2012 (the “2012 Asset Allocation). The Fund’s investment
policy provides for minimum and maximum ranges among the components of each of the three general asset
classifications: equities, fixed income and alternative asset investments. The 2004 Asset Allocation Policy decreased
the fixed income target from 45% to 25% of Fund investment assets and increased the allocation for equities from
55% to 75% of investment assets. In July 2006, the SBOE modified its asset allocation to reduce the equity allocation,
including both domestic and foreign equity portfolios, to a target of 53% of Fund assets, further reduced the fixed
income allocation target to 19% and added an alternative asset allocation, which included real estate, real return,
absolute return and private equity components, totaling 28% of the Fund’s asset target. Alternative asset classes
diversify the SBOE-managed assets and are not as correlated to traditional asset classes, which is intended to increase
investment returns over the long run while reducing risk and return volatility of the portfolio. In July 2010, the SBOE
modified the 2008 Asset Allocation Policy by decreasing the equity allocation to 50%, and the fixed income allocation
to 15%, while increasing the alternative asset allocation (which may include equity and fixed income investments as
part of a variety of alternative investment strategies) to 35%. In July 2012, the SBOE modified the 2010 Asset
Allocation Policy by decreasing the equity allocation to 46%, increasing the fixed income allocation to 17%, and
increasing the alternative asset allocation (which may include equity and fixed income investments as part of a variety
of alternative investment strategies) to 37%. The 2012 Asset Allocation changes decreased the target for large cap
equity investments from 21% to 18%, replaced a 4% allocation for international small cap equities with a 3% allocation
for emerging international equities, reduced core fixed income bond investments from 15% to 12% and added a new
5% allocation for emerging market debt in the fixed income portfolio. In July 2012 and April 2013, the SBOE also
realigned the management of certain of the investment portfolios within the absolute return allocation of the alternative
investments and its private equity asset class. These new alignments in investment portfolios have created strategic
relationships between the external manager and investment staff of the PSF, which has reduced administrative costs
with respect to those portfolios. In response to a legal opinion request made by the Chair of the SBOE in October
2012, the Attorney General has advised the SBOE in Op. Tex. Att’y Gen. No. GA-0998 (2013) (“GA4-0998”), that the
PSF is not subject to requirements of certain State competitive bidding laws with respect to the selection of
investments. In GA-0998, the Attorney General also advised that the SBOE generally must use competitive bidding
for the selection of investment managers and other third party providers of investment services, such as record keeping
and insurance, but excluding certain professional services, such as accounting services, as State law prohibits the use
of competitive bidding for specified professional services. GA-0998 provides guidance to the SBOE in connection
with the direct management of alternative investments through investment vehicles to be created by the SBOE, in lieu
of contracting with external managers for such services, as has been the recent practice of the PSF. The PSF Staff and
the Fund’s investment advisor are tasked with advising the SBOE with respect to the implementation of the 2010
Asset Allocation Policy, including the timing and manner of the selection of any external managers and other
consultants. For a variety of reasons, each change in asset allocation for the Fund, including the 2012 Asset Allocation
Policy, has been, and is being, implemented in phases. At August 31, 2013, the Fund’s financial assets portfolio was
invested as follows: 53.21% in public market equity investments; 18.16% in fixed income investments; 10.33% in
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absolute return assets; 2.67% in private equity assets; 3.16% in real estate assets; 6.46% in risk parity assets; 5.72%
in real return assets; and 0.29% in cash.

In accordance with the Texas Constitution, the SBOE views the PSF as a perpetual institution, and the Fund
is managed as an endowment fund with a long-term investment horizon. Under the total-return investment objective,
the Investment Policy provides that the PSF shall be managed consistently with respect to the following: generating
income for the benefit of the public free schools of Texas, the real growth of the corpus of the PSF, protecting capital,
and balancing the needs of present and future generations of Texas school children. As described above, the Total
Return Constitutional Amendment restricts the annual pay out from the Fund to the total-return on all investment
assets of the Fund over a rolling ten-year period. State law provides that each transfer of funds from the PSF to the
ASF is made monthly, with each transfer to be in the amount of one-twelfth of the annual distribution. The heavier
weighting of equity securities relative to fixed income investments has resulted in greater volatility of the value of the
Fund. Given the greater weighting in the overall portfolio of passively managed investments, it is expected that the
Fund will reflect the general performance returns of the markets in which the Fund is invested.

The asset allocation of the Fund’s financial assets portfolio is subject to change by the SBOE from time to
time based upon a number of factors, including recommendations to the SBOE made by internal investment staff and
external consultants, changes made by the SBOE without regard to such recommendations and directives of the
Legislature. Fund performance may also be affected by factors other than asset allocation, including, without
limitation, the general performance of the securities markets in the United States and abroad; political and investment
considerations including those relating to socially responsible investing; application of the prudent person investment
standard, which may eliminate certain investment opportunities for the Fund; management fees paid to external
managers and embedded management fees for some fund investments; and limitations on the number and
compensation of internal and external investment staff, which is subject to Legislative oversight. The Guarantee
Program could also be impacted by changes in State or federal law or the implementation of new accounting standards.

Management and Administration of the Fund

The Texas Constitution and applicable statutes delegate to the SBOE the authority and responsibility for
investment of the PSF’s financial assets. In investing the Fund, the SBOE is charged with exercising the judgment
and care under the circumstances then prevailing which persons of ordinary prudence, discretion and intelligence
exercise in the management of their own affairs, not in regard to speculation, but in regard to the permanent disposition
of their funds, considering the probable income therefrom as well as the probable safety of their capital. The SBOE
has adopted a “Statement of Investment Objectives, Policies, and Guidelines of the Texas Permanent School Fund,”
which is codified in the Texas Administrative Code beginning at 19 TAC section 33.1.

The Total Return Constitutional Amendment provides that expenses of managing the PSF are to be paid “by
appropriation” from the PSF. In January 2005, at the request of the SBOE, the Attorney General issued a legal opinion,
Op. Tex. Att’y Gen. No. GA-0293 (2005) (“GA-0293”), that the Total Return Constitutional Amendment requires that
SBOE expenditures for managing or administering PSF investments, including payments to external investment
managers, be paid from appropriations made by the Legislature, but that the Total Return Constitutional Amendment
does not require the SBOE to pay from such appropriated PSF funds the indirect management costs deducted from
the assets of a mutual fund or other investment company in which PSF funds have been invested.

Texas law assigns control of the Fund’s land and mineral rights to the three-member SLB, which consists of
the elected Commissioner of the General Land Office (“GLO”), an appointee of the Governor, and an appointee of
the Attorney General. Administrative duties related to the land and mineral rights reside with the GLO, which is under
the guidance of the Commissioner of the GLO. In 2007, the Legislature established the real estate special fund account
of the PSF (the “Real Estate Account”) consisting of the land, mineral or royalty interest, real estate investment, or
other interest, including revenue received from those sources, that is set apart to the PSF under the Texas Constitution
and laws, together with the mineral estate in riverbeds, channels, and the tidelands, including islands. The investment
of the Real Estate Account is subject to the sole and exclusive management and control of the SLB and the Land
Commissioner, who is also the head of the GLO. The 2007 legislation presented constitutional questions regarding
the respective roles of the SBOE and the SLB relating to the disposition of proceeds of real estate transactions to the
ASF, among other questions. Amounts in the investment portfolio of the PSF are taken into account by the SBOE for
purposes of determining the Distribution Rate. An amendment to the Texas Constitution was approved by State voters
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on November 8, 2011, which permits the SLB to make transfers directly to the ASF, see “2011 Constitutional
Amendment” below.

The SBOE contracts with its securities custodial agent to measure the performance of the total return of the
Fund’s financial assets. A consultant is typically retained for the purpose of providing consultation with respect to
strategic asset allocation decisions and to assist the SBOE in selecting external fund management advisors. The SBOE
also contracts with financial institutions for custodial and securities lending services. The SBOE has established the
Committee of Investment Advisors, which consists of independent investment experts each appointed by a member
of the SBOE to closely advise the respective SBOE member on investment issues.

As noted above, the Texas Constitution and applicable statutes make the SBOE responsible for investment
of the PSF’s financial assets. By law, the Commissioner is appointed by the Governor, with Senate confirmation, and
assists the SBOE, but the Commissioner can neither be hired nor dismissed by the SBOE. The Executive
Administrator of the Fund is also hired by and reports to the Commissioner. Moreover, although the Fund’s Executive
Administrator and his staff implement the decisions of and provide information to the School Finance/PSF Committee
of the SBOE and the full SBOE, the SBOE can neither select nor dismiss the Executive Administrator. TEA’s General
Counsel provides legal advice to the Executive Administrator and to the SBOE. The SBOE has also engaged outside
counsel to advise it as to its duties over the Fund, including specific actions regarding the investment of the PSF to
ensure compliance with fiduciary standards, and to provide transactional advice in connection with the investment of
Fund assets in non-traditional investments.

Capacity Limits for the Guarantee Program

The capacity of the Fund to guarantee bonds under the Guarantee Program is limited in two ways: by State
law (the “State Capacity Limit”) and by regulations and a notice issued by the IRS (the “/RS Limif”). Prior to May
20, 2003, the State Capacity Limit was equal to two times the lower of cost or fair market value of the Fund’s assets,
exclusive of real estate. During the 78th Regular Session of the Legislature in 2003, legislation was enacted that
increased the State Capacity Limit by 25%, to two and one half times the lower of cost or fair market value of the
Fund’s assets as estimated by the SBOE and certified by the State Auditor, and eliminated the real estate exclusion
from the calculation. Prior to the issuance of the IRS Notice (defined below), the capacity of the program under the
IRS Limit was limited to two and one-half times the lower of cost or fair market value of the Fund’s assets adjusted
by a factor that excluded additions to the Fund made since May 14, 1989. During the 2007 Texas Legislature, Senate
Bill 389 (“SB 389”) was enacted providing for additional increases in the capacity of the Guarantee Program, and
specifically providing that the SBOE may by rule increase the capacity of the Guarantee Program from two and one-
half times the cost value of the PSF to an amount not to exceed five times the cost value of the PSF, provided that the
increased limit does not violate federal law and regulations and does not prevent bonds guaranteed by the Guarantee
Program from receiving the highest available credit rating, as determined by the SBOE. SB 389 further provides that
the SBOE shall at least annually consider whether to change the capacity of the Guarantee Program. Since 2005, the
Guarantee Program has twice reached capacity under the IRS Limit, and in each instance the Guarantee Program was
closed to new bond guarantee applications until relief was obtained from the IRS. The most recent closure of the
Guarantee Program commenced in March 2009 and the Guarantee Program reopened in February 2010 on the basis
of receipt of the IRS Notice.

On December 16, 2009, the IRS published Notice 2010-5 (the “IRS Notice”) stating that the IRS will issue
proposed regulations amending the existing regulations to raise the IRS limit to 500% of the total cost of the assets
held by the PSF as of December 16, 2009. In accordance with the IRS Notice, the amount of any new bonds to be
guaranteed by the PSF, together with the then outstanding amount of bonds previously guaranteed by the PSF, must
not exceed the IRS limit on the sale date of the new bonds to be guaranteed. The IRS Notice further provides that the
IRS Notice may be relied upon for bonds sold on or after December 16, 2009, and before the effective date of future
regulations or other public administrative guidance affecting funds like the PSF.

On September 16, 2013, the IRS published proposed regulations (the “Proposed IRS Regulations”) that,
among other things, would enact the IRS Notice. The preamble to the Proposed IRS Regulations provides that issuers
may elect to apply the Proposed IRS Regulations, in whole or in part, to bonds sold on or after September 16, 2013,
and before the date that final regulations become effective.
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The IRS Notice and the Proposed IRS Regulations establish a static capacity for the Guarantee Program
based upon the cost value of Fund assets on December 16, 2009 multiplied by five. On December 16, 2009, the cost
value of the Guarantee Program was $23,463,730,608 (estimated and unaudited), thereby producing an IRS Limit of
approximately $117.3 billion. The State Capacity Limit is determined on the basis of the cost value of the Fund from
time to time multiplied by the capacity multiplier determined annually by the SBOE, but not to exceed a multiplier of
five. The capacity of the Guarantee Program will be limited to the lower of the State Capacity Limit and the IRS
Limit. On May 21, 2010, the SBOE modified the regulations that govern the School District Bond Guarantee Program
(the “SDBGP Rules™), and increased the State Law Capacity to an amount equal to three times the cost value of the
PSF. Such modified regulations, including the revised capacity rule, became effective on July 1, 2010. The SDBGP
Rules provide that the Commissioner may reduce the multiplier to maintain the AAA credit rating of the Guarantee
Program, but provide that any changes to the multiplier made by the Commissioner are to be ratified or rejected by
the SBOE at the next meeting following the change. See “Valuation of the PSF and Guaranteed Bonds,” below.
The capacity limitation included in the SDBGP Rules is incorporated into the proposed regulations for the Charter
District Bond Guarantee Program that are described below.

Since July 1991, when the SBOE amended the Guarantee Program Rules to broaden the range of bonds that
are eligible for guarantee under the Guarantee Program to encompass most Texas school district bonds, the principal
amount of bonds guaranteed under the Guarantee Program has increased sharply. In addition, in recent years a number
of factors have caused an increase in the amount of bonds issued by school districts in the State. See the table
“Permanent School Fund Guaranteed Bonds” below. Effective September 1, 2009, the Act provides that the SBOE
may annually establish a percentage of the cost value of the Fund to be reserved from use in guaranteeing bonds. The
capacity of the Guarantee Program in excess of any reserved portion is referred to herein as the “Capacity Reserve.”
The SDBGP Rules provide for a minimum Capacity Reserve for the Guarantee Program of no less than 5%, and
provide that the amount of the Capacity Reserve may be increased by a majority vote of the SBOE. The Commissioner
is authorized to change the Capacity Reserve, which decision must be ratified or rejected by the SBOE at its next
meeting following any change made by the Commissioner. The current Capacity Reserve is noted in the monthly
updates with respect to the capacity of the Guarantee Program on the TEA web site at
http://www.tea.state.tx.us/index4.aspx?id=3413&menu_1d=2147483695, which are also filed with the MSRB.

Based upon historical performance of the Fund, the legal restrictions relating to the amount of bonds that
may be guaranteed has generally resulted in a lower ratio of guaranteed bonds to available assets as compared to many
other types of credit enhancements that may be available for Texas school district bonds and charter district bonds.
However, changes in the value of the Fund due to changes in securities markets, investment objectives of the Fund,
an increase in bond issues by school districts in the State or legal restrictions on the Fund, the implementation of the
Charter District Bond Guarantee Program, or an increase in the calculation base of the Fund for purposes of making
transfers to the ASF, among other factors, could adversely affect the ratio of Fund assets to guaranteed bonds and the
growth of the Fund in general. It is anticipated that the issuance of the IRS Notice and the Proposed IRS Regulations
will likely result in a substantial increase in the amount of bonds guaranteed under the Guarantee Program. The
implementation of the Charter School Bond Guarantee Program is also expected to increase the amount of guaranteed
bonds.

The Act requires that the Commissioner prepare, and the SBOE approve, an annual report on the status of
the Guarantee Program (the Annual Report). The State Auditor audits the financial statements of the PSF, which are
separate from other State financial statements.

The School District Bond Guarantee Program

The School District Bond Guarantee Program requires an application be made by a school district to the
Commissioner for a guarantee of its bonds. If the conditions for the School District Bond Guarantee Program are
satisfied, the guarantee becomes effective upon approval of the bonds by the Attorney General and remains in effect
until the guaranteed bonds are paid or defeased, by a refunding or otherwise.

In the event of default, holders of guaranteed school district bonds will receive all payments due from the
corpus of the PSF. Following a determination that a school district will be or is unable to pay maturing or matured
principal or interest on any guaranteed bond, the Act requires the school district to notify the Commissioner not later
than the fifth day before the stated maturity date of such bond or interest payment. Immediately following receipt of
such notice, the Commissioner must cause to be transferred from the appropriate account in the PSF to the Paying
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Agent/Registrar an amount necessary to pay the maturing or matured principal and interest. Upon receipt of funds for
payment of such principal or interest, the Paying Agent/Registrar must pay the amount due and forward the canceled
bond or evidence of payment of the interest to the State Comptroller of Public Accounts (the “Comptroller”). The
Commissioner will instruct the Comptroller to withhold the amount paid, plus interest, from the first State money
payable to the school district. The amount withheld will be deposited to the credit of the PSF. The Comptroller must
hold such canceled bond or evidence of payment of the interest on behalf of the PSF. Following full reimbursement
of such payment by the school district to the PSF with interest, the Comptroller will cancel the bond or evidence of
payment of the interest and forward it to the school district. The Act permits the Commissioner to order a school
district to set a tax rate sufficient to reimburse the PSF for any payments made with respect to guaranteed bonds, and
also sufficient to pay future payments on guaranteed bonds, and provides certain enforcement mechanisms to the
Commissioner, including the appointment of a board of managers or annexation of a defaulting school district to
another school district.

If a school district fails to pay principal or interest on a bond as it is stated to mature, other amounts not due
and payable are not accelerated and do not become due and payable by virtue of the district’s default. The School
District Bond Guarantee Program does not apply to the payment of principal and interest upon redemption of bonds,
except upon mandatory sinking fund redemption, and does not apply to the obligation, if any, of a school district to
pay a redemption premium on its guaranteed bonds. The guarantee applies to all matured interest on guaranteed school
district bonds, whether the bonds were issued with a fixed or variable interest rate and whether the interest rate changes
as a result of an interest reset provision or other bond order provision requiring an interest rate change. The guarantee
does not extend to any obligation of a school district under any agreement with a third party relating to guaranteed
bonds that is defined or described in State law as a “bond enhancement agreement” or a “credit agreement,” unless
the right to payment of such third party is directly as a result of such third party being a bondholder.

In the event that two or more payments are made from the PSF on behalf of a district, the Commissioner shall
request the Attorney General to institute legal action to compel the district and its officers, agents and employees to
comply with the duties required of them by law in respect to the payment of guaranteed bonds.

The SBOE has approved and modified the SDBGP Rules in recent years, most recently in May 2010.
Generally, the SDBGP Rules limit guarantees to certain types of notes and bonds, including, with respect to refunding
bonds issued by school districts, a requirement that the bonds produce debt service savings, and that bonds issued for
capital facilities of school districts must have been voted as unlimited tax debt of the issuing district. The Guarantee
Program Rules include certain accreditation criteria for districts applying for a guarantee of their bonds, and limit
guarantees to districts that have less than the amount of annual debt service per average daily attendance that represents
the 90th percentile of annual debt service per average daily attendance for all school districts, but such limitation will
not apply to school districts that have enrollment growth of at least 25% over the previous five school years. The
SDBGP Rules are codified in the Texas Administrative Code at 19 TAC sections 33.65 et seq., and are available on
the TEA web site at http://ritter.tea.state.tx.us/rules/tac/chapter033/index.html.

Charter District Bond Guarantee Program

The Charter District Bond Guarantee Program became effective March 3, 2014. The SBOE published final
regulations in the Texas Register that provide for the administration of the Charter District Guarantee Program (the
“CDBGP Rules”). The CDBGP Rules are codified at 19 TAC sections 33.67 et seq., and are available on the TEA
web site at http://ritter.tea.state.tx.us/rules/tac/chapter033/index.html.

The Charter District Bond Guarantee Program has been authorized through the enactment of amendments to
the Act, which provide that a charter holder may make application to the Commissioner for designation as a “charter
district” and for a guarantee by the PSF under the Act of bonds issued on behalf of a charter district by a non-profit
corporation. If the conditions for the Charter District Bond Guarantee Program are satisfied, the guarantee becomes
effective upon approval of the bonds by the Attorney General and remains in effect until the guaranteed bonds are
paid or defeased, by a refunding or otherwise.

The capacity of the Charter District Bond Guarantee Program is limited to the amount that equals the result
of the percentage of the number of students enrolled in open-enrollment charter schools in the State compared to the
total number of students enrolled in all public schools in the State multiplied by the available capacity of the Guarantee
Program. Available capacity is defined as the maximum amount under SBOE rules, less Capacity Reserve and minus
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existing guarantees. The CDBGP Rules authorize the Commissioner to determine that ratio based on information
provided to the TEA by school districts and open-enrollment charter schools, and the calculation will be made
annually, on or about March 1 of each year. As of October 2013 (the most recent date for which data is available),
the percentage of students enrolled in open-enrollment charter schools (excluding charter schools authorized by school
districts) to the total State scholastic census was approximately 3.95%. As of March 7, 2014, there were 209 active
open-enrollment charter schools in the State, and there were 613 charter school campuses operating under such
charters. Section 12.101, Texas Education Code, as amended by the Legislature in 2013, provides that the
Commissioner may grant not more than 215 charters through the end of fiscal year 2014, with the number increasing
in each fiscal year thereafter through 2019 to a total number of 305 charters permitted by the statute. While legislation
limits the number of charters that may be granted, it does not limit the number of campuses that may operate under a
particular charter. For information regarding the capacity of the Guarantee Program, see “Capacity Limits for the
Guarantee Program.” The Act provides that the Commissioner may not approve the guarantee of refunding or
refinanced bonds under the Charter District Bond Guarantee Program in a total amount that exceeds one-half of the
total amount available for the guarantee of charter district bonds under the Charter District Bond Guarantee Program.

In accordance with the Act, the Commissioner may not approve charter district bonds for guarantee if such
guarantees will result in lower bond ratings for public school district bonds that are guaranteed under the School
District Bond Guarantee Program. To be eligible for a guarantee, the Act provides that a charter district's bonds must
be approved by the Attorney General, have an unenhanced investment grade rating from a nationally recognized
investment rating firm, and satisfy a limited investigation conducted by the TEA.

With respect to the Charter District Bond Guarantee Program, the Act establishes a bond guarantee reserve
fund in the State treasury (the “Charter District Reserve Fund”). Each charter district that has a bond guaranteed must
annually remit to the Commissioner, for deposit in the Charter District Reserve Fund, an amount equal to 10% (or
such higher amount as may be determined by the Commissioner) of the savings to the charter district that result from
the lower interest rate on the bond due to the guarantee by the PSF. The Commissioner’s rule governing the calculation
and payment of savings into the Charter District Reserve Fund has been proposed and will be in effect coinciding with
the first date at which deposits are required to be made thereto.

The Charter District Bond Guarantee Program does not apply to the payment of principal and interest upon
redemption of bonds, except upon mandatory sinking fund redemption, and does not apply to the obligation, if any,
of a charter district to pay a redemption premium on its guaranteed bonds. The guarantee applies to all matured interest
on guaranteed charter district bonds, whether the bonds were issued with a fixed or variable interest rate and whether
the interest rate changes as a result of an interest reset provision or other bond resolution provision requiring an interest
rate change. The guarantee does not extend to any obligation of a charter district under any agreement with a third
party relating to guaranteed bonds that is defined or described in State law as a “bond enhancement agreement” or a
“credit agreement,” unless the right to payment of such third party is directly as a result of such third party being a
bondholder.

The Act provides that immediately following receipt of notice that a charter district will be or is unable to
pay maturing or matured principal or interest on a guaranteed bond, the Commissioner is required to instruct the
Comptroller to transfer from the Charter District Reserve Fund to the district's paying agent an amount necessary to
pay the maturing or matured principal or interest. If money in the Charter District Reserve Fund is insufficient to pay
the amount due on a bond for which a notice of default has been received, the Commissioner is required to instruct
the Comptroller to transfer from the PSF to the district's paying agent the amount necessary to pay the balance of the
unpaid maturing or matured principal or interest. If a total of two or more payments are made under the Charter
District Bond Guarantee Program on charter district bonds and the Commissioner determines that the charter district
is acting in bad faith under the program, the Commissioner may request the Attorney General to institute appropriate
legal action to compel the charter district and its officers, agents, and employees to comply with the duties required
of them by law in regard to the guaranteed bonds. As is the case with the School District Bond Guarantee Program,
the Act obligates the Commissioner to instruct the Comptroller to withhold the amount paid with respect to the Charter
District Bond Guarantee Program, plus interest, from the first State money payable to a charter district that fails to
make a guaranteed payment on its bonds. The amount withheld will be deposited, first, to the credit of the PSF, and
then to restore any amount drawn from the Charter District Reserve Fund as a result of the non-payment.

The CDBGP Rules provide that the PSF may be used to guarantee bonds issued for the acquisition,
construction, repair, or renovation of an educational facility for an open-enrollment charter holder and equipping real

47



property of an open-enrollment charter school and/or to refinance promissory notes executed by an open-enrollment
charter school, each in an amount in excess of $500,000 the proceeds of which loans were used for a purposes
described above (so-called new money bonds) or for refinancing bonds previously issued for the charter school that
were approved by the attorney general (so-called refunding bonds). Refunding bonds may not be guaranteed under
the Charter District Bond Guarantee Program if they do not result in a present value savings to the charter holder.

The CDBGP Rules provide that an open-enrollment charter holder applying for charter district designation
and a guarantee of its bonds under the Charter District Bond Guarantee Program satisfy various provisions of the
regulations, including the following: It must (i) have operated at least one open-enrollment charter school with enrolled
students in the State for at least three years; (ii) agree that the bonded indebtedness for which the guarantee is sought
will be undertaken as an obligation of all entities under common control of the open-enrollment charter holder, and
that all such entities will be liable for the obligation if the open-enrollment charter holder defaults on the bonded
indebtedness, provided, however, that an entity that does not operate a charter school in Texas is subject to this
provision only to the extent it has received state funds from the open-enrollment charter holder; (iii) have had
completed for the past three years an audit for each such year that included unqualified or unmodified audit opinions;
and (iv) have received an investment grade credit rating within the last year. Upon receipt of an application for
guarantee under the Charter District Bond Guarantee Program, the Commissioner is required to conduct an
investigation into the financial status of the applicant charter district and of the accreditation status of all open-
enrollment charter schools operated under the charter, within the scope set forth in the CDBGP Rules. Such financial
investigation must establish that an applying charter district has a historical debt service coverage ratio, based on
annual debt service, of at least 1.1 for the most recently completed fiscal year, and a projected debt service coverage
ratio, based on projected revenues and expenses and maximum annual debt service, of at least 1.2. The failure of an
open-enrollment charter holder to comply with the Act or the applicable regulations, including by making any material
misrepresentations in the charter holder's application for charter district designation or guarantee under the Charter
District Bond Guarantee Program, constitutes a material violation of the open-enrollment charter holder's charter.

Ratings of Bonds Guaranteed Under the Guarantee Program

Moody’s Investors Service, Standard & Poor’s Rating Service, a Standard & Poor’s Financial Service LLC
business, and Fitch Ratings rate bonds guaranteed by the PSF “Aaa,” “AAA” and “AAA,” respectively. Not all
districts apply for multiple ratings on their bonds, however. See “Ratings” herein.

Valuation of the PSF and Guaranteed Bonds

PERMANENT SCHOOL FUND VALUATIONS

Fiscal Year

Ended 8/31 Book ValueV Market Value®”
2009 $23,117,052,793 $25,443,104,623
2010 23,653,185,489 27,066,200,259
2011 24,701,156,685 29,643,439,794
2012 25,161,994,845 31,284,851,266
2013 25,596,193,826® 33,131,028,540®

(M SLB managed assets are included in the market value and book value of the Fund. In determining the market value of the PSF from time to
time during a fiscal year, the TEA uses current, unaudited values for TEA managed investment portfolios and cash held by the SLB. With
respect to SLB managed assets shown in the table above, market values of land and mineral interests, internally managed real estate,
investments in externally managed real estate funds and cash are based upon information reported to the PSF by the SLB. Beginning in fiscal
year 2009, the SLB reported that information to the PSF on a quarterly basis. The valuation of such assets at any point in time is dependent
upon a variety of factors, including economic conditions in the State and nation in general, and the values of these assets, and, in particular,
the valuation of mineral holdings administered by the SLB, can be volatile and subject to material changes from period to period. At August
31, 2013, land, mineral assets, internally managed discretionary real estate, external discretionary real estate investments and cash managed
by the SLB had book values of approximately $19.8 million, $13.4 million, $343.8 million, $1.8 billion, and $1.2 billion respectively, and
market values of approximately $366.2 million, $2.3 billion, $348.9 million, $1.7 billion and $1.2 billion, respectively.

@ At February 28, 2014, the PSF had a book value of $26,403,872,521 and a market value of $35,871,072,992 (in each case, based on unaudited
data).
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PERMANENT SCHOOL FUND GUARANTEED BONDS

At 8/31 Principal Amount(V
2009 $50,032,724,439
2010 49,301,683,338
2011 52,653,930,546
2012 53,634,455,141
2013 55,218,889,156®

(M Represents original principal amount; does not reflect any subsequent accretions in value for compound interest bonds (zero coupon
securities). The amount shown excludes bonds that have been refunded and released from the Guarantee Program. The TEA does not maintain
records of the accreted value of capital appreciation bonds that are guaranteed under the Guarantee Program.

@ As of August 31, 2013, the TEA expected that the principal and interest to be paid by school districts over the remaining life of the bonds
guaranteed by the Guarantee Program is $91,490,196,730, of which $36,271,307,574 represents interest to be paid. At February 28, 2014,
there were $56,050,507,440.14 of bonds guaranteed under the Guarantee Program and the capacity of the Guarantee Program was
$79,211,617,563 based on the three times cost value multiplier approved by the SBOE on May 21, 2010. Such capacity figures include the
Reserve Capacity.

Discussion and Analysis Pertaining to Fiscal Year Ended August 31, 2013

The following discussion is derived from the Annual Report for the year ended August 31, 2013, including
the Message of the Executive Administrator of the Fund and the Management’s Discussion and Analysis contained
therein. Reference is made to the Annual Report, when filed, for the complete Message and MD&A. Investment
assets managed by the fifteen member SBOE are referred to throughout this MD&A as the PSF(SBOE) assets. As of
August 31, 2013, the Fund’s land, mineral rights and certain real assets are managed by the three-member SLB and
these assets are referred to throughout as the PSF(SLB) assets. The 2012 SBOE Asset Allocation Policy includes an
allocation for real estate investments, and as such investments are made, and become a part of the PSF investment
portfolio, those investments will be managed by the SBOE and not the SLB.

At the end of fiscal 2013, the total Fund balance was $30.6 billion. Fund balance increased $1.80 billion
from the prior year, primarily attributable to the increase in the fair value of the PSF(SBOE) equities and alternative
investments, the (PSF(SLB) real assets investments and the recovering markets. During the year, the SBOE continued
implementing its revised long term strategic asset allocation to diversify and strengthen the PSF(SBOE) investment
assets of the Fund. The revised allocation is projected to increase returns over the long run while reducing risk and
return volatility of the portfolio. The one year, three year, five year and ten year annualized total returns for the
PSF(SBOE) assets were 10.16%, 11.07%, 6.16% and 7.26% respectively (total return takes into consideration the
change in the market value of the Fund during the year as well as the interest and dividend income generated by the
Fund’s investments). In addition, the SLB continued its shift into externally managed real asset investment funds and
the one year, three year, and five year annualized total returns for the PSF(SLB) real assets, including cash, are 7.60%,
9.56%, and 1.04% respectively.

The market value of the Fund’s assets is directly impacted by the performance of the various financial markets
in which the assets are invested. The most important factors affecting investment performance are the asset allocation
decisions made by the SBOE and SLB. The current SBOE long term asset allocation policy allows for diversification
of the PSF(SBOE) portfolio into alternative asset classes whose returns are not as correlated to traditional asset classes.
The implementation of the long term asset allocation will occur over several fiscal years and is expected to provide
incremental total return at reduced risk. As of August 31, 2013, the PSF(SBOE) portion of the Fund had diversified
into emerging market large cap international equities, absolute return funds, real estate, private equity, risk parity,
real return Treasury Inflation-Protected Securities and real return commodities. Other asset classes such as emerging
market debt and emerging international equities securities will be strategically added commensurate with the economic
environment and the goals and objectives of the SBOE. As of August 31, 2013, the SBOE had approved and the
PSF(SBOE) made capital commitments to externally managed real estate funds in the amount of $1.25 billion and
capital commitments to four private equity limited partnerships in the total amount of $2.2 billion. Unfunded
commitments at August 31, 2013, were $513.0 million in real estate and $1.58 billion in private equity.

The PSF(SLB) portfolio is generally characterized by three broad categories: (1) discretionary real assets
investments, (2) sovereign and other lands, and (3) mineral interests. Discretionary real assets investments consist of
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externally managed real estate, infrastructure, and energy/minerals investment funds; internally managed direct real
estate investments, and cash. Sovereign and other lands consist primarily of the lands set aside to the PSF when it
was created. Mineral interests consist of all of the minerals that are associated with PSF lands. The investment focus
of PSF(SLB) discretionary real assets investments has shifted from internally managed direct real estate investments
to externally managed real assets investment funds. The PSF(SLB) makes investments in certain limited partnerships
that legally commit it to possible future capital contributions. At August 31, 2013, the remaining commitments totaled
approximately $1.14 billion.

The PSF(SBOE)’s investment in public equity securities experienced a return of 17.709% during the fiscal
year ended August 31, 2013. The PSF(SBOE)’s investment in fixed income securities produced a return of -2.02%
during the fiscal year and absolute return investments yielded a return of 10.23%. The PSF(SBOE) real estate and
private equity investments returned 11.85% and 26.89%, respectively. Risk parity assets produced a return of -3.28%,
while real return assets yielded -7.99%. Combined, all PSF(SBOE) asset classes produced an investment return of
10.16% for the fiscal year ended August 31,2013, underperforming the target index by approximately 25 basis points.
All PSF(SLB) real assets (including cash) returned 7.60% for the fiscal year ending August 31, 2013.

For fiscal year 2013, total revenues, inclusive of unrealized gains and losses and net of security lending
rebates and fees, totaled $3.20 billion, an increase of $251.6 million from fiscal year 2012 earnings of $2.95 billion.
This increase reflects the performance of the securities markets in which the Fund was invested in fiscal year 2013.
In fiscal year 2013, revenues earned by the Fund included lease payments, bonuses and royalty income received from
oil, gas and mineral leases; lease payments from commercial real estate; surface lease and easement revenues; revenues
from the resale of natural and liquid gas supplies; dividends, interest, and securities lending revenues; the net change
in the fair value of the investment portfolio; and, other miscellaneous fees and income.

Expenditures are paid from the Fund before distributions are made under the total return formula. Such
expenditures include the costs incurred by the SLB to manage the land endowment, as well as operational costs of the
Fund, including external management fees paid from appropriated funds. Total operating expenditures, net of security
lending rebates and fees, increased 11.6% for the fiscal year ending August 31, 2013. This increase is primarily
attributable to the operational costs related to managing alternative investments.

The Fund supports the public school system in the State by distributing a predetermined percentage of its
asset value to the ASF. For fiscal years 2012 and 2013, the distribution from the SBOE to the ASF totaled $1.021
billion and $1.021 billion, respectively. Additionally, the SLB provided $300 million to the ASF in fiscal year 2013.

At the end of the 2013 fiscal year, PSF assets guaranteed $55.219 billion in bonds issued by 810 local school
districts. Since its inception in 1983, the Fund has guaranteed 5,280 school district bond issues totaling $112.0 billion
in principal amount. During the 2013 fiscal year, the number of outstanding issues guaranteed under the Guarantee
Program increased by 155, or 5.9%. The dollar amount of guaranteed school bond issues outstanding increased by
$1.58 billion or 3.0%. The guarantee capacity of the Fund increased by $1.312 billion, or 1.7%, during fiscal year
2013 due to the investment performance of the Fund.

2011 Constitutional Amendment

During the Regular Session of the 82nd Legislature, which concluded May 30, 2011, a joint resolution (“HJR
109”) was enacted proposing amendments to various sections of the Texas Constitution that pertain to the PSF. In
accordance with HJR 109, a referendum was held in the State on November 8, 2011. At that referendum, voters of
State approved non-substantive changes to the Texas Constitution to clarify references to the Fund, and, in addition,
approved an amendment that effects an increase to the base amount used in calculating the Distribution Rate from the
Fund to the ASF. The amendments approved at the referendum include an increase to the base used to calculate the
Distribution Rate by adding to the calculation base certain discretionary real assets and cash in the Fund that is
managed by entities other than the SBOE (at present, by the SLB). The value of those assets were already included
in the value of the Fund for purposes of the Guarantee Program, but prior to the amendment had not been included in
the calculation base for purposes of making transfers from the Fund to the ASF. While the amendment provides for
an increase in the base for the calculation of approximately $2 billion, no new resources were provided for deposit to
the Fund. As described under “The Total Return Constitutional Amendment” the SBOE is prevented from
approving a Distribution Rate or making a pay out from the Fund if the amount distributed would exceed 6% of the
average of the market value of the Fund, excluding real property in the Fund, but including discretionary real asset
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investments on the last day of each of the sixteen State fiscal quarters preceding the Regular Session of the Legislature
that begins before that State fiscal biennium or if such pay out would exceed the Ten Year Total Return. The new
calculation base is required to be used to determine all payments to the ASF from the Fund beginning with the 2012-
13 biennium. As described under “The Total Return Constitutional Amendment” the SBOE approved a
Distribution Rate of 4.2% in January 2011 based on a commitment of the SLB to transfer $500 million to the PSF
during the biennium. In November 2012, the SBOE established a 3.3% Distribution Rate for the 2014-15 biennium.

The constitutional amendments approved on November 8, 2011 also provides authority to the GLO or other
entity other than the SBOE that has responsibility for the management of land or other properties of the Fund to
determine in its sole discretion whether to transfer each year from Fund assets to the ASF revenue derived from such
land or properties, an amount not to exceed $300 million. Any amount transferred to the ASF by an entity other than
the SBOE is excluded from the 6% Distribution Rate limitation applicable to SBOE transfers.

The impact of the increase in the base against which the Distribution Rate is applied will be an increase in
the distributions from the PSF to the ASF, provided that there are no reductions in the percentage established biennially
by the SBOE to be the Distribution Rate. For the 2012-13 biennium, the Distribution Rate has been set by the SBOE
at 4.2%. Given the increase in the calculation base effected by the November 8, 2011 constitutional amendment, the
effect on transfers made by the SBOE in 2012-13 will be an increase in the total return distribution by an estimated
$73.7 million in each year of the biennium. Going forward, it may be necessary for the SBOE to reduce the
Distribution Rate in order to preserve the corpus of the Fund in accordance with its management objective of
preserving intergenerational equity, and the Distribution Rate for the 2014-15 biennium has been reduced to 3.3%, as
described above. If the SBOE were to maintain a Distribution Rate in future years at the level set for 2012-13, prior
to the enactment of the 2011 constitutional amendment, as the value of the real assets investments increase annually,
distributions to the ASF would increase in the out years. The increased amounts distributed from the Fund will be a
loss to either the investment corpus of the PSF managed by SBOE or, should the SLB increase its transfers to the
SBOE to cover this share of the distribution, to the assets managed by the SLB. In addition, the changes made by the
amendment will reduce the compounding interest in the Fund that would be derived from these assets remaining in
the corpus of the Fund. Other factors that may affect the corpus of the Fund that are associated with this change
include the decisions that are made by the SLB or others that are or may in the future be authorized to make transfers
of funds from the PSF to the ASF. While the SBOE has oversight of the Guarantee Program, it will not have the
decision making power with respect to all transfers to the ASF, as it has had in the past, which could adversely affect
the ability of the SBOE to optimally manage its portion of the PSF assets.

Other Events and Disclosures

The State Investment Ethics Code governs the ethics and disclosure requirements for financial advisors and
other service providers who advise certain State governmental entities, including the PSF. In accordance with the
provisions of the State Investment Ethics Code, the SBOE periodically modifies its code of ethics, which occurred
most recently in May 2010. The SBOE code of ethics includes prohibitions on sharing confidential information,
avoiding conflict of interests and requiring disclosure filings with respect to contributions made or received in
connection with the operation or management of the Fund. The code of ethics applies to members of the SBOE as
well as to persons who are responsible by contract or by virtue of being a TEA PSF staff member for managing,
investing, executing brokerage transactions, providing consultant services, or acting as a custodian of the PSF, and
persons who provide investment and management advice to a member of the SBOE, with or without compensation
under certain circumstances. The code of ethics is codified in the Texas Administrative Code at 19 TAC sections 33.5
et seq., and is available on the TEA web site at http://ritter.tea.state.tx.us/rules/tac/chapter033/index.html.

Since 2007, TEA has made supplemental appropriation requests to the Legislature for the purpose of funding
the implementation of the 2008 Asset Allocation Policy, but those requests have been denied or partly funded. In the
2011 legislative session, the Legislature approved an increase of 31 positions in the full-time equivalent employees
for the administration of the Fund, which was funded as part of an $18 million appropriation for each year of the 2012-
13 biennium, in addition to the operational appropriation of $11 million for each year of the biennium. The TEA has
begun increasing the PSF administrative staff in accordance with the 2011 legislative appropriation, and the TEA
received an appropriation of $30.0 million for the administration of the PSF for each year of the 2014-15 biennium.

As of August 31, 2013, certain lawsuits were pending against the State and/or the GLO, which challenge the
Fund’s title to certain real property and/or past or future mineral income from that property, and other litigation arising
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in the normal course of the investment activities of the PSF. Reference is made to the Annual Report, when filed, for
a description of such lawsuits that are pending, which may represent contingent liabilities of the Fund.

The SBOE is a named defendant in litigation described in the Official Statement pertaining to the Bonds that
has been filed in State District Court that has challenged the constitutionality of the Texas public school finance
system, and which, among other relief requested, seeks an injunction to prohibit the State and its officials from
distributing any funds under the current finance system until a constitutional system is created. The TEA does not
anticipate that the security for payment of bonds guaranteed under the Guarantee Program would be adversely affected
by such litigation.

PSF Continuing Disclosure Undertaking

The SBOE has adopted an investment policy rule (the “TEA Rule”) pertaining to the PSF and the Guarantee
Program. The TEA Rule is codified in Section I of the TEA Investment Procedure Manual, which relates to the
Guarantee Program. The most recent amendment to the TEA Rule was adopted by the SBOE on November 19, 2010,
and is summarized below. Through the adoption of the TEA Rule and its commitment to guarantee bonds, the SBOE
has made the following agreement for the benefit of the issuers, holders and beneficial owners of guaranteed bonds.
The TEA (or its successor with respect to the management of the Guarantee Program) is required to observe the
agreement for so long as it remains an “obligated person,” within the meaning of Rule 15¢2-12, with respect to
guaranteed bonds. Nothing in the TEA Rule obligates the TEA to make any filings or disclosures with respect to
guaranteed bonds, as the obligations of the TEA under the TEA Rule pertain solely to the Guarantee Program. The
issuer or an “obligated person” of the guaranteed bonds has assumed the applicable obligation under Rule 15¢-12 to
make all disclosures and filings relating directly to guaranteed bonds, and the TEA takes no responsibility with respect
to such undertakings. Under the TEA agreement, the TEA will be obligated to provide annually certain updated
financial information and operating data, and timely notice of specified material events, to the MSRB.

The MSRB has established the Electronic Municipal Market Access (“EMMA”) system, and the TEA is
required to file its continuing disclosure information using the EMMA system. Investors may access continuing
disclosure information filed with the MSRB at www.emma.msrb.org.

Annual Reports

The TEA will annually provide certain updated financial information and operating data to the MSRB. The
information to be updated includes all quantitative financial information and operating data with respect to the
Guarantee Program and the PSF of the general type included in this Official Statement under the heading “THE
PERMANENT SCHOOL FUND GUARANTEE PROGRAM.” The information also includes the Annual Report.
The TEA will update and provide this information within six months after the end of each fiscal year.

The TEA may provide updated information in full text or may incorporate by reference certain other publicly-
available documents, as permitted by Rule 15¢2-12. The updated information includes audited financial statements
of, or relating to, the State or the PSF, when and if such audits are commissioned and available. Financial statements
of the State will be prepared in accordance with generally accepted accounting principles as applied to state
governments, as such principles may be changed from time to time, or such other accounting principles as the State
Auditor is required to employ from time to time pursuant to State law or regulation. The financial statements of the
Fund were prepared to conform to U.S. Generally Accepted Accounting Principles as established by the Governmental
Accounting Standards Board.

The Fund is reported by the State of Texas as a permanent fund and accounted for on a current financial
resources measurement focus and the modified accrual basis of accounting. Measurement focus refers to the definition
of the resource flows measured. Under the modified accrual basis of accounting, all revenues reported are recognized
based on the criteria of availability and measurability. Assets are defined as available if they are in the form of cash
or can be converted into cash within 60 days to be usable for payment of current liabilities. Amounts are defined as
measurable if they can be estimated or otherwise determined. Expenditures are recognized when the related fund
liability is incurred.
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The State’s current fiscal year end is August 31. Accordingly, the TEA must provide updated information
by the last day of February in each year, unless the State changes its fiscal year. If the State changes its fiscal year,
the TEA will notify the MSRB of the change.

Material Event Notices

The TEA will also provide timely notices of certain events to the MSRB. Such notices will be provided not
more than ten business days after the occurrence of the event. The TEA will provide notice of any of the following
events with respect to the Guarantee Program: (1) principal and interest payment delinquencies; (2) non-payment
related defaults, if such event is material within the meaning of the federal securities laws; (3) unscheduled draws on
debt service reserves reflecting financial difficulties; (4) unscheduled draws on credit enhancements reflecting
financial difficulties; (5) substitution of credit or liquidity providers, or their failure to perform; (6) adverse tax
opinions, the issuance by the IRS of proposed or final determinations of taxability, Notices of Proposed Issue (IRS
Form 5701-TEB), or other material notices or determinations with respect to the tax-exempt status of the Guarantee
Program, or other material events affecting the tax status of the Guarantee Program; (7) modifications to rights of
holders of bonds guaranteed by the Guarantee Program, if such event is material within the meaning of the federal
securities laws; (8) bond calls, if such event is material within the meaning of the federal securities laws, and tender
offers; (9) defeasances; (10) release, substitution, or sale of property securing repayment of bonds guaranteed by the
Guarantee Program, if such event is material within the meaning of the federal securities laws; (11) rating changes;
(12) bankruptcy, insolvency, receivership, or similar event of the Guarantee Program (which is considered to occur
when any of the following occur: the appointment of a receiver, fiscal agent, or similar officer for the Guarantee
Program in a proceeding under the United States Bankruptcy Code or in any other proceeding under state or federal
law in which a court or governmental authority has assumed jurisdiction over substantially all of the assets or business
of the Guarantee Program, or if such jurisdiction has been assumed by leaving the existing governing body and
officials or officers in possession but subject to the supervision and orders of a court or governmental authority, or the
entry of an order confirming a plan of reorganization, arrangement, or liquidation by a court or governmental authority
having supervision or jurisdiction over substantially all of the assets or business of the Guarantee Program); (13) the
consummation of a merger, consolidation, or acquisition involving the Guarantee Program or the sale of all or
substantially all of its assets, other than in the ordinary course of business, the entry into of a definitive agreement to
undertake such an action or the termination of a definitive agreement relating to any such actions, other than pursuant
to its terms, if material; and (14) the appointment of a successor or additional trustee with respect to the Guarantee
Program or the change of name of a trustee, if such event is material within the meaning of the federal securities laws.
(Neither the Act nor any other law, regulation or instrument pertaining to the Guarantee Program make any provision
with respect to the Guarantee Program for bond calls, debt service reserves, credit enhancement, liquidity
enhancement, early redemption or the appointment of a trustee with respect to the Guarantee Program.) In addition,
the TEA will provide timely notice of any failure by the TEA to provide information, data, or financial statements in
accordance with its agreement described above under “Annual Reports.”

Availability of Information

The TEA has agreed to provide the foregoing information only to the MSRB and to transmit such information
electronically to the MSRB in such format and accompanied by such identifying information as prescribed by the
MSRB. The information is available from the MSRB to the public without charge at www.emma.msrb.org.

Limitations and Amendments

The TEA has agreed to update information and to provide notices of material events only as described above.
The TEA has not agreed to provide other information that may be relevant or material to a complete presentation of
its financial results of operations, condition, or prospects or agreed to update any information that is provided, except
as described above. The TEA makes no representation or warranty concerning such information or concerning its
usefulness to a decision to invest in or sell Bonds at any future date. The TEA disclaims any contractual or tort liability
for damages resulting in whole or in part from any breach of its continuing disclosure agreement or from any statement
made pursuant to its agreement, although holders of Bonds may seek a writ of mandamus to compel the TEA to
comply with its agreement.

The continuing disclosure agreement of the TEA is made only with respect to the PSF and the Guarantee
Program. The issuer of guaranteed bonds or an obligated person with respect to guaranteed bonds may make a
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continuing disclosure undertaking in accordance with Rule 15¢2-12 with respect to its obligations arising under Rule
15¢2-12 pertaining to financial and operating data concerning such entity and notices of material events relating to
such guaranteed bonds. A description of such undertaking, if any, is included elsewhere in the Official Statement.

This continuing disclosure agreement may be amended by the TEA from time to time to adapt to changed
circumstances that arise from a change in legal requirements, a change in law, or a change in the identity, nature,
status, or type of operations of the TEA, but only if (1) the provisions, as so amended, would have permitted an
underwriter to purchase or sell guaranteed bonds in the primary offering of such bonds in compliance with Rule 15¢2-
12, taking into account any amendments or interpretations of Rule 15¢2-12 since such offering as well as such changed
circumstances and (2) either (a) the holders of a majority in aggregate principal amount of the outstanding bonds
guaranteed by the Guarantee Program consent to such amendment or (b) a person that is unaffiliated with the TEA
(such as nationally recognized bond counsel) determines that such amendment will not materially impair the interest
of the holders and beneficial owners of the bonds guaranteed by the Guarantee Program. The TEA may also amend
or repeal the provisions of its continuing disclosure agreement if the SEC amends or repeals the applicable provision
of Rule 15¢2-12 or a court of final jurisdiction enters judgment that such provisions of the Rule are invalid, but only
if and to the extent that the provisions of this sentence would not prevent an underwriter from lawfully purchasing or
selling bonds guaranteed by the Guarantee Program in the primary offering of such bonds.

Compliance with Prior Undertakings

The TEA has not previously failed to substantially comply with its previous continuing disclosure agreements
in accordance with Rule 15¢2-12.

SEC Exemptive Relief

On February 9, 1996, the TEA received a letter from the Chief Counsel of the SEC that pertains to the
availability of the “small issuer exemption” set forth in paragraph (d)(2) of Rule 15¢2-12. The letter provides that
Texas school districts which offer municipal securities that are guaranteed under the Guarantee Program may
undertake to comply with the provisions of paragraph (d)(2) of Rule 15¢2-12 if their offerings otherwise qualify for
such exemption, notwithstanding the guarantee of the school district securities under the Guarantee Program. Among
other requirements established by Rule 15¢2-12, a school district offering may qualify for the small issuer exemption
if, upon issuance of the proposed series of securities, the school district will have no more than $10 million of
outstanding municipal securities.

CONTINUING DISCLOSURE AGREEMENT
General

The Borrower will enter into and deliver a Continuing Disclosure Agreement with respect to the Bonds (the
“Continuing Disclosure Agreement”). The Continuing Disclosure Agreement is made for the benefit of the registered
and Beneficial Owners of the Bonds and in order to assist the Underwriters in complying with their obligations
pursuant to Rule 15¢2-12 adopted by the Securities and Exchange Commission under the Securities Exchange Act of
1934, as amended (the “Rule”). See “APPENDIX E — FORM OF CONTINUING DISCLOSURE
AGREEMENT.”

Compliance with Prior Undertakings

The Borrower failed to comply with its previously provided continuing disclosure agreements over the past
five years as a result of failing to file certain of its annual and quarterly financial and operating information disclosures
and by failing to file such information on a timely basis. In order to limit the possibility of future failures, the Borrower
entered into a Continuing Disclosure Agreement in 2012, pursuant to which the dissemination agent agreed to remind
the Borrower of its obligation under the 2012 Continuing Disclosure Agreement to file within 30 days of each required
annual and interim filing and to review the proposed filings to confirm that the requisite information was included.
The Borrower subsequently failed to file (i) certain quarterly reports regarding enrollment and attendance data because
the Borrower believed such reports were superseded by its filing of annual attendance data, (ii) a quarterly financial
statement from May 31, 2010, which the Borrower inadvertently failed to file, and (iii) the calculation of the
Borrower’s debt service coverage ratio for the fiscal years ending August 31, 2012 and June 30, 2013, which coverage
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ratios were provided to the dissemination agent on a timely basis, but not posted with EMMA. On April 15, 2014, the
Borrower made supplemental filings giving notice of its failures to file and filing the remaining filings it had not
previously filed, including a notice of its failure to file. The Borrower has also signed up for the automatic notification
feature with EMMA in order to have an additional reminder to make its required filings.

Permanent School Fund

See “THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM” for a description of the
continuing disclosure undertaking to provide certain updated financial information and operating data annually with
respect to the Permanent School Fund and the State of Texas as the case may be, and to provide timely notice of
certain specified events related to the guarantee to the Municipal Securities Rulemaking Board.

FINANCIAL STATEMENTS

The annual financial reports of the Borrower, as of June 30, 2013, August 31, 2012 and August 31, 2011
included in this Official Statement in “APPENDIX C — FINANCIAL STATEMENTS,” have been audited by
Gomez & Company, Houston, Texas (“Gomez & Company”), to the extent and for the periods indicated in their report
thereon. Such financial statements have been included in reliance upon the report of Gomez & Company. The
Borrower is not aware of any facts that would make such financial statements misleading.

RATINGS

Standard & Poor’s Ratings Services, a Standard & Poor’s Financial Services LLC business (“S&P”’) has
assigned the rating of “AAA” to the Bonds based on the Permanent School Fund Guarantee. S&P generally rates all
bond issues guaranteed by the Permanent School Fund of the State of Texas “AAA.” Such rating reflects only the
views of S&P and any desired explanation of the significance of such rating should be obtained from S&P at 55 Water
Street, New York, New York 10041. The underlying unenhanced rating of the Bonds is “BBB.” Generally, rating
agencies base their ratings on the information and materials furnished to them and on investigations, studies and
assumptions of their own. There is no assurance that any such rating will continue for any given period of time or
that such rating will not be revised downward or withdrawn entirely by the rating agency, if, in the judgment of such
agency, circumstances so warrant. Any such downward revision or withdrawal may have an adverse effect on the
market price of the Bonds.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

As a condition to the delivery of the Bonds, Grant Thornton LLP, a firm of independent accountants, will
deliver its report indicating that it has examined, in accordance with the standards established by the American Institute
of Certified Public Accountants, certain information and assertions provided by the Authority and verified the
mathematical accuracy of (a) the mathematical computations of the adequacy of the maturing principal of and interest
on the government obligations to pay, when due, the principal of, redemption premium, if any, and interest on the
portion of the Refunded Bonds to the maturity dates and redemption dates, and (b) the mathematical computations of
the yield on the Bonds used by Bond Counsel to support its conclusion that interest on such Bonds will be excluded
from gross income for federal income tax purposes.

FINANCIAL ADVISOR

Wells Nelson and Associates LLC (“Wells Nelson™) is employed as Financial Advisor to the Borrower in
connection with the issuance of the Bonds. The Financial Advisor’s fee for services rendered with respect to the sale
of the Bonds is contingent upon the issuance and delivery of the Bonds. Wells Nelson, in its capacity as Financial
Advisor, has not verified and does not assume any responsibility for the information, covenants and representations
contained in any of the legal documents with respect to the federal income tax status of the Bonds, or the possible
impact of any present, pending or future actions taken by any legislative or judicial bodies.

The Financial Advisor to the Borrower has provided the following sentence for inclusion in this Official
Statement. The Financial Advisor has reviewed the information in this Official Statement in accordance with, and as
part of their respective responsibilities to the Borrower and, as applicable, to investors under the federal securities
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laws as applied to the facts and circumstances of this transaction, but the Financial Advisor does not guarantee the
accuracy or completeness of such information.

MISCELLANEOUS
Underwriting

Subject to the terms and conditions of a bond purchase agreement (the “Bond Purchase Agreement”) entered
into by and among the Issuer, the Borrower and Raymond James and Associates, Inc. (“Raymond James”), or its
successor in interest, as representative of the underwriters named therein (the “Underwriters”), the Bonds are being
sold by the Issuer to the Underwriters at an underwriting discount of $812,440. Expenses associated with the issuance
of the Bonds are being paid from proceeds of the Bonds. The right of the Underwriters to receive compensation in
connection with the Bonds is contingent upon the actual sale and delivery of the Bonds. The Underwriters have
initially offered the Bonds to the public at the prices set forth on the inside front cover page of this Official Statement.
Such prices may subsequently change without any requirement of prior notice. The Underwriters reserve the right to
join with dealers and other investment banking firms in offering the Bonds to the public. Raymond James will receive
additional compensation for serving as the bidding agent for the governmental securities being acquired for deposit
into the Escrow Funds for the Refunded Bonds.

Additional Information

The summaries of or references to constitutional provisions, statutes, regulations, resolutions, agreements,
contracts, financial statements, reports, publications and other documents or compilations of data or information set
forth in this Official Statement do not purport to be complete statements of the provisions of the items summarized or
referred to and are qualified in their entirety by the actual provisions of such items, copies of which are either publicly
available or available upon request and the payment of a reasonable copying, mailing and handling charge from the
Underwriters, 4400 Post Oak Parkway, Suite 2670, Houston, Texas 77027.

[Remainder of Page Intentionally Left Blank]

56



Certification

The preparation of this Official Statement and its distribution have been authorized by the Borrower and the
Issuer. This Official Statement is not to be construed as an agreement or contract between the Borrower or the Issuer
and any purchaser, owner or holder of any of the Bonds.

HARMONY PUBLIC SCHOOLS

By: /s/ Dr. Oner U. Celepcikay
President
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TEXAS PUBLIC FINANCE AUTHORITY CHARTER SCHOOL FINANCE CORPORATION

SCHEDULE I

SCHEDULE OF REFUNDED BONDS

EDUCATION REVENUE BONDS, SERIES 2007A

. Interest Outstanding . .

Maturity Date Rate Par Amount Redemption Date Price CUSIP
February 15, 2018 5.000% $2,635,000 February 15, 2015 100% 88276PAX4
February 15, 2037 5.375% $24,065,000 February 15, 2015 100% 88276PAY2

LA VERNIA HIGHER EDUCATION FINANCE CORPORATION
EDUCATION REVENUE BONDS, SERIES 2008A
. Interest Outstanding . .

Maturity Date Rate Par Amount Redemption Date Price CUSIP
February 15, 2017 6.250% $1,550,000 February 15, 2017 100% 505237AQ0
February 15, 2038 7.125% $27,640,000 February 15, 2017 100% 505237AR8
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APPENDIX A

SUMMARY OF CERTAIN PROVISIONS OF TEXAS CHARTER SCHOOL LAW



SUMMARY OF CERTAIN PROVISIONS OF TEXAS CHARTER SCHOOL LAW

This Appendix summarizes certain provisions of Texas charter school law. This Appendix provides a
summary only and is for informational purposes only. Potential investors should refer to and independently evaluate
applicable provisions of the charter school law in its entirety, with assistance from counsel as necessary, for a
complete understanding of its terms. During the 83" Legislature of the State of Texas, changes to the laws affecting
charter schools were made, many of which went into effect on September 1, 2013 (the “Current Law’). This
Appendix summarizes certain provisions of the resulting changes found in the Current Law. The Current Law
provides that, in certain situations, the law as it existed prior to Current Law (the “Prior Law”) will apply.
However, to avoid additional levels of complexity and detail which would be required to summarize both the Prior
Law and Current Laws adequately, we do not provide a summary of the Prior Law below. Further, potential
investors should note that the provisions summarized below are subject to change, and this summary only pertains to
certain aspects of currently existing law. See “RISK FACTORS — Future Changes to Charter School Laws.”
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GENERAL
BACKGROUND
Purposes of Chapter (Texas Education Code §§ 12.001, 12.0011)

In 1995, the Texas legislature adopted Chapter 12 of the Texas Education Code, which provides for the
creation and development of public charter schools to be operated within the State of Texas. The stated purposes of
authorizing charter schools are to improve student learning, increase the choice of learning opportunities within the
public school system, create professional opportunities that will attract new teachers to the public school system,
establish a new form of accountability for public schools, and encourage different and innovative learning methods.
As an alternative to operating in the manner generally provided in the Texas Education Code, the Texas legislature
authorized independent school districts, school campuses, and educational programs to choose to operate under a
charter in accordance with Chapter 12 of the Texas Education Code.

Classes of Charter; Authorization (Texas Education Code §§ 12.002, 12.152)

Three classes of charters are provided for under the Texas Education Code: (i) home-rule school district
charters, (ii) campus or campus programs charters, and (iii) open-enrollment charters. In addition, the legislature
has authorized granting a charter on the application of a public senior college or university or a public junior college
for an open-enrollment charter school to operate on the campus of the public senior college or university or public
junior college or in the same county in which the campus of the public senior college or university or public junior
college is located. Each of these types of charters is governed under a different subchapter of Chapter 12 of the
Texas Education Code.

The remaining sections that follow provide additional information applicable to open-enrollment charter
schools, such as the Borrower, and with respect to the Foundation School Program, which is the funding scheme for
charter schools.

Charter Applicants (Texas Education Code § 12.101)

The Commissioner may grant a charter for an open-enrollment charter school on the application of:
(i) certain institutions of higher education (including private or independent institutions of higher education);
(i1) organizations that are tax-exempt under Section 501(c)(3) of the Internal Revenue Code of 1986, as amended,
and (iii) governmental entities. Such a charter for an open-enrollment charter school may only be granted by the
Commissioner to an applicant that meets the financial, governing, educational, and operational standards adopted by
the Commissioner under the Open-Enrollment Charter School subchapter of the Texas Education Code. The
Commissioner must determine that the applicant is capable of carrying out the responsibilities provided by the
charter and likely to operate a school of high quality, and:

(1) has not within the preceding 10 years had a charter under Chapter 12 of the Texas Education Code
or a similar charter issued under the laws of another state surrendered under a settlement
agreement, revoked, denied renewal, or returned; or

(i) is not, under rules adopted by the Commissioner, considered to be a corporate affiliate of or
substantially related to an entity that has within the preceding 10 years had a charter under
Chapter 12 of the Texas Education Code or a similar charter issued under the laws of another state
surrendered under a settlement agreement, revoked, denied renewal, or returned.

The Commissioner shall notify the State Board of Education of each charter the Commissioner proposes to
grant under Subchapter D of the Texas Education Code. Unless, before the 90th day after the date on which the
board receives the notice from the Commissioner, a majority of the members of the board present and voting vote
against the grant of that charter, the Commissioner’s proposal to grant the charter takes effect. The board may not
deliberate or vote on any grant of a charter that is not proposed by the Commissioner.



The Commissioner may not grant a total of more than:

e 215 charters for an open-enrollment charter school through the fiscal year ending
August 31, 2014;

e 225 charters beginning September 1, 2014;
e 240 charters beginning September 1, 2015;
e 255 charters beginning September 1, 2016;
e 270 charters beginning September 1, 2017; and
e 285 charters beginning September 1, 2018.

Beginning September 1, 2019, the total number of charters for open-enrollment charter schools that may
be granted is 305 charters.

The Commissioner may not grant more than one charter for an open-enrollment charter school to any
charter holder. The Commissioner may consolidate charters for an open-enrollment charter school held by multiple
charter holders into a single charter held by a single charter holder with the written consent to the terms of
consolidation by or at the request of each charter holder affected by the consolidation.

Notwithstanding Texas Education Code Section 12.114, approval of the Commissioner under that section is
not required for establishment of a new open-enrollment charter school campus if the requirements set forth below,
including the absence of Commissioner disapproval under Subdivision (iii), are satisfied. A charter holder having
an accreditation status of accredited and at least 50 percent of its student population in grades assessed under
Subchapter B, Chapter 39 of the Texas Education Code, or at least 50 percent of the students in the grades assessed
having been enrolled in the school for at least three school years may establish one or more new campuses under an
existing charter held by the charter holder if:

1) the charter holder is currently evaluated under the standard accountability procedures for
evaluation under Chapter 39 of the Texas Education Code and received a district rating in the
highest or second highest performance rating category under Subchapter C, Chapter 39 of the
Texas Education Code, for three of the last five years with at least 75 percent of the campuses
rated under the charter also receiving a rating in the highest or second highest performance rating
category and with no campus with a rating in the lowest performance rating category in the most
recent ratings;

(i1) the charter holder provides written notice to the Commissioner of the establishment of any campus
hereunder in the time, manner, and form provided by rule of the Commissioner; and

(iii) not later than the 60th day after the date the charter holder provides written notice under
Subdivision (ii) above, the Commissioner does not provide written notice to the charter holder of
disapproval of a new campus.

The initial term of a charter granted under Section 12.101 of the Texas Education Code is five years. The
Commissioner shall adopt rules to modify criteria for granting a charter for an open-enrollment charter school as
described herein to the extent necessary to address changes in performance rating categories or in the financial
accountability system under Chapter 39 of the Texas Education Code.

A charter granted as described herein for a dropout recovery school is not considered for purposes of the
limit on the number of charters for open-enrollment charter schools imposed herein. For purposes of this subsection,
an open-enrollment charter school is considered to be a dropout recovery school if the school meets the criteria for
designation as a dropout recovery school under Section 12.1141(c) of the Texas Education Code. In adopting any
financial standards under Subchapter D of the Texas Education Code that an applicant for a charter for an open
enrollment charter school must meet, the Commissioner shall not:

(i) exclude any loan or line of credit in determining an applicant’s available funding; or
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(ii) exclude an applicant from the grant of a charter solely because the applicant fails to demonstrate
having a certain amount of current assets in cash.

Charter Authorization for High-Performing Entities (Texas Education Code § 12.1011)

Notwithstanding Texas Education Code Section 12.101(b), the Commissioner may grant a charter for an
open-enrollment charter school to an applicant that is:

(1) an eligible entity under Section 12.101(a)(3) of the Texas Education Code that proposes to operate
the charter school program of a charter operator that operates one or more charter schools in
another state and with which the eligible entity is affiliated and, as determined by the
Commissioner in accordance with Commissioner rule, has performed at a level of performance
comparable to performance under the highest or second highest performance rating category under
Subchapter C, Chapter 39 of the Texas Education Code; or

(i1) an entity that has operated one or more charter schools established under Subchapters C, D or E of
the Texas Education Code and, as determined by the Commissioner in accordance with
Commissioner rule, has performed in the highest or second highest performance rating category
under Subchapter C, Chapter 39 of the Texas Education Code.

A charter holder granted a charter for an open-enrollment charter school under Subdivision (i) above may
vest management of corporate affairs in a member entity provided that the member entity may change the members
of the governing body of the charter holder before the expiration of a member’s term only with the express written
approval of the Commissioner. The initial term of a charter granted under Section 12.1011 of the Texas Education
Code is five years.

Charter Authorizer Accountability (Texas Education Code § 12.1013)

The Commissioner shall select a center for education research authorized by Texas Education Code
Section 1.005 to prepare an annual report concerning the performance of open-enrollment charter schools by
authorizer compared to campus charters and matched traditional campuses, which shall be provided annually under
Subchapters J and K of Chapter 39 of the Texas Education Code.

The format of the report must enable the public to distinguish and compare the performance of each type of
public school by classifying the schools as follows: (i) open-enrollment charters granted by the State Board of
Education; (ii) open-enrollment charters granted by the Commissioner; (iii) charters granted by school districts; and
(iv) matched traditional campuses.

The report must include the performance of each public school in each class described in the preceding
paragraph as measured by the student achievement indicators adopted under Section 39.053 of the Texas Education
Code and student attrition rates. The report must also: (i) aggregate and compare the performance of open-
enrollment charter schools granted charters by the State Board of Education, open-enrollment charter schools
granted charters by the Commissioner, campuses and programs granted charters by school districts, and matched
traditional campuses; and (ii) rate the aggregate performance of elementary, middle or junior high, and high schools
within each class described in the preceding paragraph as indicated by the composite rating that would be assigned
to the class of elementary, middle or junior high, and high schools if the students attending all schools in that class
were cumulatively enrolled in one elementary, middle or junior high, or high school.

The report must also include an analysis of whether the performance of matched traditional campuses
would likely improve if there were consolidation of school districts within the county in which the campuses are
located. Such analysis is only applicable to a county that includes at least seven school districts and at least 10
open-enrollment charter schools.
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Charter Authorization for Schools Primarily Serving Students with Disabilities (Texas Education
Code § 12.1014)

The Commissioner may grant under Texas Education Code Section 12.101 a charter on the application of
an eligible entity for an open-enrollment charter school intended primarily to serve students eligible to receive
services under Subchapter A, Chapter 29 of the Texas Education Code.

The limit on the number of charters for open-enrollment charter schools imposed by Section 12.101 of the
Texas Education Code does not apply to a charter granted under this section to a school at which at least 50 percent
of the students are eligible to receive services under Subchapter A, Chapter 29 of the Texas Education Code. Not
more than five charters may be granted for such schools. For purposes of the applicability of state and federal law,
including a law prescribing requirements concerning students with disabilities, an open-enrollment charter school
intended primarily to serve students eligible to receive services under Subchapter A, Chapter 29 of the Texas
Education Code, is considered the same as any other school for which a charter is granted under Section 12.101 of
the Texas Education Code.

To the fullest extent permitted under federal law, a parent of a student with a disability may choose to
enroll the parent’s child in an open-enrollment charter school described by Subchapter A, Chapter 29 of the Texas
Education Code regardless of whether a disproportionate number of the school’s students are students with
disabilities.

An open-enrollment charter school is not authorized to discriminate in admissions or in the services
provided based on the presence, absence, or nature of an applicant’s or student’s disability. The Commissioner and
the State Board for Educator Certification are required to adopt rules as necessary to administer this section.

Authority Under Charter (Texas Education Code § 12.102)

An open-enrollment charter school: (i) provides instruction to students at one or more elementary or
secondary grade levels as provided by the charter; (ii) is governed under the governing structure described by the
charter; (iii) retains authority to operate under the charter (contingent on the status of the charter as determined
under Sections 12.1141, and 12.115 of the Texas Education Code and Subchapter E, Chapter 39 of the Texas
Education Code); and (iv) does not have authority to impose taxes.

General Applicability of Laws (Texas Education Code § 12.103)

An open-enrollment charter school is generally subject to federal and state laws and rules governing public
schools and to municipal zoning ordinances governing public schools. However, an open-enrollment charter school
is only subject to the Texas Education Code and rules adopted thereunder to the extent specifically provided for in
the Texas Education Code or rules adopted thereunder. In addition, a campus of an open-enrollment charter school
located in whole or in part in a municipality with a population of 20,000 or less is not subject to municipal zoning
ordinances governing public schools.

Applicability of Title (Texas Education Code § 12.104)

An open-enrollment charter school has the powers generally granted to schools under the Public Education
Title of the Texas Education Code. An open-enrollment charter school is subject to provisions of the Public
Education Title of the Texas Education Code establishing a criminal offense and prohibitions, restrictions, or
requirements, as applicable, imposed by the Public Education Title of the Texas Education Code or a rule adopted
under the Public Education Title of the Texas Education Code, including those relating to: the Public Education
Information Management System (“PEIMS”); criminal history records; reading instruments and accelerated reading
instruction programs; accelerated instruction; high school graduation requirements; special education programs;
bilingual education; prekindergarten programs; extracurricular activities; discipline management practices or
behavior management techniques; health and safety; public school accountability; requirements to report an
educator's misconduct; and intensive programs of instruction. During the first three years an open-enrollment
charter school is in operation, the agency shall assist the school as necessary in complying with PEIMS
requirements.



An open-enrollment charter school is entitled to the same level of services provided to school districts by
regional education service centers. The Commissioner has adopted rules that provide for the representation of open-
enrollment charter schools on the boards of directors of regional education service centers, and may by rule permit
an open-enrollment charter school to voluntarily participate in any state program available to school districts,
including a purchasing program, if the school complies with all terms of the program.

Status (Texas Education Code § 12.105)
Open-enrollment charter schools are part of the Texas public school system.
Open Meetings (Texas Education Code § 12.1051)

The governing body of a charter holder and the governing body of an open-enrollment charter school are
considered to be governmental bodies for some purposes of Texas law. With respect to the Open Meetings and
Public Information Chapters of the Texas Government Code, or another law that concerns open meetings or the
availability of information, that apply to a school district, the board of trustees of a school district, or public school
students also apply to an open-enrollment charter school, the governing body of a charter holder, the governing body
of an open-enrollment charter school, or students attending an open-enrollment charter school.

Local Government Records (Texas Education Code § 12.1052)

With respect to operations, an open-enrollment charter school is considered to be a local government for
purposes of the Records Provisions Applying to More Than One Type of Local Government provisions of the Texas
Local Government Code and the Preservation and Management of Local Government Records provisions of the
Texas Government Code. Records of an open-enrollment charter school and records of a charter holder that relate to
an open-enrollment charter school are government records for all purposes under Texas State law. Any requirement
in either the Records Provisions Applying to More Than One Type of Local Government provisions of the Texas
Local Government Code or the Preservation and Management of Local Government Records provisions of the
Texas Government Code that applies to a school district, the board of trustees of a school district, or an officer or
employee of a school district applies to an open-enrollment charter school, the governing body of a charter holder,
the governing body of an open-enrollment charter school, or an officer or employee of an open-enrollment charter
school. The records of an open-enrollment charter school that ceases to operate are required to be transferred in the
manner specified by the Commissioner to a custodian designated by the Commissioner. The Commissioner may
designate any appropriate entity to serve as custodian, including the Texas Education Agency, a regional education
service center, or a school district. In designating a custodian, the Commissioner shall ensure that the transferred
records, including student and personnel records, are transferred to a custodian capable of maintaining the records,
making the records readily accessible to students, parents, former school employees, and other persons entitled to
access, and complying with applicable state or federal law restricting access to the records.

Public Purchasing and Contracting (Texas Education Code § 12.1053)

Unless an open-enrollment charter school's charter otherwise describes procedures for purchasing and
contracting and those procedures are approved by the Commissioner, an open-enrollment charter school is treated as
a governmental entity for purposes of the Real Property Held in Trust provisions of the Texas Government Code and
for purposes of the Competitive Bidding on Certain Public Works Contracts provisions of the Texas Government
Code, a political subdivision for purposes of the Professional Services provisions of the Texas Government Code,
and a local government for purposes of the Authorized Investments provisions of the Texas Public Funds Investment
Act. Requirements in a law previously mentioned in this paragraph that apply to a school district or the board of
trustees of a school district generally apply to an open-enrollment charter school, the governing body of a charter
holder, or the governing body of an open-enrollment charter school.

Conflicts of Interest (Texas Education Code § 12.1054)

An open-enrollment charter school is generally subject to conflict-of-interest laws. A member of the
governing body of a charter holder, a member of the governing body of an open-enrollment charter school, or an
officer of an open-enrollment charter school is considered to be a local public official for purposes of the Regulation
of Conflicts of Interest of Officers of Municipalities, Counties, and Certain Other Local Government provisions of
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the Texas Local Government Code, and is thereby subject to various restrictions under the Texas Local Government
Code.

Immunity from Liability (Texas Education Code § 12.1056)

In matters related to operation of an open-enrollment charter school, an open-enrollment charter school is
immune from liability to the same extent as a school district, and its employees and volunteers are immune from
liability to the same extent as school district employees and volunteers. A member of the governing body of an
open-enrollment charter school or of a charter holder is immune from liability to the same extent as a school district
trustee.

Membership in Teacher Retirement System (Texas Education Code § 12.1057)

An employee of an open-enrollment charter school who qualifies for membership in the Teacher
Retirement System of Texas is covered under the system to the same extent a qualified employee of a school district
is covered. For each employee of the school covered under the system, the school is responsible for making any
contribution that otherwise would be the legal responsibility of the school district, and the state is responsible for
making contributions to the same extent it would be legally responsible if the employee were a school district
employee.

Tuition and Fees Restricted (Texas Education Code § 12.108)

An open-enrollment charter school may not charge tuition to an eligible student who applies under the
admission procedures. The governing body of an open-enrollment charter school may require a student to pay
certain fees that the board of trustees of a school district may charge, and may not require a student to pay certain
fees that the board of trustees of a school district may not charge.

Transportation (Texas Education Code § 12.109)

Open-enrollment charter schools are required to provide transportation to each student attending the school
to the same extent a school district is required by law to provide transportation to district students.

CHARTER APPLICATION, CONTENT AND FORM
Application (Texas Education Code § 12.110)

The Commissioner is required under the Texas Education Code to adopt an application form and a
procedure that must be used to apply for a charter for an open-enrollment charter school and criteria to use in
selecting a program for which to grant a charter. As part of the application procedure, the Commissioner may
require a petition supporting a charter for a school signed by a specified number of parents or guardians of school-
age children residing in the area in which a school is proposed or may hold a public hearing to determine parental
support for the school. The Commissioner shall approve or deny an application based on: (i) documented evidence
collected through the application review process; (ii) merit; and (iii) other criteria as adopted by the Commissioner,
which must include: (a) criteria relating to the capability of the applicant to carry out the responsibilities provided by
the charter and the likelihood that the applicant will operate a school of high quality; (b) criteria relating to
improving student performance and encouraging innovative programs; and (c) a statement from any school district
whose enrollment is likely to be affected by the open-enrollment charter school, including information relating to
any financial difficulty that a loss in enrollment may have on the district.

The Commissioner shall give priority to applications that propose an open-enrollment charter school
campus to be located in the attendance zone of a school district campus assigned an unacceptable performance rating
under Section 39.054 of the Texas Education Code for the two preceding school years.
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Charter Content (Texas Education Code § 12.111)

Each open-enrollment charter must:

(1)

(i)

(iii)

(iv)

™)

(vi)
(vii)

(viii)

(ix)

(x)

(xi)

(xii)
(xiii)

(xiv)

describe the educational program to be offered, which must include the required
curriculum;

provide that continuation of the charter is contingent on the status of the charter as
determined under Section 12.1141 or 12.115 of the Texas Education Code or under
Subchapter E, Chapter 39 of the Texas Education Code;

specify the academic, operational, and financial performance expectations by which a
school operating under the charter will be evaluated, which must include applicable
elements of the performance frameworks adopted under Section 12.1181 of the Texas
Education Code;

specify any basis, in addition to a basis specified in Subchapter D of Chapter 12 of the
Texas Education Code, or Subchapter E, Chapter 39 of the Texas Education Code, on
which the charter may be revoked, renewal of the charter may be denied, or the charter
may be allowed to expire; and the standards for evaluation of a school operating under
the charter for purposes of charter renewal, denial of renewal, expiration, revocation, or
other intervention in accordance with Section 12.1141 or 12.115 of the Texas Education
Code or Subchapter E, Chapter 39 of the Texas Education Code, as applicable;

prohibit discrimination in admission policy on the basis of sex, national origin, ethnicity,
religion, disability, academic, artistic, or athletic ability, or the district the child would
otherwise attend in accordance with the Texas Education Code (nevertheless, the charter
may provide for: (a) the exclusion of a student who has a documented history of a
criminal offense, a juvenile court adjudication, or certain discipline problems, and (b) an
admission policy that requires a student to demonstrate artistic ability if the school
specializes in performing arts);

specify the grade levels to be offered;

describe the governing structure of the program (including the officer positions
designated, the manner in which members of the governing body of the school are
selected and removed from office, the manner in which vacancies on the governing body
are filled, the term for which members of that governing body serve, and whether the
terms are to be staggered);

specify the powers or duties of the governing body of the school that the governing body
may delegate to an officer;

specify the manner in which the school will distribute to parents information related to
the qualifications of each professional employee of the program;

describe the process by which the person providing the program will adopt an annual
budget;

describe the manner in which an annual audit of the financial and programmatic
operations of the program is to be conducted;

describe the facilities to be used;
describe the geographical area served by the program;

specify any type of enrollment criteria to be used;
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(xv) provide information, as determined by the Commissioner, relating to any management
company that will provide management services to a school operating under the charter;
and

(xvi)  specify that the governing body of an open-enrollment charter school accepts and may
not delegate ultimate responsibility for the school, including the school’s academic
performance and financial and operational viability, and is responsible for overseeing any
management company providing management services for the school and for holding the
management company accountable for the school’s performance.

A charter holder of an open-enrollment charter school is required to consider including in the school's
charter a requirement that the school develop and administer personal graduation plans.

CHARTER REVISION, REVOCATION, NON-RENEWAL AND MODIFICATION OF GOVERNANCE
General (Texas Education Code §§§ 12.114, 12.1141 and 12.115)

The charter of an open-enrollment charter school may be revised only with the approval of the
Commissioner, and an open-enrollment charter school may request approval to revise the maximum student
enrollment described by the school's charter not more than once each year. Not later than the 60th day after the date
that a charter holder submits to the Commissioner a completed request for approval for an expansion amendment, as
defined by Commissioner rule, including a new school amendment, the Commissioner shall provide to the charter
holder written notice of approval or disapproval of the amendment.

The Commissioner shall develop and by rule adopt a procedure for renewal, denial of renewal, or
expiration of a charter for an open-enrollment charter school at the end of the term of the charter. The procedure
must include consideration of the performance under Chapter 39 of the Texas Education Code of the charter holder
and each campus operating under the charter and must include three distinct processes, which must be expedited
renewal, discretionary consideration of renewal or denial of renewal, and expiration. To renew a charter at the end
of the term, the charter holder must submit a petition for renewal to the Commissioner in the time and manner
established by Commissioner rule.

At the end of the term of a charter for an open-enrollment charter school, if a charter holder submits to the
Commissioner a petition for expedited renewal of the charter, the charter automatically renews unless, not later than
the 30th day after the date the charter holder submits the petition, the Commissioner provides written notice to the
charter holder that expedited renewal of the charter is denied. The Commissioner may not deny expedited renewal of
a charter if:

6] the charter holder has been assigned the highest or second highest performance rating under
Subchapter C, Chapter 39 of the Texas Education Code, for the three preceding school years;

(i1) the charter holder has been assigned a financial performance accountability rating under
Subchapter D, Chapter 39 of the Texas Education Code, indicating financial performance that is
satisfactory or better for the three preceding school years; and

(iii) no campus operating under the charter has been assigned the lowest performance rating under
Subchapter C, Chapter 39 of the Texas Education Code, for the three preceding school years or
such a campus has been closed.

At the end of the term of a charter for an open-enrollment charter school, if a charter holder submits to the
Commissioner a petition for renewal of the charter and the charter does not meet the criteria for expedited renewal
or for expiration as described above and below, the Commissioner shall use the discretionary consideration process.
The Commissioner’s decision under the discretionary consideration process must take into consideration the results
of annual evaluations under the performance frameworks established under Section 12.1181 of the Texas Education
Code. The renewal of the charter of an open-enrollment charter school that is registered under the agency’s
alternative education accountability procedures for evaluation under Chapter 39 of the Texas Education Code shall
be considered under the discretionary consideration process regardless of the performance ratings under
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Subchapter C, Chapter 39 of the Texas Education Code, of the open-enrollment charter school or of any campus
operating under the charter, except that if the charter holder has been assigned a financial accountability
performance rating under Subchapter D, Chapter 39 of the Texas Education Code, indicating financial performance
that is lower than satisfactory for any three of the five preceding school years, the Commissioner shall allow the
charter to expire under Section 12.1141(d) of the Texas Education Code. In considering the renewal of the charter
of an open-enrollment charter school that is registered under the agency’s alternative education accountability
procedures for evaluation under Chapter 39 of the Texas Education Code, such as a dropout recovery school or a
school providing education within a residential treatment facility, the Commissioner shall use academic criteria
established by Commissioner rule that are appropriate to measure the specific goals of the school. The criteria
established by the Commissioner shall recognize growth in student achievement as well as educational attainment.
For purposes of Section 12.1141(c) of the Texas Education Code, the Commissioner shall designate as a dropout
recovery school an open-enrollment charter school or a campus of an open-enrollment charter school:

(1) that serves students in grades 9 through 12 and has an enrollment of which at least 50 percent of
the students are 17 years of age or older as of September 1 of the school year as reported for the
fall semester Public Education Information Management System (PEIMS) submission; and

(i1) that meets the eligibility requirements for and is registered under alternative education
accountability procedures adopted by the Commissioner.

At the end of the term of a charter for an open-enrollment charter school, if a charter holder submits to the
Commissioner a petition for renewal of the charter, the Commissioner may not renew the charter and shall allow the
charter to expire if:

(1) the charter holder has been assigned the lowest performance rating under Subchapter C,
Chapter 39 of the Texas Education Code, for any three of the five preceding school years;

(i1) the charter holder has been assigned a financial accountability performance rating under
Subchapter D, Chapter 39 of the Texas Education Code, indicating financial performance that is
lower than satisfactory for any three of the five preceding school years;

(ii1) the charter holder has been assigned any combination of the ratings described by Subdivision (i)
or (ii) in this paragraph for any three of the five preceding school years; or

(iv) any campus operating under the charter has been assigned the lowest performance rating under
Subchapter C, Chapter 39 of the Texas Education Code, for the three preceding school years and
such a campus has not been closed.

Notwithstanding any other law, a determination by the Commissioner under Section 12.1141(d) of the
Texas Education Code is final and may not be appealed.

Not later than the 90th day after the date on which a charter holder submits a petition for renewal of a
charter for an open-enrollment charter school at the end of the term of the charter, the Commissioner shall provide
written notice to the charter holder, in accordance with Commissioner rule, of the basis on which the charter
qualified for expedited renewal, discretionary consideration, or expiration, and of the Commissioner’s decision
regarding whether to renew the charter, deny renewal of the charter, or allow the charter to expire.

Notwithstanding any other law, and except for a final, non-appealable determination by the Commissioner
under Section 12.1141(d) of the Texas Education Code, a decision by the Commissioner to deny renewal of a
charter for an open-enrollment charter school is subject to review by the State Office of Administrative Hearings.
Notwithstanding Chapter 2001, Government Code:

)] the administrative law judge shall uphold a decision by the Commissioner to deny renewal of a
charter for an open-enrollment charter school unless the judge finds the decision is arbitrary and
capricious or clearly erroneous; and
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(i) a decision of the administrative law judge under Section 12.1141(g)(2) of the Texas Education
Code is final and may not be appealed.

If a charter holder submits a petition for renewal of a charter for an open-enrollment charter school,
notwithstanding the expiration date of the charter, the charter term is extended until the Commissioner has provided
notice to the charter holder of the renewal, denial of renewal, or expiration of the charter.

The term of a charter renewed under Section 12.1141 of the Texas Education Code is 10 years for each
renewal.

The Commissioner shall adopt rules to modify criteria for renewal, denial of renewal, or expiration of a
charter for an open-enrollment charter school under this section to the extent necessary to address changes in
performance rating categories or in the financial accountability system under Chapter 39 of the Texas Education
Code.

For purposes of determination of renewal under Section 12.1141 of the Texas Education Code,
Subsections (b)(1) or (3) or (d)(1) or (4), performance during the 2011-2012 school year may not be considered. For
purposes of determination of renewal under Section 12.1141 of the Texas Education Code, Subsections (b)(1) or (3)
or (d)(1) or (4), the initial three school years for which performance ratings under Subchapter C, Chapter 39 of the
Texas Education Code, shall be considered are the 2009-2010, 2010-2011, and 2012-2013 school years. For
purposes of determination of renewal under Section 12.1141 of the Texas Education Code, Subsections (b)(2) or
(d)(2), the earliest school year for which financial accountability performance ratings under Subchapter D,
Chapter 39 of the Texas Education Code, may be considered is the 2010-2011 school year. The renewal
qualifications in this paragraph, described in Section 12.1141(k) of the Texas Education Code, expire
September 1, 2016.

The Commissioner shall revoke the charter of, or modify the governance of the holder of a charter, of an
open-enrollment charter school, or reconstitute the governing body of the charter holder, if the Commissioner
determines that the charter holder:

(1) committed a material violation of the charter, including failure to satisfy accountability provisions
prescribed by the charter;

(i1) failed to satisfy generally accepted accounting standards of fiscal management;

(iii) failed to protect the health, safety, or welfare of the students enrolled at the school;

(iv) failed to comply with any applicable law or rule;

(v) failed to satisfy the performance framework standards adopted under Section 12.1181 of the Texas

Education Code; or

(vi) is imminently insolvent as determined by the Commissioner in accordance with Commissioner
rule.

Any action (described above) that the Commissioner takes must be based on the best interest of the open-
enrollment charter school's students, the severity of the violation, any previous violation the school has committed,
and the accreditation status of the school.

The Commissioner shall revoke the charter of an open-enrollment charter school if:

(1) the charter holder has been assigned an unacceptable performance rating under Subchapter C,
Chapter 39 of the Texas Education Code, for the three preceding school years;

(i1) the charter holder has been assigned a financial accountability performance rating under
Subchapter D, Chapter 39 of the Texas Education Code, indicating financial performance lower
than satisfactory for the three preceding school years; or
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(iii) the charter holder has been assigned any combination of the ratings described by Subdivision (i)
or (ii) of this paragraph for the three preceding school years.

For purposes of revocation under Subdivision (i) in the preceding paragraph, performance during the 2011-
2012 school year may not be considered. For purposes of revocation under Subdivision (i) in the preceding
paragraph, the initial three school years for which performance ratings under Subchapter C, Chapter 39 of the Texas
Education Code, shall be considered are the 2009-2010, 2010-2011, and 2012-2013 school years. For purposes of
revocation under Subdivision (ii) in the preceding paragraph, the initial three school years for which financial
accountability performance ratings under Subchapter D, Chapter 39 of the Texas Education Code, shall be
considered are the 2010-2011, 2011-2012, and 2012-2013 school years. The revocation qualifications in this
paragraph, described in Section 12.115(c-1) of the Texas Education Code, expire September 1, 2016.

In reconstituting the governing body of a charter holder under this section, the Commissioner shall appoint
members to the governing body and shall consider local input from community members and parents; and
appropriate credentials and expertise for membership, including financial expertise, whether the person lives in the
geographic area the charter holder serves, and whether the person is an educator; and may reappoint current
members of the governing body.

If a governing body of a charter holder subject to reconstitution governs enterprises other than the open-
enrollment charter school, the Commissioner may require the charter holder to create a new, single-purpose
organization that is exempt from taxation under Section 501(c)(3), Internal Revenue Code of 1986, to govern the
open-enrollment charter school and may require the charter holder to surrender the charter to the Commissioner for
transfer to the organization created. The Commissioner shall appoint the members of the governing body. The
Commissioner shall adopt rules necessary to administer this section. The Commissioner shall adopt initial rules not
later than September 1, 2014. The authority of the attorney general to take any action authorized by law is not
limited by such requirements.

Related Procedures (Texas Education Code § 12.116)

The Commissioner has an informal procedure in place used for revoking the charter of, or modifying the
governance of an open-enrollment charter school that provides an opportunity for a hearing to the charter holder and
to parents and guardians of students in the school. The hearing must be held at the facility at which the program is
operated. The Administrative Procedures Chapter of the Texas Government Code does not apply to a procedure that
is related to a revocation or modification of governance under the Open-Enrollment Charter School Subchapter of
the Charters Chapter of the Texas Education Code.

A decision by the Commissioner to revoke a charter is subject to review by the State Office of
Administrative Hearings. Subject to Chapter 2001, Government Code, the administrative law judge shall uphold a
decision by the Commissioner to revoke a charter unless the judge finds the decision is arbitrary and capricious or
clearly erroneous; and a decision of the administrative law judge under this subsection is final and may not be
appealed.

If the Commissioner revokes the charter of an open-enrollment charter school, the Commissioner may
manage the school until alternative arrangements are made for the school's students; and assign operation of one or
more campuses formerly operated by the charter holder who held the revoked charter to a different charter holder
who consents to the assignment.

Effect of Revocation, Non-Renewal or Surrender (Texas Education Code § 12.1161)

If the Commissioner revokes or denies the renewal of a charter of an open-enrollment charter school, or an
open-enrollment charter school surrenders its charter, the school may not continue to operate or receive State funds.

Additional Sanctions (Texas Education Code § 12.1162)

The Commissioner may take a variety of actions if an open-enrollment charter school commits a material
violation of the school's charter, fails to satisfy generally accepted accounting standards of fiscal management, or
fails to comply with any applicable law or rule. The Commissioner may: (i) temporarily withhold funding;
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(i1) suspend the authority of an open-enrollment charter school to operate; or (iii) take any other reasonable action
the Commissioner determines necessary to protect the health, safety, or welfare of students enrolled at the school
based on evidence that conditions at the school present a danger to the health, safety, or welfare of the students. If
the Commissioner takes such action, the open-enrollment charter school may not receive funding and may not
resume operating until a determination is made that: (i) despite initial evidence, the conditions at the school do not
present a danger of material harm to the health, safety, or welfare of students, or (ii) the conditions at the school that
presented a danger of material harm to the health, safety, or welfare of students have been corrected.

Not later than the third business day after the date the Commissioner takes action, the Commissioner must
provide the charter holder an opportunity for a hearing, after which the Commissioner must take action under
Section 12.116 of the Texas Education Code or cease any temporary sanctions.

Audit by Commissioner (Texas Education Code § 12.1163)

The Commissioner may audit the records of an open-enrollment charter school, and such audit must be
limited to matters directly related to the management or operation of an open-enrollment charter school, including
any financial and administrative records. Unless the Commissioner has specific cause to conduct an additional
audit, the Commissioner may not conduct more than one on-site audit during any fiscal year, including any financial
and administrative records. For purposes of this provision, an audit of a charter holder or management company
associated with an open-enrollment charter school is not considered an audit of the school.

ADMISSION AND EVALUATION
Admission (Texas Education Code § 12.117)

For admission to an open-enrollment charter school, the governing body of the school shall: (i) require the
applicant to complete and submit an application not later than a reasonable deadline the school establishes; and
(i1) on receipt of more acceptable applications for admission than available positions in the school: (a) fill the
available positions by lottery; or (b) fill the available positions in the order in which applications were received
before the application deadline, subject to the school publishing a notice of the opportunity to apply for admission to
the school, which states the application deadline and is published in a newspaper of general circulation in the
community in which the school is located not later than the seventh day before the application deadline.

Evaluation (Texas Education Code § 12.118)

The Commissioner shall designate an impartial organization with experience in evaluating school choice
programs to conduct an annual evaluation of open-enrollment charter schools. An evaluation must include
consideration of the following items before implementing the charter and after implementing the charter:

(1) students' scores on assessment instruments administered,
(i1) student attendance;

(iii) students' grades;

(iv) incidents involving student discipline;

v) socioeconomic data on students' families;

(vi) parents' satisfaction with their children's schools; and

(vii) students' satisfaction with their schools.

The evaluation of open-enrollment charter schools must also include an evaluation of: the costs of
instruction, administration, and transportation incurred by open-enrollment charter schools; the effect of open-
enrollment charter schools on school districts and on teachers, students, and parents in those districts; and other
issues, as determined by the Commissioner.



Performance Frameworks; Annual Evaluations (Texas Education Code § 12.1181)

The Commissioner shall develop and by rule adopt performance frameworks that establish standards by
which to measure the performance of an open-enrollment charter school. The Commissioner shall develop and by
rule adopt separate, specific performance frameworks by which to measure the performance of an open-enrollment
charter school that is registered under the agency’s alternative education accountability procedures for evaluation
under Chapter 39 of the Texas Education Code. The performance frameworks shall be based on national best
practices that charter school authorizers use in developing and applying standards for charter school performance. In
developing the performance frameworks, the Commissioner shall solicit advice from charter holders, the members
of the governing bodies of open-enrollment charter schools, and other interested persons.

The performance frameworks may include a variety of standards. In evaluating an open-enrollment charter
school, the Commissioner shall measure school performance against an established set of quality standards
developed and adopted by the Commissioner. Each year, the Commissioner shall evaluate the performance of each
open-enrollment charter school based on the applicable performance frameworks adopted under Section 12.1181(a)
of the Texas Education Code. The performance of a school on a performance framework may not be considered for
purposes of renewal of a charter under Section 12.1141(d) of the Texas Education Code or revocation of a charter
under Section 12.115(c) of the Texas Education Code.

GOVERNANCE
Bylaws; Annual Report (Texas Education Code § 12.119)

A charter holder must file a copy of its articles of incorporation and bylaws, or comparable documents if
the charter holder does not have articles of incorporation or bylaws, with the Commissioner within the period and in
the manner prescribed by the Commissioner.

Each year, each open-enrollment charter school shall file with the Commissioner the name, address, and
telephone number of each officer and member of the governing body of the open-enrollment charter school, and the
amount of annual compensation the open-enrollment charter school pays to each officer and member of the
governing body.

Responsibility for Open-Enrollment Charter School (Texas Education Code § 12.121)

The governing body of an open-enrollment charter school is responsible for the management, operation,
and accountability of the school, regardless of whether the governing body delegates the governing body's powers
and duties to another person.

Property Purchased or Leased With State Funds (Texas Education Code § 12.128)

Property purchased or leased with funds received by a charter holder under Section 12.106 after
September 1, 2001:

6))] is considered to be public property for all purposes under state law;

(i1) is property of the state held in trust by the charter holder for the benefit of the students of the open-
enrollment charter school; and

(iii) may be used only for a purpose for which a school district may use school district property.

If at least 50 percent of the funds used by a charter holder to purchase real property are funds received
under Section 12.106 before September 1, 2001, the property is considered to be public property to the extent it was
purchased with those funds.

The Commissioner shall:

(1) take possession and assume control of the property described herein of an open-enrollment charter
school that ceases to operate; and



(i1) supervise the disposition of the property in accordance with law.
The Commissioner may adopt rules necessary to administer this section.

This section does not affect a security interest in or lien on property established by a creditor in compliance
with law if the security interest or lien arose in connection with the sale or lease of the property to the charter holder.

PRINCIPAL AND TEACHER QUALIFICATIONS
Minimum Principal and Teacher Qualifications (Texas Education Code § 12.129)

A person employed as a principal or teacher by an open-enrollment charter school must hold a
baccalaureate degree.

Notice of Teacher Qualifications (Texas Education Code § 12.130)

Each open-enrollment charter school must provide to the parent or guardian of each student enrolled in the
school written notice of the qualifications of each teacher employed by the school.

STATE FUNDING
GENERAL
Entitlement (Texas Education Code § 12.106)

Until September 1, 2017, a charter holder is entitled to receive for the open-enrollment charter school
funding under the Foundation School Program Chapter of the Texas Education Code (for additional information see
the “Foundation School Program” sections below) equal to the greater of:

(1) the percentage specified by Section 42.2516(i) of the Texas Education Code multiplied by the
amount of funding per student in weighted average daily attendance, excluding enrichment
funding under Sections 42.302(a-1)(2) and (3) of the Texas Education Code, as they existed on
January 1, 2009, that would have been received for the school during the 2009-10 school year
under the Foundation School Program Chapter of the Texas Education Code as it existed on
January 1, 2009, and an additional amount of the percentage specified by Section 42.2516(i) of the
Texas Education Code multiplied by $120 for each student in weighted average daily attendance;
or

(i1) the amount of funding per student in weighted average daily attendance, excluding enrichment
funding under Section 42.302(a) of the Texas Education Code, to which the charter holder would
be entitled for the school under the Foundation School Program Chapter of the Texas Education
Code if the school were a school district without a tier one local share for purposes of
Section 42.253 of the Texas Education Code and without any local revenue for purposes of
Section 42.2516 of the Texas Education Code.

In determining funding for an open-enrollment charter school in the prior paragraphs, adjustments under
Sections 42.102, 42.103, 42.104, and 42.105 of the Texas Education Code are based on the average adjustment for
the state. In addition to the funding provided above, a charter holder is entitled to receive for the open-enrollment
charter school enrichment funding under Section 42.302 of the Texas Education Code based on the state average tax
effort. An open-enrollment charter school is entitled to funds that are available to school districts from the Texas
Education Agency or the Commissioner in the form of grants or other discretionary funding unless the statute
authorizing the funding explicitly provides that open-enrollment charter schools are not entitled to the funding.
Until September 1, 2015, in determining funding for an open-enrollment charter school in the prior paragraphs, the
Commissioner shall apply the regular program adjustment factor provided under Section 42.101 of the Texas
Education Code to calculate the regular program allotment to which a charter school is entitled.

Effective September 1, 2017, a charter holder is entitled to receive for the open-enrollment charter school
funding under Chapter 42 of the Texas Education Code equal to the amount of funding per student in weighted
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average daily attendance, excluding enrichment funding under Section 42.302(a) of the Texas Education Code, to
which the charter holder would be entitled for the school under Chapter 42 of the Texas Education Code if the
school were a school district without a tier one local share for purposes of Section 42.253 of the Texas Education
Code.

The Commissioner may adopt rules to provide and account for state funding of open-enrollment charter
schools. A rule adopted may be similar to a provision of the Texas Education Code that is not similar to
Section 12.104(b) of the Texas Education Code if the Commissioner determines that the rule is related to financing
of open-enrollment charter schools and is necessary or prudent to provide or account for state funds.

Recovery of Certain Funds (Texas Education Code § 12.1061)

The Commissioner may not garnish or otherwise recover funds paid to an open-enrollment charter school
under Section 12.106 of the Texas Education Code if:

(1) the basis of the garnishment or recovery is that the number of students enrolled in the
school during a school year exceeded the student enrollment described by the school's
charter during that period, and the school received funding under Section 12.106 of the
Texas Education Code based on the school's actual student enrollment;

(i1) the school submits to the Commissioner a timely request to revise the maximum student
enrollment described by the school's charter and the Commissioner does not notify the
school in writing of an objection to the proposed revision before the 90th day after the
date on which the Commissioner received the request, provided that the number of
students enrolled at the school does not exceed the enrollment described by the school's
request, or the school exceeds the maximum student enrollment described by the school's
charter only because a court mandated that a specific child enroll in that school; and

(i11) the school used all funds received under Section 12.106 of the Texas Education Code to
provide education services to students.

Status and Use of Funds (Texas Education Code § 12.107)

Funds received under Section 12.106 of the Texas Education Code after September 1, 2001, by a charter
holder:

(1) are considered to be public funds for all purposes under state law;

(i1) are held in trust by the charter holder for the benefit of the students of the open-
enrollment charter school,;

(iii) may be used only for a purpose for which a school may use local funds under
Section 45.105(c) of the Texas Education Code; and

(iv) pending their use, must be deposited into a bank with which the charter holder has
entered into a depository contract.

A charter holder must deliver to the Texas Education Agency a copy of the depository contract between the
charter holder and any bank into which state funds are deposited.

FOUNDATION SCHOOL PROGRAM
General
Average Daily Attendance (Texas Education Code § 42.005)

Subject to adjustments as provided in Texas Education Code Section 42.005, average daily attendance
is:



(1) the quotient of the sum of attendance for each day of the minimum number of days of
instruction as described under Section 25.081(a) of the Texas Education Code divided by
the minimum number of days of instruction;

(i1) for a district that operates under a flexible year program under Section 29.0821 of the
Texas Education Code, the quotient of the sum of attendance for each actual day of
instruction as permitted by Section 29.0821(b)(1) of the Texas Education Code divided
by the number of actual days of instruction as permitted by Section 29.0821(b)(1) of the
Texas Education Code; or

(1ii) for a district that operates under a flexible school day program under Section 29.0822 of
the Texas Education Code, the average daily attendance as calculated by the
Commissioner in accordance with Section 29.0822(d) of the Texas Education Code.

PEIMS System (Texas Education Code § 42.006)

Each school district must participate in the Public Education Information Management System
(“PEIMS”) and shall provide through that system information required for the administration of the Foundation
School Program Chapter of the Texas Education Code and of other appropriate provisions of the Texas Education
Code. Each school district must use a uniform accounting system adopted by the Commissioner for the data
required to be reported for the PEIMS.

The Commissioner by rule shall require each open-enrollment charter school to report through the PEIMS
information regarding the number of students enrolled in the district or school who are identified as having dyslexia.

Equalized Funding Elements (Texas Education Code § 42.007)

The Legislative Budget Board is required to adopt rules for the calculation for each year of a biennium
of the qualified funding elements (as described below) necessary to achieve the state policy under Section 42.001 of
the Texas Education Code.

Before each regular session of the legislature, the Legislative Budget Board shall report the equalized
funding elements to the Commissioner and the legislature.

The funding elements must include:

(1) a basic allotment for the purposes of Section 42.101 of the Texas Education Code that,
when combined with the guaranteed yield component provided by the Guaranteed Yield
Program Subchapter of the Foundation School Program Chapter of the Texas Education
Code, represents the cost per student of a regular education program that meets all
mandates of law and regulation;

(i1) adjustments designed to reflect the variation in known resource costs and costs of
education beyond the control of school districts;

(iii) appropriate program cost differentials and other funding elements for the programs
authorized under the Special Allotments Subchapter of the Foundation School Program
Chapter of the Texas Education Code, with the program funding level expressed as dollar
amounts and as weights applied to the adjusted basic allotment for the appropriate year;

(iv) the maximum guaranteed level of qualified state and local funds per student for the
purposes of the Guaranteed Yield Program Subchapter of the Foundation School Program
Chapter of the Texas Education Code;

v) the enrichment and facilities tax rate under the Guaranteed Yield Program Subchapter of
the Foundation School Program Chapter of the Texas Education Code;
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(vi) the computation of students in weighted average daily attendance under Section 42.302
of the Texas Education Code; and

(vii) the amount to be appropriated for the school facilities assistance program under the
Assistance with Existing Facilities and Payment of Existing Debt Chapter of the Texas
Education Code.

Determination of Funding Levels (Texas Education Code § 42.009)

Not later than July 1 of each year, the Commissioner shall determine for each school district whether the
estimated amount of state and local funding per student in weighted average daily attendance to be provided to the
district under the Foundation School Program for maintenance and operations for the following school year is less
than the amount provided to the district for the 2010-2011 school year. If the amount estimated to be provided is
less, the Commissioner shall certify the percentage decrease in funding to be provided to the district.

In making the determinations regarding funding levels required by the prior paragraph, the
Commissioner shall:

6] make adjustments as necessary to reflect changes in a school district's maintenance and
operations tax rate;

(i1) for a district required to take action under Chapter 41 of the Texas Education Code to
reduce its wealth per student to the equalized wealth level, base the determinations on the
district's net funding levels after deducting any amounts required to be expended by the
district to comply with Chapter 41 of the Texas Education Code; and

(iii) determine a district's weighted average daily attendance in accordance with this chapter
as it existed on January 1, 2011.

BASIC AND REGULAR PROGRAM ALLOTMENTS
General (Texas Education Code § 42.101)

The basic allotment is an amount equal to the lesser of $4,765 or the amount that results from the following
formula:

A=$4,765 x (DCR/MCR)
where:

“A” is the resulting amount for a district;

“DCR” is the district's compressed tax rate, which is the product of the state compression percentage, as
determined under Section 42.2516 of the Texas Education Code, multiplied by the maintenance and operations tax
rate adopted by the district for the 2005 tax year; and

“MCR” is the state maximum compressed tax rate, which is the product of the state compression
percentage, as determined under Section 42.2516 of the Texas Education Code, multiplied by $1.50.

A greater amount for any school year for the basic allotment described above may be provided by
appropriation.

A school district is entitled to a regular program allotment equal to the amount that results from the
following formula:

RPA = ADA X AA X RPAF
where:

“RPA” is the regular program allotment to which the district is entitled;
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“ADA” is the number of students in average daily attendance in a district, not including the time students
spend each day in special education programs in an instructional arrangement other than mainstream or career and
technology education programs, for which an additional allotment is made under Subchapter C of Chapter 42 of the
Texas Education Code;

“AA” is the district's adjusted basic allotment, as determined under Section 42.102 of the Texas Education
Code and, if applicable, as further adjusted under Section 42.103 of the Texas Education Code; and

“RPAF” is the regular program adjustment factor.

Except as provided by the following paragraph, the RPAF is 0.9239 for the 2011-2012 school year and 0.98
for the 2012-2013 school year.

For a school district that does not receive funding under Section 42.2516 of the Texas Education Code, for
the 2011-2012 school year, the Commissioner may set the RPAF at 0.95195 for the 2011-2012 and 2012-2013
school years if the district demonstrates that funding reductions as a result of adjustments to the regular program
allotment made by S.B. No. 1, Acts of the g Legislature, 1* Called Session, 2011, will result in a hardship to the
district in the 2011-2012 school year. Notwithstanding any other provision of this paragraph, the Commissioner
shall adjust the RPAF for the 2012-2013 school year for a school district whose regular program adjustment factor is
set in accordance with this subsection to ensure that the total amount of state and local revenue in the combined
2011-2012 and 2012-2013 school years does not differ from the amount the district would have received if the
district's regular program adjustment factor had not been set in accordance with this paragraph. A determination by
the Commissioner under this subsection is final and may not be appealed.

The RPAF is 0.98 for the 2013-2014 and 2014-2015 school years or a greater amount established by
appropriation, not to exceed 1.0. This paragraph and preceding three paragraphs expire September 1, 2015.

Effective September 1, 2015, Section 42.101 of the Texas Education Code, is amended to read as follows:

For each student in average daily attendance, not including the time students spend each day in special
education programs in an instructional arrangement other than mainstream or career and technology education
programs, for which an additional allotment is made under Subchapter C of the Texas Education Code, a district is
entitled to an allotment equal to the lesser of $4,765 or the amount that results from the following formula:

A =$4,765 X (DCR/MCR)
where:

“A4” is the allotment to which a district is entitled;

“DCR” is the district's compressed tax rate, which is the product of the state compression percentage, as
determined under Section 42.2516 of the Texas Education Code, multiplied by the maintenance and operations tax
rate adopted by the district for the 2005 tax year; and

“MCR” is the state maximum compressed tax rate, which is the product of the state compression
percentage, as determined under Section 42.2516 of the Texas Education Code, multiplied by $1.50.

A greater amount for any school year may be provided by appropriation.

The basic allotment is subject to adjustments including a cost of education adjustment (Texas Education
Code Section 42.102), a small and mid-sized district adjustment (Texas Education Code Section 42.103), and a
sparsity adjustment (Texas Education Code Section 42.105).

SPECIAL ALLOTMENTS
Special Education (Texas Education Code § 42.151)
For each student in average daily attendance in a special education program under the Special Education

Program Subchapter of the Educational Programs Chapter of the Texas Education Code, in a mainstream
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instructional arrangement, a school district is entitled to an annual allotment equal to the adjusted basic allotment
multiplied by 1.1. For each full-time equivalent student in average daily attendance in a special education program
under the Special Education Program Subchapter of the Educational Programs Chapter of the Texas Education
Code, in an instructional arrangement other than a mainstream instructional arrangement, a district is entitled to an
annual allotment equal to the adjusted basic allotment multiplied by a weight determined according to instructional
arrangement as follows:

HOMEDOUNG ...ttt ettt et e sb e b eneeas 5.0
HOSPILAL CIASS. ...ttt ettt et e aeas 3.0
SPEECH tREIAPY ...ttt et 5.0
RESOUICE TOOIM....etiiiiiiiieeiie ettt sttt ettt et et esaae e e 3.0
Self-contained, mild and moderate, regular CAMPUS ......ccceerveeiirierierieieee e 3.0
Self-contained, severe, regular CAMPUS ........cceecverierieriieieeieeteseeie e ereseaesreesseeaeenneees 3.0
Off NOME CAMPUS ....evveniieiiieiiieie ettt ettt et et et e e b e e ebessaesseesseeseesseensesssesssenseensenns 2.7
NONPUDLIIC dAY SCROOL........c.iiiiiiieciict ettt eeeseeeaes 1.7
Vocational adjustment Class ........cc.eecuieiiriiiieiiee et 23

A special instructional arrangement for students with disabilities residing in care and treatment facilities,
other than state schools, whose parents or guardians do not reside in the district providing education services shall be
established under the rules of the State Board of Education. The funding weight for this arrangement shall be 4.0 for
those students who receive their education service on a local school district campus. A special instructional
arrangement for students with disabilities residing in state schools shall be established under the rules of the State
Board of Education with a funding weight of 2.8.

For funding purposes, the number of contact hours credited per day for each student in the off home
campus instructional arrangement may not exceed the contact hours credited per day for the multidistrict class
instructional arrangement in the 1992-1993 school year. For funding purposes the contact hours credited per day for
each student in the resource room; self-contained, mild and moderate; and self-contained, severe, instructional
arrangements may not exceed the average of the statewide total contact hours credited per day for those three
instructional arrangements in the 1992-1993 school year.

The State Board of Education by rule shall prescribe the qualifications an instructional arrangement must
meet in order to be funded as a particular instructional arrangement.

“Full-time equivalent student” means 30 hours of contact a week between a special education student and
special education program personnel.

The State Board of Education shall adopt rules and procedures governing contracts for residential
placement of special education students. The legislature shall provide by appropriation for the state's share of the
costs of those placements. Funds allocated under Section 42.151 of the Texas Education Code, other than an
indirect cost allotment established under State Board of Education rule, must be used in the special education
program under the Special Education Program Subchapter of the Educational Programs Chapter of the Texas
Education Code.

The Texas Education Agency shall encourage the placement of students in special education programs,
including students in residential instructional arrangements, in the least restrictive environment appropriate for their
educational needs.

A school district that provides an extended year program required by federal law for special education
students who may regress is entitled to receive funds in an amount equal to 75 percent, or a lesser percentage
determined by the Commissioner, of the adjusted basic allotment or adjusted allotment, as applicable, for each full-
time equivalent student in average daily attendance, multiplied by the amount designated for the student's
instructional arrangement, for each day the program is provided divided by the number of days in the minimum
school year. The total amount of state funding for extended year services may not exceed $10 million per year. A
school district may use such funds only in providing an extended year program.
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From the total amount of funds appropriated for special education under Section 42.151 of the Texas
Education Code, the Commissioner shall withhold an amount specified in the General Appropriations Act, and
distribute that amount to school districts for programs under Section 29.014 of the Texas Education Code. The
program established under that section is required only in school districts in which the program is financed by funds
distributed under this paragraph and any other funds available for the program. After deducting the amount
withheld pursuant to this paragraph from the total amount appropriated for special education, the Commissioner
shall reduce each district's allotment proportionately and shall allocate funds to each district accordingly.

Other Special Allotments

Texas law provides for other special allotments, including a compensatory education allotment (Texas
Education Code Section 42.152), bilingual education allotments (Texas Education Code Section 42.153), career and
technology education allotments (Texas Education Code Section 42.154), indirect cost allotments (Texas Education
Code Section 42.1541), transportation allotments (Texas Education Code Section 42.155), gifted and talented
student allotments (Texas Education Code Section 42.156), public education grant allotments (Texas Education
Code Section 42.157), new instructional facility allotments (Texas Education Code Section 42.158), and high school
allotments (Texas Education Code Section 42.160).

FINANCING THE PROGRAM
General (Texas Education Code § 42.251)

The sum of the regular program allotment under the Basic Allotment Subchapter of the Foundation School
Program Chapter of the Texas Education Code and the Special Allotments Subchapter of the Foundation School
Program Chapter of the Texas Education Code constitute the tier one allotments. The sum of the tier one allotments
and the guaranteed yield allotments under the Guaranteed Yield Program Subchapter of the Foundation School
Program Chapter of the Texas Education Code constitute the total cost of the Foundation School Program.

The program shall be financed by:
)] ad valorem tax revenue generated by an equalized uniform school district effort;

(i1) ad valorem tax revenue generated by local school district effort in excess of the equalized
uniform school district effort;

(iii) state available school funds distributed in accordance with law; and

(iv) state funds appropriated for the purposes of public school education and allocated to each
district in an amount sufficient to finance the cost of each district's Foundation School
Program not covered by other funds specified above.

Additional State Aid

Texas law provides for additional State aid in certain circumstances, including additional State aid for staff
salary increases (Texas Education Code Section 42.2513), additional state aid for tax increment financing payments
(Texas Education Code Section 42.2514), additional State aid for ad valorem tax credits under the Texas Economic
Development Act (Texas Education Code Section 42.2515), additional State aid for tax reduction/state compression
percentage (Texas Education Code Section 42.2516), and excess funds for cost of education adjustment (Texas
Education Code Section 42.2517).

Local Share of Program Cost (Tier One) (Texas Education Code § 42.252)

Subject to various adjustments as provided under Texas law, each school district's share of the Foundation
School Program is determined by the following formula:

LFA =TR X DPV

where:
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“LFA” is the school district's local share;

“TR” is a tax rate which for each hundred dollars of valuation is an effective tax rate of the amount equal to
the product of the state compression percentage, as determined under Section 42.2516 of the Texas Education Code,
multiplied by the lesser of: (i) $1.50; or (ii) the maintenance and operations tax rate adopted by the district for the
2005 tax year; and

“DPV” is the taxable value of property in the school district for the preceding tax year determined under
Subchapter M, Chapter 403 of the Texas Government Code.

The Commissioner shall adjust the values reported in the official report of the comptroller as required by
Section 5.09(a) of the Texas Tax Code, to reflect reductions in taxable value of property resulting from natural or
economic disaster after January 1 in the year in which the valuations are determined. The decision of the
Commissioner is final. An adjustment does not affect the local fund assignment of any other school district.

Appeals of district values shall be held pursuant to Section 403.303 of the Texas Government Code.

A school district must raise its total local share of the Foundation School Program to be eligible to receive
foundation school fund payments.

The Commissioner is granted the authority to ensure that school districts receiving federal impact aid due
to the presence of a military installation or significant concentrations of military students do not receive more than
an eight percent reduction should the federal government reduce appropriations to those schools under
Section 42.2525 of the Texas Education Code.

Distribution of Foundation School Fund (Texas Education Code § 42.253)
For each school year the Commissioner shall determine:

(1) the amount of money to which a school district is entitled under the Basic Entitlement
Subchapter and the Special Allotments Subchapter of the Foundation School Program
Chapter of the Texas Education Code;

(i1) the amount of money to which a school district is entitled under Guaranteed Yield
Subchapter of the Foundation School Program Chapter of the Texas Education Code;

(1ii) the amount of money allocated to the district from the available school fund;

(iv) the amount of each district's tier one local share under Section 42.252 of the Texas
Education Code; and

) the amount of each district's tier two local share under Section 42.302 of the Texas
Education Code.

The Commissioner shall base the above determinations on the estimates provided to the legislature under
Section 42.254 of the Texas Education Code, or, if the General Appropriations Act provides estimates for that
purpose, on the estimates provided under that Act, for each school district for each school year. The Commissioner
shall reduce the entitlement of each district that has a final taxable value of property for the second year of a state
fiscal biennium that is higher than the estimate under Section 42.254 of the Texas Education Code or the General
Appropriations Act, as applicable. A reduction may not reduce the district's entitlement below the amount to which
it is entitled at its actual taxable value of property.

Each school district is entitled to an amount equal to the difference for that district between the sum of
(i) and (ii) and the sum of Subsections (iii), (iv) and (v) above.

Until September 1, 2017, the amounts to be paid under Section 42.2516(b)(3) of the Texas Education Code
shall be paid at the same time as other state revenue is paid to the district. Payments shall be based on amounts paid
under Section 42.2516(b)(3) of the Texas Education Code for the preceding year. Any deficiency shall be paid to

A-21



the district at the same time the final amount to be paid to the district is determined, and any overpayment shall be
deducted from the payments the district would otherwise receive in the following year.

The Commissioner shall approve warrants to each school district equaling the amount of its entitlement
except as provided herein. Warrants for all money expended according to the Foundation School Program Chapter
of the Texas Education Code shall be approved and transmitted to treasurers or depositories of school districts in the
same manner that warrants for state payments are transmitted. The total amount of the warrants issued may not
exceed the total amount appropriated for Foundation School Program purposes for that fiscal year.

If a school district demonstrates to the satisfaction of the Commissioner that the estimate of the district's tax
rate, student enrollment, or taxable value of property used in determining the amount of state funds to which the
district is entitled is so inaccurate as to result in undue financial hardship to the district, the Commissioner may
adjust funding to that district in that school year to the extent that funds are available for that year.

Until September 1, 2017, if the amount appropriated for the Foundation School Program for the second
year of a state fiscal biennium is less than the amount to which school districts and open-enrollment charter schools
are entitled for that year, the Commissioner is required to certify the amount of the difference to the Legislative
Budget Board not later than January 1 of the second year of the state fiscal biennium. The Legislative Budget Board
shall propose to the legislature that the certified amount be transferred to the foundation school fund from the
economic stabilization fund and appropriated for the purpose of increases in allocations. If the legislature fails
during the regular session to enact the proposed transfer and appropriation and there are not funds available for the
legislature to appropriate from funds that the comptroller, at any time during the fiscal year, finds are available, the
Commissioner shall adjust the total amounts due to each school district and open-enrollment charter school under
Chapter 42 of the Texas Education Code and the total amounts necessary for each school district to comply with the
requirements of Chapter 41 of the Texas Education Code by an amount determined by applying to each district and
school, including a district receiving funds under Section 42.2516 of the Texas Education Code, the same percentage
adjustment to the total amount of state and local revenue due to the district or school under Chapter 42 of the Texas
Education Code and Chapter 41 of the Texas Education Code so that the total amount of the adjustment to all
districts and schools results in an amount equal to the total adjustment necessary. The following fiscal year:

6)] a district's or school's entitlement under this section is increased by an amount equal to
the adjustment made under this paragraph; and

(i1) the amount necessary for a district to comply with the requirements of Chapter 41 of the
Texas Education Code is reduced by an amount necessary to ensure the district's full
recovery of the adjustment made under this paragraph.

On and after September 1, 2017, if the amount appropriated for the Foundation School Program for the
second year of a state fiscal biennium is less than the amount to which school districts and open-enrollment charter
schools are entitled for that year, the Commissioner shall certify the amount of the difference to the Legislative
Budget Board not later than January 1 of the second year of the state fiscal biennium. The Legislative Budget Board
shall propose to the legislature that the certified amount be transferred to the foundation school fund from the
economic stabilization fund and appropriated for the purpose of increases in allocations under this paragraph. If the
legislature fails during the regular session to enact the proposed transfer and appropriation and there are not funds
available under Subsection (j) of Section 42.253 of the Texas Education Code, the Commissioner shall adjust the
total amounts due to each school district and open-enrollment charter school under Chapter 42 of the Texas
Education Code and the total amounts necessary for each school district to comply with the requirements of Chapter
41 of the Texas Education Code by an amount determined by applying to each district and school the same
percentage adjustment to the total amount of state and local revenue due to the district or school under this chapter
and Chapter 41 of the Texas Education Code so that the total amount of the adjustment to all districts and schools
results in an amount equal to the total adjustment necessary. The following fiscal year:

(1) a district's or school's entitlement under this section is increased by an amount equal to
the adjustment made under this paragraph; and
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(ii) the amount necessary for a district to comply with the requirements of Chapter 41 of the
Texas Education Code is reduced by an amount necessary to ensure a district's full
recovery of the adjustment made under this paragraph.

Not later than March 1 each year, the Commissioner shall determine the actual amount of state funds to
which each school district is entitled under the allocation formulas in the Foundation School Program Chapter of the
Texas Education Code for the current school year and shall compare that amount with the amount of the warrants
issued to each district for that year. If the amount of the warrants differs from the amount to which a district is
entitled because of variations in the district's tax rate, student enrollment, or taxable value of property, the
Commissioner shall adjust the district's entitlement for the next fiscal year accordingly.

The Commissioner shall compute for each school district the total amount by which the district's allocation
of state funds is increased or reduced and shall certify that amount to the district.

Recovery of Overallocated Funds (Texas Education Code § 42.258)

(1) If a school district has received an overallocation of state funds, the Texas Education
Agency shall, by withholding from subsequent allocations of state funds for the current or
subsequent school year or by requesting and obtaining a refund, recover from the district
an amount equal to the overallocation.

(i1) Notwithstanding clause (i) above, the Texas Education Agency may recover an
overallocation of state funds over a period not to exceed the subsequent five school years
if the Commissioner determines that the overallocation was the result of exceptional
circumstances reasonably caused by statutory changes to Chapter 41 or 46 of the Texas
Education Code or Chapter 42 of the Texas Education Code and related reporting
requirements.

(ii1) If a district fails to comply with a request for a refund under (i) above, the Texas
Education Agency shall certify to the comptroller that the amount constitutes a debt for
purposes of Section 403.055 of the Texas Government Code. The Texas Education
Agency shall provide to the comptroller the amount of the overallocation and any other
information required by the comptroller. The comptroller may certify the amount of the
debt to the attorney general for collection.

(iv) Any amounts recovered shall be deposited in the foundation school fund.
Foundation School Fund Transfers (Texas Education Code § 42.259)
As used below:

“Category 1 school district” means a school district having a wealth per student of less than one-half of the
statewide average wealth per student.

“Category 2 school district”” means a school district having a wealth per student of at least one-half of the
statewide average wealth per student but not more than the statewide average wealth per student.

“Category 3 school district” means a school district having a wealth per student of more than the statewide
average wealth per student.

“Wealth per student” means the taxable property values reported by the comptroller to the Commissioner
under Section 42.252 of the Texas Education Code divided by the number of students in average daily attendance.

(1) Payments from the foundation school fund to each category 1 school district shall be made as
follows:

(a) 15 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of September of a fiscal year;
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(b)

80 percent of the yearly entitlement of the district shall be paid in eight equal installments
to be made on or before the 25th day of October, November, December, January, March,
May, June, and July; and

(c) five percent of the yearly entitlement of the district shall be paid in an installment to be

made on or before the 25th day of February.
(i1) Payments from the foundation school fund to each category 2 school district shall be made as
follows:

(a) 22 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of September of a fiscal year;

(b) 18 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of October;

(c) 9.5 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of November;

(d) 7.5 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of April;

(e) five percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of May;

) 10 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of June;

(2) 13 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of July; and

(h) 15 percent of the yearly entitlement of the district shall be paid in an installment to be

made on or before the 25th day of August.

Notwithstanding Subdivision (ii)(h) above, for the state fiscal year ending August 31, 2013, the installment
described by that Subdivision shall be paid on or before the 30th day of August, 2013. Subdivision (ii)(h) expires

August 31, 2013.
(iii) Payments from the foundation school fund to each category 3 school district shall be made as
follows:
(a) 45 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of September of a fiscal year;
(b) 35 percent of the yearly entitlement of the district shall be paid in an installment to be
made on or before the 25th day of October; and
() 20 percent of the yearly entitlement of the district shall be paid in an installment to be

made on or before the 25th day of August.

Notwithstanding Subdivision (iii)(c) above, for the state fiscal year ending August31, 2013, the
installment described by that Subdivision shall be paid on or before the 30th day of August, 2013.
Subdivision (iii)(c) expires August 31, 2013.

The amount of any installment required above may be modified to provide a school district with the proper
amount to which the district may be entitled by law and to correct errors in the allocation or distribution of funds. If
an installment is required to be equal to other installments, the amount of other installments may be adjusted to
provide for that equality. A payment is not invalid because it is not equal to other installments.
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Previously unpaid additional funds from prior fiscal years owed to a district shall be paid to the district
together with the September payment of the current fiscal year entitlement.

The Commissioner shall make all annual Foundation School Program payments under this section for
purposes described by Sections 42.252(a)(1) and (2) of the Texas Education Code before the deadline established
under Section 45.263(b) of the Texas Education Code for payment of debt service on bonds. Notwithstanding any
other provision of this section, the Commissioner may make Foundation School Program payments under this
section after the deadline established under Section 45.263(b) of the Texas Education Code only if the
Commissioner has not received notice under Section 45.258 of the Texas Education Code concerning a district's
failure or inability to pay matured principal or interest on bonds.

Use of Certain Funds (Texas Education Code § 42.260)

As used below, “participating charter school” means an open-enrollment charter school that participates in
the uniform group coverage program established under Chapter 1579 of the Texas Insurance Code.

For each year, the Commissioner shall certify to each school district or participating charter school the
amount of additional funds to which the district or school is entitled due to the increase made by H.B. No. 3343,
Acts of the 77th Legislature, Regular Session, 2001, to:

6)] the equalized wealth level under Section 41.002 of the Texas Education Code; or

(i1) the guaranteed level of state and local funds per weighted student per cent of tax effort
under Section 42.302 of the Texas Education Code.

Notwithstanding any other provision of the Texas Education Code, a school district or participating charter
school may use the following amount of funds only to pay contributions under a group health coverage plan for
district or school employees:

() an amount equal to 75 percent of the amount certified for the district or school under (i) and (ii)
above, or

(i1) if the following amount is less than the amount specified by (i), the sum of:
(a) the amount determined by multiplying the amount of $900 or the amount specified in the

General Appropriations Act for that year for purposes of the state contribution under
Section 9, Article 3.50-7 of the Texas Insurance Code, by the number of district or school
employees who participate in a group health coverage plan provided by or through the
district or school; and

(b) the difference between the amount necessary for the district or school to comply with
Section 3, Article 3.50-9 of the Texas Insurance Code, for the school year and the amount
the district or school is required to use to provide health coverage under Section 2 of that
article for that year.

GUARANTEED YIELD PROGRAM
Purpose (Texas Education Code § 42.301)

The purpose of the guaranteed yield component of the Foundation School Program is to provide each
school district with the opportunity to provide the basic program and to supplement that program at a level of its
own choice. An allotment under the Guaranteed Yield Subchapter of the Foundation School Program Chapter of the
Texas Education Code may be used for any legal purpose other than capital outlay or debt service.

Allotment (Texas Education Code § 42.302)

(1) Each school district is guaranteed a specified amount per weighted student in state and local funds
for each cent of tax effort over that required for the district's local fund assignment up to the
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maximum level specified in the Guaranteed Yield Subchapter of the Foundation School Program
Chapter of the Texas Education Code. The amount of state support, subject only to the maximum
amount under Section 42.303 of the Texas Education Code, is determined by the formula:

GYA =(GL x WADA x DTR x 100) - LR
where:

“GYA” is the guaranteed yield amount of state funds to be allocated to the district;

“GL” is the dollar amount guaranteed level of state and local funds per weighted student per cent of tax
effort, which is an amount described by Subsection (ii) below or a greater amount for any year provided by
appropriation;

“WADA” is the number of students in weighted average daily attendance, which is calculated by dividing
the sum of the school district's allotments under the Basic Entitlement and Special Allotments Subchapters
of the Foundation School Chapter of the Texas Education Code, less any allotment to the district for
transportation, any allotment under Section 42.158 or 42.160 of the Texas Education Code, and 50 percent
of the adjustment under Section 42.102 of the Texas Education Code, by the basic allotment for the
applicable year;

“DTR” is the district enrichment tax rate of the school district, which is determined by subtracting the
amounts specified by (iii) below from the total amount of maintenance and operations taxes collected by
the school district for the applicable school year and dividing the difference by the quotient of the district's
taxable value of property as determined under Subchapter M, Chapter 403 of the Texas Government Code,
or, if applicable, under Section 42.2521 of the Texas Education Code, divided by 100; and

“LR” is the local revenue, which is determined by multiplying “DTR” by the quotient of the district's
taxable value of property as determined under Subchapter M, Chapter 403 of the Texas Government Code,
or, if applicable, under Section 42.2521 of the Texas Education Code, divided by 100.

(ii) As used below, “wealth per student” means the taxable value of property, as determined under
Subchapter M, Chapter 403 of the Texas Government Code, divided by the number of students in
weighted average daily attendance. For purposes of (i) above, the dollar amount guaranteed level
of state and local funds per weighted student per cent of tax effort (“GL”) for a school district is:

(a) the greater of the amount of district tax revenue per weighted student per cent of tax
effort that would be available to the Austin Independent School District, as determined by
the Commissioner in cooperation with the Legislative Budget Board, if the reduction of
the limitation on tax increases as provided by Section 11.26(a-1), (a-2), or (a-3) of the
Texas Tax Code, did not apply, or the amount of district tax revenue per weighted student
per cent of tax effort used for purposes of this paragraph (ii) in the preceding school
year, for the first six cents by which the district's maintenance and operations tax rate
exceeds the rate equal to the product of the state compression percentage, as determined
under Section 42.2516 of the Texas Education Code, multiplied by the maintenance and
operations tax rate adopted by the district for the 2005 tax year; and

(b) $31.95, for the district's maintenance and operations tax0 effort that exceeds the amount
of tax effort described by (a).

(iii) The limitation on district enrichment tax rate (“DTR”) under Section 42.303 of the Texas
Education Code does not apply to the district's maintenance and operations tax effort described in
(ii)(a) above.

Notwithstanding clauses (i) and (ii), for a school district that imposed a maintenance and

operations tax for the 2010 tax year at the maximum rate permitted under Section 45.003 of the Texas
Education Code, the dollar amount guaranteed level of state and local funds per weighted student per cent
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of tax effort (“GL”) for the district's maintenance and operations tax effort described by clause (ii)(b) is
$33.95. This paragraph expires September 1, 2012.

(iv) In computing the district enrichment tax rate of a school district, the total amount of maintenance
and operations taxes collected by the school district does not include the amount of:

(a) the district's local fund assignment under Section 42.252; or
(b) taxes paid into a tax increment fund under Chapter 311 of the Texas Tax Code.
(v) For purposes of Section 42.302 of the Texas Education Code, school district taxes for which credit

is granted under Section 31.035, 31.036, or 31.037 of the Texas Tax Code, are considered taxes
collected by the school district as if the taxes were paid when the credit for the taxes was granted.
For purposes of Section 42.302 of the Texas Education Code, the total amount of maintenance and
operations taxes collected for an applicable school year by a school district with alternate tax
dates, as authorized by Section 26.135 of the Texas Tax Code, is the amount of taxes collected on
or after January 1 of the year in which the school year begins and not later than December 31 of
the same year.

(vi) For purposes of Section 42.302 of the Texas Education Code, school district taxes for which credit
is granted under former Subchapter D, Chapter 313 of the Texas Tax Code, are considered taxes
collected by the school district as if the taxes were paid when the credit for the taxes was granted.
If a school district imposes a maintenance and operations tax at a rate greater than the rate equal to
the product of the state compression percentage, as determined under Section 42.2516 of the Texas
Education Code, multiplied by the maintenance and operations tax rate adopted by the district for
the 2005 tax year, the district is entitled to receive an allotment as described above on the basis of
that greater tax effort.

Limitation on Enrichment Tax Rate (Texas Education Code § 42.303)

The district enrichment tax rate (“D7R”) under Section 42.302 of the Texas Education Code may not
exceed the amount per $100 of valuation by which the maximum rate permitted under Section 45.003 of the Texas
Education Code exceeds the rate used to determine the district's local share under Section 42.252 of the Texas
Education Code, or a greater amount for any year provided by appropriation.

[Remainder of page intentionally left blank]
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APPENDIX B
THE BORROWER AND THE CHARTER SCHOOLS
General

Harmony Public Schools (the “Borrower”) is a non-profit corporation incorporated in the State of Texas (the
“State”) in 1999. The Borrower is an organization described under Section 501(c)(3) of the Internal Revenue Code
0f 1986, as amended (the “Code”). The Borrower currently operates forty open-enrollment charter schools throughout
the State and plans to begin operations at three additional campuses in the fall of 2014 and two additional campuses
in the fall 0f 2015, (collectively, the “Charter Schools). Table 1 below presents certain basic information concerning
the Charter Schools currently in operation, under construction or expected to be financed with proceeds of the Bonds.

TABLE 1:
CHARTER SCHOOLS

FREE/REDUCED
LUNCH
(Low-INcOME)®)

GRADES CAMPUS YEAR

HARTER NAME/CAMPUS NAME
¢ /e OFFERED)  ENROLLMENT®)  OPENED®

Harmony Science Academy (Houston) (101-846)
. Harmony Science Academy High School — 557 2000-01 Approximately 74%
Houston
. Harmony School of Innovation — Houston 602 2005-06 Approximately 74%
. Harmony School of Ingenuity — Houston 613 2009-10 Approximately 76%
. Harmony Science Academy — Houston 348 2010-11 Approximately 84%
. Harmony School of Fine Arts and Technology — 660 2010-11 Approximately 63%
Houston
. Harmony School of Exploration — Houston 350 2013-14 Approximately 72%
Harmony School of Excellence (101-858)
. Harmony School of Excellence — Houston 903 200607 Approximately 29%
. Harmony School of Excellence — Endeavor 565 2009-10 Approximately 72%
. Harmony Science Academy — 438 2007-08 Approximately 67%
Bryan/College Station
. Harmony Science Academy — 663 200607 Approximately 42%
Houston Northwest
. Harmony School of Advancement High School — 601 2010-11 Approximately 43%
Houston
. Harmony School of Discovery — Houston 752 2010-11 Approximately 44%
Harmony School of Science (Houston) (101-862)
1. Harmony School of Science — Houston 740 2008-09 Approximately 51%
2. Harmony School of Science — 701 2011-12 Approximately 54%
Sugar Land High School
3. Harmony Science Academy — West Houston 829 2011-12 Approximately 46%
4. Harmony Science Academy — Beaumont 551 2007-08 Approximately 52%
Harmony Science Academy (Waco) (161-807)
1. Harmony Science Academy — Waco 713 2007-08 Approximately 80%
2. Harmony Science Academy — Dallas 1,200 2007-08 Approximately 79%
3. Harmony School of Innovation — Dallas 640 2009-10 Approximately 42%
4. Harmony Science Academy — Garland 666 2010-11 Approximately 50%
5. Harmony School of Innovation — Garland N/A 2014-15 N/A
6. Harmony School of Business — Dallas 678 2012-13 Approximately 45%
7
8
9
1

. Harmony Science Academy — Fort Worth 663 200607 Approximately 49%
. Harmony Science Academy — Grand Prairie 528 2008-09 Approximately 59%
. Harmony Science Academy — Euless 634 2009-10 Approximately 50%
0. Harmony School of Nature and Athletics — 694 2010-11 Approximately 46%
Dallas
11. Harmony School of Innovation — Fort Worth 6-1240 482 2012-13 Approximately 43%
12. Harmony School of Innovation — Euless K-4D 640 2013-14 Approximately 50%
Harmony Science Academy (Austin) (227-816)
1. Harmony Science Academy — Austin K-7 364 2001-02 Approximately 79%
2. Harmony Science Academy — North Austin 8-12 612 2008-09 Approximately 52%




TABLE 1:
CHARTER SCHOOLS

FREE/REDUCED
LuNcH
(Low-INcOME)™
3. Harmony School of Excellence — Austin K-12®% 734 2009-10 Approximately 75%
4. Harmony School of Innovation — Austin K-5 N/A 2014-15 N/A
5. Harmony School of Science — Austin K-8 543 200607 Approximately 41%
6. Harmony School of Political Science and K-10 792 2011-12 Approximately 22%
Communication — Austin
Harmony Science Academy (El Paso) (071-806)
1. Harmony Science Academy — El Paso K-12 200607 Approximately 77%
2. Harmony School of Innovation — El Paso K-12 2009-10 Approximately 70%
3. Harmony Science Academy — Lubbock K-12® 2007-08 Approximately 79%
4. Harmony Science Academy — Odessa K-8® 2010-11 Approximately 55%
Harmony Science Academy (San Antonio) (015-828)
1. Harmony Science Academy — San Antonio K-12 2006-07 Approximately 61%
2. Harmony School of Innovation — San Antonio K-9 2010-11 Approximately 70%
3. Harmony Science Academy — Laredo K-124® 2008-09 Approximately 65%
4. Harmony School of Innovation — Laredo K-5 2014-15 N/A
5. Harmony Science Academy — Brownsville K-1200 200809 Approximately 81%
TOTAL ENROLLMENT

GRADES CAMPUS YEAR

CHARTER NAME/CAMPUS NAME
OFFERED)  ENROLLMENT®)  OPENED®

Source: The Borrower.

(M As of December 31, 2013.

@ The year opened reflects the year in which the Borrower began operating a Charter School at such location.

) Harmony Science Academy — West Houston was transferred from the Harmony Science Academy (El Paso) charter in order to be in better
geographic alignment.

*) Upon opening of the new elementary schools, students in kindergarten through fifth grade are expected to transfer to the related new elementary
school and the identified schools will no longer offer kindergarten through fifth grade.

®) Harmony Science Academy — Beaumont was transferred from the Harmony Science Academy (Houston) charter in order to be in better
geographic alignment.

(©) The Borrower will need to issue additional Debt in order to complete Harmony School of Innovation — Garland.

() The Borrower agreed to transfer Harmony Science Academy — Fort Worth, Harmony Science Academy — Grand Prairie, Harmony Science
Academy — Euless, Harmony School of Nature and Athletics — Dallas, Harmony School of Innovation — Fort Worth and Harmony School of
Innovation — Euless from the Harmony Science Academy (Fort Worth) charter to the Harmony Science Academy (Waco) charter in order to
obtain the approval of the TEA to the guarantee of the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State of
Texas. The Harmony Science Academy (Fort Worth) charter was subsequently returned to the TEA.

®) The Borrower agreed to transfer Harmony Science Academy — Lubbock and Harmony Science Academy — Odessa from the Harmony Science
Academy (Lubbock) charter to the Harmony Science Academy (El Paso) charter in order to obtain the approval of the TEA to the guarantee of
the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Lubbock)
charter was subsequently returned to the TEA.

©) Harmony Science Academy — Laredo was transferred from the Harmony Science Academy (Laredo) charter to the Harmony Science Academy
(San Antonio) charter in order to increase financial efficiency by consolidating some positions and improving cash flow restrictions. The
Harmony Science Academy (Laredo) charter was subsequently returned to the TEA.

(10The Borrower agreed to transfer Harmony Science Academy — Brownsville from the Harmony Science Academy (Brownsville) charter to the
Harmony Science Academy (San Antonio) charter in order to obtain the approval of the TEA to the guarantee of the Bonds under the Bond
Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Brownsville) charter was subsequently
returned to the TEA.

History, Growth Strategy and Other Information Relating to the Borrower and the Charter Schools
General

The Borrower was formed in 1999 and opened Harmony Science Academy in Houston, its first Charter
School, in 2000. The Borrower opened its second Charter School in Austin in 2002, its third Charter School in Dallas
in 2004, and its fourth Charter School in Houston in 2005. Since that time, the Borrower has grown rapidly, adding
five additional Charter Schools in each of 2006, 2007 and 2008, six additional Charter Schools in 2009, eight
additional Charter Schools in 2010, three additional charter schools in 2011, two additional charter schools in 2012
and two additional charter schools in 2013. The Borrower’s goal is for its Charter Schools to be high-performing
college preparatory schools that focus on math, science, engineering and computer technologies. The Charter Schools
are typically located in underserved communities. The Charter Schools provide students with the opportunity to excel
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in their studies in a small classroom environment focused on providing the skills they need to succeed later in life.
The Borrower’s vision is to lead its students from the classroom into the world as productive and responsible citizens,
and even Nobel laureates. The Borrower’s mission is to prepare each student for higher learning in a safe, caring and
collaborative atmosphere through a quality, learner-centered educational program with a strong emphasis on math,
science, engineering and technology.

Growth Strategy

The Borrower’s short term growth strategy (2014-2016) generally involves expanding its existing facilities
and opening three new schools for the 2014-15 school year and two new schools in the 2015-16 school year.
Thereafter, the Borrower anticipates opening two to three new schools per year.

Support Service Agreements

The Borrower provides support services to other organizations who wish to replicate the Borrower’s model
for operating charter schools. Such organizations include (1) Millennium Education Foundation, which operates two
charter schools in Missouri, (2) SKY Foundation, which operates four charter schools in Oklahoma, (3) Pelican
Educational Foundation (“Pelican’), which operates one charter school in Louisiana, (4) Focus Foundation (“Focus™),
which operates one charter school in Albuquerque, New Mexico, (5) Read Foundation (“Read’”), which operates one
charter school in Mempbhis, Tennessee, (6) Little Scholars of Arkansas Foundation (“LISA”), which operates two
charter schools in Little Rock, Arkansas, and (7) Harmony DC Public Schools, which will begin operating a charter
school in Washington D.C in 2014-15. The Borrower has entered into agreements (each a “Support Service
Agreement”) with each of the aforementioned organizations (or schools operated by the foregoing) wherein the
Borrower provides support services to each organization. Pursuant to the Support Service Agreements, the Borrower
provides support in certain of the following areas: consulting services; educational technology solutions; data network
solutions; efficiency analysis; strategic planning; and coaching key leadership and teacher training. The Borrower is
paid for such services on an hourly basis ranging from $80.00 to $120.00 per hour.

In addition to each Support Service Agreement, the Borrower also licenses certain of its intellectual property
to the foregoing entities for fees (except for Harmony DC Public Schools) ranging from $15,000 to $147,000 per
school per year. For Harmony DC Public Schools, the fee is equal to 5% of the state and local per-pupil funding that
Harmony DC Public Schools receives. In the fiscal year ending June 30, 2013, the Borrower received an aggregate
of approximately $1,150,000 in revenue from such Support Service Agreements.

The Support Service Agreements have terms of one to three years, but may be terminated upon the occurrence
of certain events.

In addition to the Support Service Agreements, the Borrower and Riverwalk Education Foundation
(“Riverwalk”), which operates four schools in Texas, have entered into an agreement titled “Shared Services
Agreement for Harmony Public Schools and Riverwalk Foundation” (the “Shared Services Agreement”). The Shared
Services Agreement establishes a co-operative, the management of which consists of the chief financial officer of each
of the Riverwalk schools. The Borrower serves as “fiscal agent” under the Shared Services Agreement and assists the
schools in determining staffing needs, secures materials, equipment, supplies and facilities necessary to support the
schools, provides financial and accounting statements for the schools and provides other services. In exchange
therefor, each of the schools is required to pay 7% of all of their state funding to the co-operative (which is, ultimately,
paid to the Borrower).

The Borrower has also agreed to allow Harmony DC Public Schools to use the Harmony name.
Recent Accomplishments

The Borrower has regularly been recognized for its accomplishments and notes the following as past
highlights:

e Six Harmony Public Schools were ranked in the top 10% of the Washington Post’s “America’s Most
Challenging High Schools” list. The schools were Harmony Science Academy — North Austin (25), Harmony
Science Academy — Brownsville (30), Harmony Science Academy — Waco (41), Harmony Science Academy
— Fort Worth (57), Harmony Science Academy — Beaumont (101), and Harmony School of Advancement
(107).
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The Borrower received approval from the Washington, D.C., Public Charter School Board to open Harmony
School of Excellence — D.C. (“HSE-DC”) for the 2014-2015 school year. This will be the first time the
Borrower’s model will be fully replicated outside of Texas, which provides an opportunity to spread the
Borrower’s nationally recognized science, technology, engineering and math (STEM) model for educating
college-ready students to the nation’s capital. The school will be operated by a separate non-profit
corporation.

In 2013, 216 of the Borrower’s students received the Advanced Placement Scholars Award. This award
recognizes high school students who have demonstrated outstanding college-level achievement through
advanced placement courses and exams.

Five of the Borrower’s schools ranked among US News and World Report’s 2013 Best High Schools in Texas
and were nationally ranked some of the tops schools to attend.

Seven of the Borrower’s schools made the Newsweek’s 2013 America’s Best High Schools List. This list
highlights the best 2,000 public high schools in the nation based on their effectiveness in preparing students
for college.

Eleven of the Borrower’s schools made the Washington Post’s 2013 High School Challenge Index list. The
index formula is a simple ratio: the number of Advanced Placement, International Baccalaureate and
Advanced International Certificate of Education tests given at a school each year, divided by the number of
seniors who graduated that year.

Four students from the Borrower’s schools received 1%, 2", 3" and 4% place in the 2013 East Texas Regional
Competition and qualified for the next round at the State Competition of Texas Charter School Academic &
Athletic League Math Olympiad at Austin.

DePelchin Children’s Center of Houston and the Borrower received grant funding from the Texas
Department of State and Health Services in 2013 to execute a youth prevention universal program throughout
the Greater Houston Area.

The Harmony Science Academy — Houston High Chess Team received 3™ place amongst 452 competitors
from all over the U.S. in the 2013 K-12 section of the National Open known as the U.S. Class Championships.
This competition was sponsored by the U.S. Chess Federation, a nationally recognized chess non-profit
organization.

In December 2012, the Borrower was named a Race to the Top District by the Department of Education and
was awarded a $30 million grant payable over a four year period.

Harmony Science Academy High School — Houston was listed by US News and World Report as one of the
best high schools among 21,000 public high schools across the country in 2007, 2008, 2009, 2010 and 2011.

Harmony Science Academy — Houston, Harmony Science Academy — Austin, and Harmony Science
Academy — Dallas have each experienced a 100% college acceptance rate and 0% dropout rate since 2004,
2006 and 2010, respectively.

95% of Charter School students that graduated in 2010 were accepted to 4-year colleges and 5% were
accepted to 2-year colleges.

In 2011, Harmony Science Academy — Dallas and Harmony Science Academy — North Austin were ranked
among the best 500 high schools in the nation by Newsweek, and both of such schools were also considered
“Miracle Schools” (schools with standout performances despite limited resources).

Charter School students were recognized for the following achievements in MathCounts, a national middle
school mathematics program that promotes mathematics achievement through a series of “bee” style contests:

o 2014: Harmony School of Excellence — Houston placed 3™ at the Texas State MathCounts
Competition.

o 2014: Harmony School of Innovation — Fort Worth hosted an invitational MathCounts competition
and placed third.
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2013: Harmony School of Discovery — Houston team was the East Texas Middle School Regional
Champion in Math Olympiad in Houston.

2013: Harmony School of Innovation — Houston team placed 3™ in East Texas Middle School
Regional Math Olympiad in Houston.

2013: Harmony Science Academy — Houston teams were named Champion, Runner-Up, Third
Place, and Qualifier in East Texas High School Regional Math Olympiad in Houston.

2013: Harmony School of Innovation — Carrollton teams became the North Texas Middle School
Regional Champion and Runner Up in Math Olympiad in Dallas.

2013: Harmony Science Academy — Waco team became the North Texas High School Regional
Champion in Math Olympiad in Dallas.

2013: Harmony Science Academy — Dallas team became the North Texas High School Regional
Runner-Up in Math Olympiad in Dallas.

2013: Harmony School of Excellence — Houston team placed 1% in Math League contest at Houston
Baptist University.

2013: Harmony School of Excellence — Houston team placed 2" at the 10" Annual Spurs Sports &
Entertainment “Mathletes in Action” competition in San Antonio.

2012: Harmony School of Advancement — Houston student won 3™ place award in Geometry at
Harvard-MIT Math Tournament.

2011: Harmony School of Excellence — Houston teams won 1st and 3rd place out of 80 teams in
“Mathletes in Action” competition, with 5 team members placing in the top 10, including 1st, 2nd,
and 3rd places.

2010: Harmony School of Excellence — Houston team won Ist place at Georgetown MathCounts
Invitational Tournament.

2010: Harmony Science Academy — Beaumont team won 1st place in Beaumont.

2010: Harmony School of Excellence — Houston team won 2nd place in Texas, with one team
member proceeding to the national competition.

2010: Harmony School of Excellence — Houston team won Ist place in Mathletes in Action
competition.

2009: Harmony Science Academy — El Paso team won 2nd place in El Paso.

In 2008, an 8" grader from Harmony School of Excellence represented Texas along with three other
students in Math Counts tournaments. The Texas team became the national Math Counts champions
at the national level. President Bush welcomed the 2008 National MathCounts champions and other
team members to the Oval Office at The White House.

e  Charter School students were recognized for the following achievements at the following competitions where
students build LEGO-based robots to complete tasks on a thematic playing surface:

o

2014: Harmony Science Academy — North Austin robotics team advanced to Super Regionals after
their performance in the Alamo FTC Regional Championship in San Antonio.

2014: Harmony Science Academy — Laredo robotics teams won 1% and 2" place in FLL competition
in San Antonio.

2014: Harmony Science Academy — Waco robotics teams won 1% place at First Tech Challenge
(FTC) robotics competition at Central Texas College in Killeen, TX.

2014: Harmony School of Excellence — Houston robotics team placed 3™ in FLL regional
championship at Lone Star FLL Championship.

2013: Harmony Science Academy — El Paso robotics teams won Inspire and Connect Awards in
regional and state FTC competitions and advanced to compete at FTC World Championship in St.
Louis, MO.

2013: Harmony School of Excellence — Houston robotics team won 1% place at Katy Ranch Junior
High School regional FLL competition.

2012: Harmony School of Advancement — Houston robotics team ranked #1 at Texas State
Championship in San Jacinto College. The team qualified to represent the state of Texas at FTC
Robotics World Championship in St. Louis, MO.

2012: Harmony Science Academy — Houston High School robotics teams won 1% and 2" place
awards at FTC Regional Competition at San Jacinto College and advanced to the state competition.
2012: Harmony Science Academy — Fort Worth robotics team won 2" place and became “Regional
Finalist” at the Dallas East Regional Event of First Robotics Competition.
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2012: Harmony Science Academy — Waco robotics team won 2" place and became “Regional
Finalist” at the Dallas East Regional Event of First Robotics Competition.

2012: Harmony School of Advancement — Houston robotics team participated in FTC Southeast
Texas Tournament and swept all the awards.

2010: Harmony Science Academy — El Paso won 8 awards at the Southwest FIRST LEGO League
(FLL) Championship, including 1st and 2nd places; this team will represent Texas in the FLL World
Festival and Championship in St. Louis, Missouri.

2010: Harmony Science Academy — Beaumont team won lst place at the BEST Robotics
Competition held in Galveston.

2010: Harmony Science Academy — Brownsville won 1st place at the FLL Robotics Championship
Tournament held in Houston.

2010: Harmony Science Academy — Laredo team received 1st place at the South Texas FLL Finals.
2010: Harmony Science Academy — Dallas won 4th place at the North Texas FLL Championship.
2009: Harmony Science Academy — El Paso team won st place at the Texas Alliance for Minorities
in Engineering (TAME)/FLL Tri-State Robotics Championship and represented the United States
in the 2009 European Open Championship Robotics Competition.

2009: Harmony Science Academy — El Paso team won 1st and 2nd places at the Texas Computer
Education Association (TCEA) Robotics Championship held in Austin.

2009: Harmony Science Academy — Beaumont won 1st place at the College Park FLL Qualifying
Tournament.

e Charter School students were recognized for the following achievements at the following science fairs:

(0]

o

2014: Harmony School of Excellence — Houston student received 1% place award in the category of
Mathematical Sciences at the State Science and Engineering Fair of Texas.

2014. Harmony Science Academy — Beaumont received 1% place award at a regional Science
Olympiad.

2013: Harmony Science Academy — Houston High school student became semi-finalist in the
Siemens Foundation Math and Science Competition.

2013: Harmony Science Academy — North Austin Quiz Bowl team scored the highest finish by any
Texas small school in the 2013 National Academic Quiz Tournaments High School Championship
in Atlanta, GA. HSA-NA ranked third in the nation in the “small schools” division.

2010: Harmony Science Academy — Euless won 9 awards at the Fort Worth Regional Science and
Engineering Fair, including the Best School and Best Teacher awards.

2009: Harmony Science Academy — El Paso won 20 awards at a regional Science Olympiad
tournament.

2009: Harmony Science Academy — El Paso won 20 awards at the Sun Country Regional Science
and Engineering Fair.

2009: Harmony Science Academy — Fort Worth won 28 awards at the Fort Worth Regional Science
and Engineering Fair.

2009: Harmony Science Academy — San Antonio won 1st and 2nd place awards and Harmony
Science Academy — Laredo won 2nd and 4th place awards at the Texas Science and Engineering
Fair.

e The Borrower is responsible for establishing and organizing the International Sustainable World (Energy,
Engineering, and Environment) Project (I-SWEEEP), a science fair competition open to high school students
and the largest science fair event of its kind world-wide. In 2013, students from 70 countries participated in
I-SWEEEP.

e 24 of the Borrower’s Charter Schools have been designated as T-STEM (Texas Science Technology
Engineering and Mathematics) Academies and have received funding from public and private organizations
such as the Gates Foundation and the Dell Foundation as part of the Texas High School Project. As of2014,
there are a total of 77 T-STEM Academies in Texas.

e Harmony Science Academy — Austin was selected as the best middle school in Central Texas in 2009 by
Children at Risk, a nonprofit and nonpartisan organization that drives change for children through research,
education and influencing public policy.
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e Harmony Science Academy High School — Houston was listed as one of the top 10 high schools in Houston
according to a study conducted by Children at Risk.

Educational Philosophy

The Borrower’s Academic Department believes in the combination of learning by knowing and learning by
doing. Knowledge, skills and concepts must be learned in all subjects. The Borrower’s teaching techniques and
materials are a combination of four nationally recognized programs: Direct Teaching, Problem-Based Learning,
Project-Based Learning and Collaborative Learning. Teachers tailor their teaching methods according to their
students’ needs.

Direct Instruction

Direct instruction is the most traditional teaching method wherein content is transmitted to students via a
teacher, a book, video, or other repository of knowledge. It is essential for transmitting conventions of communication
and social behavior. It is also used to transmit conceptual and methodological knowledge. Direct instruction is a
systematic way of planning, communicating, and delivering in the classroom.

Problem-Based Learning

Problem-based learning is an educational approach that organizes curriculum and instruction around carefully
crafted problematic situations adapted from real-world issues. Problem-based learning, as the name implies, begins
with a problem for students to solve or learn more about. Guided by teachers, students develop critical thinking,
problem-solving, and collaborative skills in addition to content knowledge as they identify problems, formulate
hypotheses, conduct data searches, perform experiments, formulate solutions, and determine the “best fit” of solutions
to the conditions of the problem.

Project-Based Learning

Project-based learning is a model for classroom activity that emphasizes learning activities that are long-
term, interdisciplinary, student-centered, and integrated with real world issues and practices. The project-based
learning approach uses a production model: First, students define the purpose for creating the end product and identify
their audience. They research their topic, design their product, and create a plan for project management. Students
then begin the project, resolve problems and issues that arise in production, and finish their product. Students may
use or present the product they have created, and ideally are given time to reflect on and evaluate their work. The
entire process is meant to be authentic, mirroring real world production activities and utilizing students’ own ideas
and approaches to accomplish the tasks at hand.

Collaborative Learning

Collaborative learning techniques involve two or more students working together to solve problems and
complete tasks. Students learn to depend upon and use each other’s strengths to solve problems. Research shows that
collaborative work supports greater retention of subject matter, improved attitudes toward learning and teaches
children how to get along with each other.

Family Involvement

The Borrower believes that parental support is vital to the success of its Charter Schools. The Borrower
believes that high student attendance is a result of high family involvement in the school’s programs. Therefore,
parents/guardians are asked to participate in the school process by volunteering to serve on a committee or in the
classroom, run a social activity, or coach—all at the comfort level of the parent/guardian. Various programs encourage
parents to reinforce at home what the students are learning at school. Teachers also conduct home visits, especially
for those parents who have lower levels of communication with teachers because of their work schedules.

Prior, Current, Concurrent and Future Financings

Bond Financings Secured Under the Master Indenture. Excluding bonds being refinanced with proceeds
of the Bonds (See “ — The Refunding” herein), the Series 2010 Bonds, Series 2011 Bonds and Series 2012 Bonds
(each described below) were previously issued for the benefit of the Borrower and will remain outstanding. The uses
of the proceeds of such bonds are also set forth below:
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Series 2010 Bonds. The Borrower used the proceeds of the Texas Public Finance Authority Charter School
Finance Corporation’s $50,090,000 Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2010A and
$39,910,000 Taxable Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2010Q (Qualified School
Construction Bonds — Direct Pay) (collectively, the “Series 2010 Bonds™) to:

1) construct new gymnasiums at Harmony Science Academy — Bryan/College Station and Harmony
Science Academy — Lubbock;

(i)  renovate leased facilities at Harmony School of Excellence — Austin, Harmony Science Academy —
North Austin, Harmony School of Innovation — Dallas, Harmony School of Innovation — El Paso,
Harmony Science Academy — Dallas and Harmony School of Discovery — Houston;

(iii)  complete construction of facilities at Harmony School of Nature and Athletics — Dallas, Harmony
School of Art and Technology — Houston, Harmony School of Innovation — San Antonio, Harmony
School of Advancement High School — Houston, Harmony School of Innovation — Houston and
Harmony School of Ingenuity — Houston;

(iv)  acquire land and construct new facilities at Harmony School of Political Science and Communication
— Austin and Harmony School of Science — Sugar Land High School,

(v)  purchase previously leased facilities at Harmony Science Academy — Austin;
(vi)  purchase and improve existing facilities at Harmony Science Academy — Garland; and
(vil)  refinance existing debt.

The Series 2010 Bonds are outstanding in the aggregate principal amount of $90,000,000. The Series 2010
Bonds are payable from payments to be made by the Borrower under two promissory notes (the “Series 2010 Notes™)
issued by the Borrower to the Texas Public Finance Authority Charter School Finance Corporation and assigned to
the bond trustee for the Series 2010 Bonds as security therefor. The Series 2010 Notes are entitled to the benefit of
the Master Indenture and are secured under the Master Indenture on a parity with the Series 2011 Notes (defined
below), the Series 2012 Notes (defined below), the Series 2014A Note, the Bridge Note (defined below), the LISA
Note (defined below) and the Equipment Note (defined below) (collectively, such Notes are referred to as the
“Outstanding Senior Notes”) and any future promissory notes issued pursuant to the Master Indenture on a parity
therewith.

Series 2011 Bonds. The Borrower used the proceeds of the City of Houston Higher Education Finance
Corporation $58,930,000 Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2011A and $5,085,000
Taxable Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2011Q (Qualified School Construction Bonds
— Direct Pay) (collectively, the “Series 2011 Bonds™) to:

(1) make classroom additions and renovations to Harmony School of Discovery — Houston, Harmony
Science Academy — Austin, Harmony Science Academy — Odessa and Harmony Science Academy
— Garland,

(i1) Add a gym addition for Harmony Science Academy — Austin, Harmony School of Science — Sugar

Land High School, Harmony School of Political Science and Communication — Austin and
Harmony School of Nature and Athletics — Dallas;

(iii) construct a new building to house Harmony School of Innovation — Fort Worth;
(iv) pay for certain earlier cost overruns for Harmony School of Nature and Athletics — Dallas;
(v) purchase new school sites and construct new buildings to house Harmony School of Political

Science and Communication — Austin, Harmony School of Science — Sugar Land High School,
Harmony School of Business — Dallas and Harmony Science Academy — West Houston; and

(vi) purchase the existing facility for Harmony Science Academy — Dallas and Harmony School of
Innovation — Dallas.
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The Series 2011 Bonds are outstanding in the aggregate principal amount of $63,410,000. The Series 2011
Bonds are payable from payments to be made by the Borrower under two promissory notes (the “Series 2011 Notes™)
issued by the Borrower to the City of Houston Higher Education Finance Corporation and assigned to the bond trustee
for the Series 2011 Bonds as security therefor. The Series 2011 Notes are entitled to the benefit of the Master Indenture
and are secured under the Master Indenture on a parity with the Outstanding Senior Notes and any future promissory
notes issued pursuant to the Master Indenture on a parity therewith.

Series 2012 Bonds. The Borrower used the proceeds of the City of Houston Higher Education Finance
Corporation $31,350,000 Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2012A (the “Series 2012
Bonds”) to:

(1) refinance Harmony School of Ingenuity — Houston and add additional classrooms to the second
floor;
(ii) acquire a building that was leased by the Borrower for Harmony Science Academy — Beaumont and

add a new gymnasium,;

(1ii) purchase an adjacent building to Harmony School of Innovation — Houston and remodel it to create
additional classrooms and a cafeteria;

(iv) expand Harmony School of Nature and Athletics — Dallas through the addition of a new gymnasium,
parking, landscaping and the partial renovation of the existing building;

(v) expand Harmony School of Discovery — Houston by adding classrooms and a gymnasium,;
(vi) add a gymnasium, two cafeterias and seven classrooms at Harmony Science Academy — West
Houston;

(vii) landscape and add a soccer field at Harmony School of Innovation — Dallas;

(viii)  construct a fence, landscape and develop a soccer field at Harmony Science Academy — Garland;
and

(ix) refinance then-existing indebtedness incurred for the acquisition of furniture, fixtures and equipment
and for the payment of other expenses of the projects described in clauses (i) — (viii) above.

The Series 2012 Bonds are outstanding in the aggregate principal amount of $30,820,000. The Series 2012
Bonds are payable from payments to be made by the Borrower under a promissory note (the “Series 2012 Note™)
issued by the Borrower to the City of Houston Higher Education Finance Corporation and assigned to the bond trustee
for the Series 2012 Bonds as security therefor. The Series 2012 Notes are entitled to the benefit of the Master Indenture
and are secured under the Master Indenture on a parity with the Outstanding Senior Notes and any future promissory
notes issued pursuant to the Master Indenture on a parity therewith.

Series 2014 Bonds. See “PLAN OF FINANCE” in the Official Statement for additional information
regarding the Projects to be financed with the proceeds of the Bonds.

The Bonds are payable from payments to be made by the Borrower under a promissory note (the “Series
20144 Note”) to be issued by the Borrower to the City of Houston Higher Education Finance Corporation and assigned
to the bond trustee for the Bonds as security therefor. The Series 2014A Note will be entitled to the benefit of the
Master Indenture and, upon the issuance of the Bonds, will be secured under the Master Indenture on a parity with the
Outstanding Senior Notes and any future promissory notes issued pursuant to the Master Indenture on a parity
therewith.

Other Obligations Secured Under the Master Indenture.
In addition to the Master Notes relating to the bonds described above, the Borrower has issued a promissory
note in the amount of $25,000,000 (the “Bridge Note”) to evidence a bridge loan from Regions Bank (the “Bridge

Loan”). The Bridge Loan is dated April 5, 2013, has a variable interest rate and interest is payable semi-annually on
August 15 and February 15. The total amount of the bridge loan is due in a lump sum upon maturity. As of
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May 31, 2014, $9,378,327.46 was outstanding on the Bridge Note. The date of maturity is April 5, 2015. It is
anticipated that the outstanding principal amount of the Bridge Note will be paid with proceeds of the Bonds.

The Borrower has also issued a promissory note in the amount of $1.9 million (the “LIS4 Note”) to evidence
its obligations under a guaranty relating to the debt of LISA Academy (“L/SA4”), a non-profit corporation operating
charter schools in Little Rock, Arkansas. As of May 31, 2014, $1,245,000 of such debt remained outstanding. The
LISA Note is entitled to the benefit of the Master Indenture and is secured under the Master Indenture on a parity with
the Outstanding Senior Notes and any future promissory notes issued pursuant to the Master Indenture on a parity
therewith.

Finally, the Borrower has issued a promissory note outstanding in the amount of $1,025,000 (the “Equipment
Note”) the proceeds of which were used to acquire furniture and equipment. The Equipment Note bears interest at a
variable rate and is payable in 60 installments of $25,000. The maturity of such note is October 1, 2017.

Other Long-Term Debt. Excluding indebtedness being refinanced with proceeds of the Bonds (See “— The
Refinancing” herein) and in addition to indebtedness issued under and entitled to the benefit of the Master Indenture,
the Borrower has incurred additional indebtedness, not secured under the Master Indenture, including the following:

1. Unsecured note payable to a landlord. The note is dated August 1, 2012, and has a 7% interest rate,
payable in 24 installments of $18,200.05 and is outstanding in the amount of $53,969 as of May 31, 2014.
The date of maturity is August 1, 2014.

2. Note payable to a church, secured by land. The note is dated December 9, 2011, has a 5.50% interest
rate, is payable in 24 monthly installments of $9,921 and is outstanding in the amount of $19,707 as of
May 31, 2014. The date of maturity is August 1, 2014.

The Borrower has also guaranteed a 10-year lease entered into by the Read Foundation, which operates a
charter school in Memphis, Tennessee. Payments under the lease range from approximately $18,000 to $47,000 per
month, depending upon the amount of space leased (currently, the lease payments are approximately $38,000 per
month).

Future Financings. In addition to the Series 2014A Note, it is highly likely that the Borrower will issue
additional promissory notes in the future to finance additional expansion and new campus projects, subject to
compliance with its covenants in the Master Indenture. Such promissory notes may or may not be on a parity with
the Master Notes. The Borrower anticipates operating 45 charter schools by 2015-16 and anticipates opening two to
three additional schools per year thereafter.

Facilities

The following table provides information regarding the locations from which the Charter Schools currently
operate.

TABLE 2:
EXISTING/PROPOSED FACILITIES

OWN/LEASE
APPROXIMATE YEAR
(LEASE STUDENT

SQUARE FIRST
EXPIRATION Q ) CapaciTY®
FOOTAGE BUILT
DATE)

CHARTER NAME/CAMPUS NAME & ADDRESS

Harmony Science Academy (Houston)
1.Harmony Science Academy High School — Houston
9431-9441 W. Sam Houston Pkwy. S., Houston, TX
2.Harmony School of Innovation — Houston
9421 W. Sam Houston Pkwy. S., Houston, TX
3.Harmony School of Ingenuity — Houston
10555 Stella Link Rd., Houston, TX
4.Harmony Science Academy — Houston
5435 S. Braeswood Blvd., Houston, TX
5.Harmony School of Fine Arts and Technology — Houston
9115 Kirby Dr., Houston, TX

Own 35,000
Own 41,400
Own 68,000
Own 22,000

73,000




TABLE 2:

EXISTING/PROPOSED FACILITIES

CHARTER NAME/CAMPUS NAME & ADDRESS

OWN/LEASE
(LEASE
EXPIRATION
DATE)

APPROXIMATE
SQUARE
FooTAGEW

YEAR
FIRST
BUILT

STUDENT
CapraciTyD

6.Harmony School of Exploration — Houston
9303 and 9305 W. Sam Houston Parkway South,
Houston, TX

Own

78,255

1980 1,732

Harmony School of Excellence

1.Harmony School of Excellence — Houston
7340 N. Gessner Dr., Houston, TX
2.Harmony School of Excellence — Endeavor
5668 W. Little York Rd., Houston, TX
3.Harmony Science Academy — Bryan/College Station
2031 S. Texas Ave., Bryan, TX
4.Harmony Science Academy — Houston Northwest
16200 Tomball Pkwy. (SH 249), Houston, TX
5.Harmony School of Advancement High School — Houston
3171 N. Sam Houston Pkwy. W., Houston, TX
6.Harmony School of Discovery — Houston
6270 Barker Cypress Rd., Houston, TX

Lease
(7/31/2020)
Lease
(8/31/2019)

Own

Lease
(7/31/2017)

Own

Own

88,000
32,913
24,000
47,000
62,000

34,500

1,800
820
600

1,175

1,550

860

Harmony School of Science (Houston)

. Harmony School of Science — Houston
13415 W. Belfort Ave., Sugar Land, TX®
. Harmony School of Science — Sugar Land High School
13522 W. Airport Blvd., Sugar Land, TX
. Harmony Science Academy — West Houston®
22400 Grand Corner Drive, Katy, TX
. Harmony Science Academy — Beaumont®
4055 Calder Ave., Beaumont, TX

Own

Own

Own

Own

36,937
69,850
59,500

41,599

Harmony Science Academy (Waco)

1. Harmony Science Academy — Waco
1900 N. Valley Mills Dr., Waco, TX
. Harmony Science Academy — Dallas
11945-12005 Forestgate Dr., Dallas, TX
. Harmony School of Innovation — Dallas
1024 W. Rosemeade Pkwy., Carrollton, TX
. Harmony Science Academy — Garland
2302 Firewheel Pkwy., Garland, TX
. Harmony School of Innovation — Garland®
2302 Firewheel Pkwy., Garland, TX
. Harmony School of Business — Dallas
SH 190 at Frankford Rd., Dallas, TX
. Harmony Science Academy — Fort Worth
5651 Westcreek Dr., Fort Worth, TX()
. Harmony Science Academy — Grand Prairie
1102 NW 7th St., Grand Prairie, TX?
. Harmony Science Academy — Euless
701 S. Industrial Blvd., Euless, TX?
10.Harmony School of Nature and Athletics — Dallas
8120 W. Camp Wisdom Rd., Dallas, TX?
11.Harmony School of Innovation — Fort Worth
8100 South Hulen Street, Fort Worth, TX("
12.Harmony School of Innovation — Euless
701 S. Industrial Blvd., Euless, TX?

Lease
(8/30/2017)®

Own
Own
Own
Own

Own

Lease
(8/31/2016)®

Own

Lease
(8/31/2021)®

Own

Own

Lease
(8/31/2021)®

54,265
48,000
41,000
54,000
46,128
48,000
47,000
50,200
48,000
101,000
82,550

37,200

Harmony Science Academy (Austin)

1. Harmony Science Academy — Austin
930 E. Rundberg Ln., Austin, TX

2. Harmony Science Academy — North Austin
1421 Wells Branch Pkwy. W., Pflugerville, TX

Own

Lease
(8/31/2020)®

46,900

55,000




TABLE 2:
EXISTING/PROPOSED FACILITIES

OWN/LEASE
APPROXIMATE YEAR
(LEASE STUDENT

EXPIRATION SQUARE FIRST CapraciTyD
FooTAGEW BuILT
DATE)
. Harmony School of Excellence — Austin Lease
2100 E. Saint Elmo Rd., Austin, TX (8/31/2021)
. Harmony School of Innovation — Austin Lease
2124 E. Saint Elmo Rd., Austin, TX (8/31/2021)®
. Harmony School of Science — Austin Lease
11800 Stonehollow Dr., Austin, TX (8/31/2020)
. Harmony School of Political Science and Communication —
Austin Own 71,200 2011 1,400
13415 FM 620 North, Austin, TX
Harmony Science Academy (El Paso)
1. Harmony Science Academy — El Paso Lease
9405 Betel Dr., El Paso, TX (5/31/2017)
2. Harmony School of Innovation — El Paso Lease
5210 Fairbanks Dr., El Paso, TX (12/31/2015)
3. Harmony Science Academy — Lubbock(?)
1516 53" St., Lubbock, TX,
1501 52" St., Lubbock, TX, Own 53,000 1,325
1503 52" St., Lubbock, TX and
5201 Avenue P, Lubbock, TX
4. Harmony Science Academy — Odessa(!'?) Lease
2755 N. Grandview Ave., Odessa, TX (8/31/2020)
Harmony Science Academy (San Antonio)
1. Harmony Science Academy — San Antonio
8505 Lakeside Pkwy., San Antonio, TX
2. Harmony School of Innovation — San Antonio
8125 Glen Mont Dr., San Antonio, TX
3. Harmony Science Academy — Laredo(') Lease
4401 San Francisco Ave., Laredo, TX (8/31/2018)12
4. Harmony School of Innovation — Laredo Lease
616 Leal Street, Laredo, TX (6/30/2025)13
5. Harmony Science Academy — Brownsville Lease
1124 Central Blvd., Brownsville, TX(4 (8/31/2018)

CHARTER NAME/CAMPUS NAME & ADDRESS

49,966 1998 1,200
26,100 1981 800

23,350 1999 790

86,000 2,000

72,000 1,800

36,145

Own 62,000
Own 74,700
48,569
31,000

44,000

Source: The Borrower.

(" Determined assuming the completion of the Projects being financed with proceeds of the Bonds.

@ To be purchased with proceeds of the Bonds.

&) Harmony Science Academy — West Houston was transferred from the Harmony Science Academy (El Paso) charter in order to be in better
geographic alignment.

*) Harmony Science Academy — Beaumont was transferred from the Harmony Science Academy (Houston) charter in order to be in better
geographic alignment.

®) Two five year extensions are available at increased rates.

) The Borrower will need to issue additional Debt in order to complete Harmony School of Innovation — Garland.

() The Borrower agreed to transfer Harmony Science Academy — Fort Worth, Harmony Science Academy — Grand Prairie, Harmony Science
Academy — Euless, Harmony School of Nature and Athletics — Dallas, Harmony School of Innovation — Fort Worth and Harmony School of
Innovation — Euless from the Harmony Science Academy (Fort Worth) charter to the Harmony Science Academy (Waco) charter in order to
obtain the approval of the TEA to the guarantee of the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State
of Texas. The Harmony Science Academy (Fort Worth) charter was subsequently returned to the TEA.

®) One five year extension is available at prevailing market rates.

® Two five year extensions are available at prevailing market rates.

(10) The Borrower agreed to transfer Harmony Science Academy — Lubbock and Harmony Science Academy — Odessa from the Harmony Science
Academy (Lubbock) charter to the Harmony Science Academy (El Paso) charter in order to obtain the approval of the TEA to the guarantee of
the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Lubbock)
charter was subsequently returned to the TEA.

(1) Harmony Science Academy — Laredo was transferred from the Harmony Science Academy (Laredo) charter to the Harmony Science Academy
(San Antonio) charter in order to increase financial efficiency by consolidating some positions and improving cash flow restrictions. The
Harmony Science Academy (Laredo) charter was subsequently returned to the TEA.

(2) One five year extension is available at the prior year’s rates.
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(3) Two ten year extensions are available at a “capped” fair market rental rate.

(1% The Borrower agreed to transfer Harmony Science Academy — Brownsville from the Harmony Science Academy (Brownsville) charter to the
Harmony Science Academy (San Antonio) charter in order to obtain the approval of the TEA to the guarantee of the Bonds under the Bond
Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Brownsville) charter was
subsequently returned to the TEA.

The Projects

The proceeds of the Bonds will be used to finance or refinance the Projects described below and to pay the
costs of issuance of the Bonds.

TABLE 3:
ESTIMATED PROJECT COSTS®

2014A
CAMPUS RELATED PROJECT DESCRIPTION
Costs?)

Conversion of a leased warehouse

to a new school
Harmony Science Academy — Austin $5,500,000 Expand current school building
Harmony School of Innovation— Garland $3,000,000 Build new school building on owned property
Harmony School of Innovation — Dallas $7,500,000 Build new school building on owned property
Harmony School of Innovation — Fort Worth $6,000,000 Expand current school building

Harmony School of Innovation — Austin $2,200,000

Harmony School of Nature and Athletics — Dallas ~ $1,500,000 Addition of a new gymnasium

Harmony School of Exploration — Houston $2,500,000 Renovate existing owned building
Harmony School of Science — Houston $5,400,000 Acquire the existing leased facility
Miscellancous Projects $9.031,117 Capital improvement§, ﬁJrnitufe and equipment
for multiple locations
Subtotal to be Financed $42,631,117®
Acquire and renovate properties, fund capital
Bank Loan Refinancing $7,575,811 improvements, furniture and equipment at multiple
locations

Total $50,206,928

Source: The Borrower.
() Preliminary, based upon current construction estimates.
@ To be funded with $32 million of Bond proceeds plus prior draws of $10,631,115 on the Bridge Loan.

The Refinancing

As reflected in Table 3 above, proceeds of the Bonds will be used to refinance two existing bank loans and
the outstanding amount of the Bridge Loan in the amount of approximately $18,206,926.

The Refunding

Proceeds of the Series 2014A Bonds will be used to refund the Texas Public Finance Authority Charter
School Finance Corporation’s Education Revenue Bonds (Cosmos Foundation), Series 2007A outstanding in the
aggregate principal amount of $26,700,000 and the La Vernia Higher Education Finance Corporation’s Education
Revenue Bonds (Cosmos Foundation), Series 2008 A outstanding in the aggregate principal amount of $29,190,000.
See “PLAN OF FINANCE?” in the forepart to this Official Statement.

Project Construction
General

The Borrower employs a construction staff of five professionals for the purpose of overseeing the
development of its construction projects. Generally, the Borrower’s construction staff is responsible for architectural
design and management of its construction projects. The Borrower does not anticipate entering into fixed-price
construction contracts with respect to the Projects. Rather, the Borrower assumes the risk of completing the Projects
on budget. The Borrower has been advised by its outside architect that the proceeds of the Bonds, together with
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available funds available to the Borrower, will be sufficient for the completion of the Projects. If the proceeds are not
sufficient, the Borrower may not be able to complete the Projects in a timely fashion or at all, which could adversely
affect the ability of the Borrower to generate sufficient revenues to pay debt service on the Bonds. Additionally,
restrictions on the incurrence of additional Debt contained in the Master Indenture could limit the ability of the
Borrower to incur additional Debt in order to complete the Projects in the event of a shortfall in the proceeds of the
Bonds.

Construction Process

Generally, after initial designs are completed by the in-house construction staff, the Borrower contracts with
an outside architect to draft final plans and assist with the construction process. After that, legal notices are published
in the local newspaper announcing that the Borrower is seeking bids for the construction projects. The notices are
published for a two-week period. Over the following two-week period after the notices have been published, the
Borrower receives sealed bids for the contracts. The bids are then opened in public (and usually in front of a number
of bidders) and tabulated. The Borrower then, with the assistance of its independent architect, selects the lowest
responsible bid.

Charter Contracts
General

The Charter Schools operate or will operate pursuant to seven open-enrollment charter contracts between the
Borrower and the Texas State Board of Education (the “State Board of Education”) under Chapter 12 of the Texas
Education Code, Section 12.001 et seq. (the “Charter Schools Act”). The Charter Schools Act provides for the creation
of charter schools in order to improve student learning, to increase the choice of learning opportunities within the
public school system, to create professional opportunities that will attract new teachers to the public school system, to
establish a new form of accountability for public schools and to encourage different and innovative learning methods.
The Charter Schools Act provides for three kinds of charter contracts: home-rule school district charters, campus or
campus programs charters, and open-enrollment charters. See “APPENDIX A — SUMMARY OF CERTAIN
PROVISIONS OF TEXAS CHARTER SCHOOL LAW — GENERAL.” A charter contract governs such matters
as the recipient’s authority to operate, student admissions and performance, financial management, and governance
and operations. The term of an open-enrollment charter contract is not specifically provided under State law, and
there is no formal annual review process. The current practice of the Texas Education Agency (the “TEA”) is to grant
open-enrollment charters for a five-year period and then to renew such charters for additional ten-year periods. At the
end of each charter contract, each charter holder is required to submit a charter renewal application to the TEA. Charter
schools are required to provide periodic reports to the TEA, including financial data, an annual governance report, and
an annual financial audit report. Additionally, charter schools must report enrollment data to TEA every six weeks.
If any such reports are missing or not satisfactory, the TEA may follow up with additional questions.

In the second quarter of 2014, the Borrower applied to the TEA for the Bonds to be guaranteed under the
Bond Guarantee Program of the Permanent School Fund of the State of Texas. The TEA declined the request for
guarantee because the Borrower operated one charter district, Harmony Science Academy (Lubbock), which failed to
meet standard under the State’s academic accountability ratings. In subsequent discussions, the TEA agreed to
approve the Bonds for the Bond Guarantee Program of the Permanent School Fund of the State of Texas if the
Borrower agreed to return three of its charter districts and consolidate the charter schools under such districts into
other existing charter districts of the Borrower. The Borrower agreed to return such charter districts effective
July 1, 2014. The description of the Borrower, the charter districts and the Charter Schools described herein reflect
the structure of the Borrower, the charter districts and the Charter Schools after the effectiveness of the return of the
three charter districts.

The table following contains information regarding each of the Borrower’s charters, the current expiration
dates and the current accountability ratings.



TABLE 4:
CHARTER INFORMATION

CHARTER ORIGINAL CURRENT
2012-13
GRANTED/ CHARTER CHARTER
CHARTER NAME/CAMPUS NAME ACCOUNTABILITY
CaMPUS  EXPIRATION EXPIRATION
RATING
OPENED DATE DATE
Harmony Science Academy (Houston) (101-846) 05/19/00 07/31/05 7/31/15 Met Standard
1. Harmony Science Academy High School — Houston 2000-01 Met Standard
2. Harmony School of Innovation — Houston 2005-06 Met Standard
3. Harmony School of Ingenuity — Houston 2009-10 Met Standard
4. Harmony Science Academy — Houston 2010-11 Met Standard
5. Harmony School of Fine Arts and Technology — 2010-11 Mot Standard
Houston

6. Harmony School of Exploration — Houston 2013-14 N/A
Harmony School of Excellence (101-858) 02/01/06 07/31/10 7/31/20 Met Standard
1. Harmony School of Excellence — Houston 200607 Met Standard
2. Harmony School of Excellence — Endeavor 2009-10 Met Standard
3. Harmony Science Academy — Bryan/College Station 2007-08 Met Standard
4. Harmony Science Academy — Houston Northwest 200607 Met Standard
5. Harmony School of Advancement High School — 2010-11 Met Standard
Houston

6. Harmony School of Discovery — Houston 2010-11 Met Standard
Harmony School of Science — Houston (101-862) 04/25/08 07/31/13 7/31/23 Met Standard
1. Harmony School of Science — Houston 2008-09 Met Standard
éc hgéilrmony School of Science — Sugar Land High 201112 Met Standard
3. Harmony Science Academy — West Houston! 2011-12 Met Standard
4. Harmony Science Academy — Beaumont® 2007-08 Met Standard
Harmony Science Academy (Waco) (161-807) 02/26/07 07/31/11 7/31/21 Met Standard
Harmony Science Academy — Waco 2007-08 Met Standard
Harmony Science Academy — Dallas 2007-08 Met Standard
Harmony School of Innovation — Dallas 2009-10 Met Standard
Harmony Science Academy — Garland 2010-11 Met Standard
Harmony School of Innovation — Garland 2014-15 N/A
Harmony School of Business — Dallas 2012-13 Met Standard
Harmony Science Academy — Fort Worth® 200607 Met Standard
Harmony Science Academy — Grand Prairie®® 2008-09 Met Standard
9. Harmony Science Academy — Euless® 2009-10 Met Standard
10. Harmony School of Nature and Athletics — Dallas®® 2010-11 Met Standard
11. Harmony School of Innovation — Fort Worth® 2012-13 Met Standard
12. Harmony School of Innovation — Euless®® 2013-14 Met Standard
Harmony Science Academy (Austin) (227-816) 05/19/00 07/31/05 7/31/15 Met Standard
. Harmony Science Academy — Austin 2000-01 Met Standard
. Harmony Science Academy — North Austin 2008-09 Met Standard
. Harmony School of Excellence — Austin 2009-10 Met Standard
. Harmony School of Innovation — Austin 2014-15 N/A
. Harmony School of Science — Austin 200607 Met Standard
. Harmony.Scl'lool ofPol'mcal Science and 2011-12 Mot Standard
Communication — Austin
Harmony Science Academy (EIl Paso) (071-806) 02/01/06 07/31/10 7/31/20 Met Standard
1. Harmony Science Academy — El Paso 200607 Met Standard
. Harmony School of Innovation — El Paso 2009-10 Met Standard

2
3. Harmony Science Academy — Lubbock® 2007-08 Improvement
4

XA NER W=

Required
. Harmony Science Academy — Odessa® 201011 Met Standard




TABLE 4:
CHARTER INFORMATION

CHARTER ORIGINAL CURRENT
2012-13
GRANTED/ CHARTER CHARTER
CHARTER NAME/CAMPUS NAME ACCOUNTABILITY
CAaMPUS  EXPIRATION EXPIRATION
RATING
OPENED DATE DATE
Harmony Science Academy (San Antonio) (015-828) 02/01/06 07/31/10 7/31/20 Met Standard
Harmony Science Academy — San Antonio 200607 Met Standard
Harmony School of Innovation — San Antonio 2010-11 Met Standard
Harmony Science Academy — Laredo® 2008-09 Met Standard
Harmony School of Innovation — Laredo 2014-15 N/A
Harmony Science Academy — Brownsville® 2008-09 Met Standard

Source: The Borrower.

(M Harmony Science Academy — West Houston was transferred from the Harmony Science Academy (EI Paso) charter in order to be in better
geographic alignment.

@ Harmony Science Academy — Beaumont was transferred from the Harmony Science Academy (Houston) charter in order to be in better
geographic alignment.

®) The Borrower agreed to transfer Harmony Science Academy — Fort Worth, Harmony Science Academy — Grand Prairie, Harmony Science
Academy — Euless, Harmony School of Nature and Athletics — Dallas, Harmony School of Innovation — Fort Worth and Harmony School of
Innovation — Euless from the Harmony Science Academy (Fort Worth) charter to the Harmony Science Academy (Waco) charter in order to
obtain the approval of the TEA to the guarantee of the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State of
Texas. The Harmony Science Academy (Fort Worth) charter was subsequently returned to the TEA.

®) The Borrower agreed to transfer Harmony Science Academy — Lubbock and Harmony Science Academy — Odessa from the Harmony Science
Academy (Lubbock) charter to the Harmony Science Academy (El Paso) charter in order to obtain the approval of the TEA to the guarantee of
the Bonds under the Bond Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Lubbock)
charter was subsequently returned to the TEA.

®) Harmony Science Academy — Laredo was transferred from the Harmony Science Academy (Laredo) charter to the Harmony Science Academy
(San Antonio) charter in order to increase financial efficiency by consolidating some positions and improving cash flow restrictions. The
Harmony Science Academy (Laredo) charter was subsequently returned to the TEA.

) The Borrower agreed to transfer Harmony Science Academy — Brownsville from the Harmony Science Academy (Brownsville) charter to the
Harmony Science Academy (San Antonio) charter in order to obtain the approval of the TEA to the guarantee of the Bonds under the Bond
Guarantee Program of the Permanent School Fund of the State of Texas. The Harmony Science Academy (Brownsville) charter was subsequently
returned to the TEA.

The Borrower was granted its initial open-enrollment charter from the TEA to operate its initial school as an
open-enrollment charter school on May 19, 2000. The Borrower currently holds seven open-enrollment charters from
the TEA. Once the Projects are complete, the Borrower will have the capacity to accommodate up to 53,493 students
(although the charters currently limit the total number of students to 50,400 students).

Revocation, Nonrenewal, Modification of Governance and Automatic Revocation

Under the Charter Schools Act and the terms of the Borrower’s charter contract, the Commissioner of
Education (the “Commissioner”) shall revoke the charter of, or modify the governance of the holder of a charter of an
open-enrollment charter school, or reconstitute the governing body of the charter holder, if the Commissioner
determines that the charter holder:

(1) committed a material violation of the charter, including failure to satisfy accountability provisions
prescribed by the charter;

(i1) failed to satisfy generally accepted accounting standards of fiscal management;
(ii1) failed to protect the health, safety, or welfare of the students enrolled at the school,;
(iv) failed to comply with any applicable law or rule;

(v) failed to satisfy the performance framework standards adopted under Section 12.1181 of the Texas
Education Code; or

(vi) is imminently insolvent as determined by the Commissioner in accordance with Commissioner rule.



Any action (described above) that the Commissioner takes must be based on the best interest of the open-
enrollment charter school’s students, the severity of the violation, any previous violation the school has committed
and the accreditation status of the school. If the Commissioner takes such action, the open-enrollment charter school
may not receive funding and may not resume operating until a determination is made that:

(1) despite initial evidence, the conditions at the school do not present a danger of material harm to the
health, safety, or welfare of students, or

(i1) the conditions at the school that presented a danger of material harm to the health, safety, or welfare
of students have been corrected.

Not later than the third business day after the date the Commissioner takes action, the Commissioner must
provide the school an opportunity for a hearing, after which the Commissioner must take action or cease any temporary
sanctions. Texas law provides that relevant provisions of the Texas Government Code do not apply to a hearing
related to a revocation or modification of governance of an open-enrollment charter school. A decision by the
Commissioner to revoke a charter is however, subject to review by the State Office of Administrative Hearings.
Subject to Chapter 2001, Government Code, the administrative law judge shall uphold a decision by the Commissioner
to revoke a charter unless the judge finds the decision is arbitrary and capricious or clearly erroneous; and a decision
of the administrative law judge under this subsection is final and may not be appealed. If the Commissioner revokes
the charter of an open-enrollment charter school, the Commissioner may manage the school until alternative
arrangements are made for the school’s students; and assign operation of one or more campuses formerly operated by
the charter holder who held the revoked charter to a different charter holder who consents to the assignment. For
additional information, see “APPENDIX A - SUMMARY OF CERTAIN PROVISIONS OF TEXAS CHARTER
SCHOOL LAW - GENERAL — CHARTER REVISION, REVOCATION AND NON-RENEWAL.”

In addition, Texas law requires that if a charter holder has failed to meet academic or financial accountability
ratings for any three of the five preceding school years, the charter is required to be revoked. Harmony Science
Academy (Lubbock), as a district, had an accountability rating in 2013 of “Improvement Required.” However, the
charter schools under such district were transferred to Harmony Science Academy (El Paso) district and the Harmony
Science Academy (Lubbock) district was returned to the TEA.

Board of Directors

The Borrower operates as a nonprofit corporation under the Texas Business Organizations Code. The
Borrower is governed by applicable law and its articles of incorporation and bylaws. The Borrower is governed by a
6-member Board of Directors. Board members are recruited among volunteers who participate in activities of the
Borrower and its Charter Schools and who share goals and objectives with the Borrower (i.e., to establish and provide
state-of-the-art math, science, and technology education). Identification and recruitment of new board members is a
long-term process requiring a step-by-step approach. One of the Borrower’s goals regarding board membership and
diversity is to build a team around the Borrower’s core values rather than around the unpredictable results of political
elections or friendship. Currently, there is no set term for board members. Board members also serve on the
Borrower’s Membership Committee, Nominating Committee and Program Committee.

Dr. Oner U. Celepcikay is the President of the Board of Directors of the Borrower. He received his Ph.D.
in Computer Science at University of Houston in 2009 and his M.S. Degree in Computer Science at the University of
Houston in 2003. He received his Bachelor’s Degree in Electrical Engineering in 1997 from Istanbul University. Dr.
Celepcikay serves on the faculty at the University of Phoenix Business Information System Department and works as
a web application developer. Prior to that, he served as an Information Technology Consultant with the Borrower and
a Program Director and instructor for North American College. Before joining North American College, Dr.
Celepcikay worked at the University of Houston Educational Technology Outreach Department from 2000 to 2007 as
a graduate technology assistant. He has published a number of papers in his research fields including cluster analysis,
multivariate statistical analysis, regional regression analysis and spatial data mining. Dr. Celepcikay is a member of
the Institute of Electrical and Electronics Engineers.

Ms. Ellen A. MacDonald is a Vice President of the Board of Directors of the Borrower. Ms. MacDonald is
the Executive Director/CEO of the Senior Guidance Directory. It is a Caregiving Handbook, available free to elders
and their caregivers and it provides a comprehensive listing of resources and services that can help improve the lives
of seniors and their caregivers as they strive to resolve their health, lifestyle and safety issues.




She has also previously served as program manager for care consultation and support groups at the Houston
and Southeast Texas Chapter of the Alzheimer’s Association and as Vice President for Health Services at Sheltering
Arms Senior Services in Houston.

In 1999, Ms. MacDonald retired from the University of Texas at Houston, School of Nursing, where she
served in a number of important roles, including Division Head for Gerontology in the Department of Systems and
Technology at the UT-Houston School of Nursing and Associate Director for Community Affairs and Operations at
the UT-Houston Center on Aging.

She received her bachelor’s degree in History from Houghton College and her Master’s Degree in Nursing
from Case Western Reserve University.

Mr. Cengizhan Keskin is the Secretary of the Board of Directors of the Borrower. Mr. Keskin is a petroleum
engineer and senior flow assurance consultant for SPT Group, a global provider of technology solutions and personnel
for the oil production industry. Prior to that, Mr. Keskin was employed as a flow assurance specialist at Schlumberger
Technology Corporation in Houston. He holds a Master of Engineering degree in Petroleum Engineering from the
University of Tulsa where he also worked as a research assistant for the University of Tulsa Fluid Flow Projects. He
received his M.Sc. and B.Sc. degrees in petroleum and natural gas engineering from Middle East Technical University
in Ankara, Turkey. He has a number of publications in peer reviewed journals on multiphase flow and thermal
analysis. He has also been involved in several high school and middle school science fairs as a judge on science and
engineering.

Dr. Mustafa A. Atik is the Treasurer of the Board of Directors of the Borrower. Dr. Atik is a physician who
has worked at Baylor College of Medicine as a researcher from 2005 to the present. Dr. Atik received his
undergraduate degree from Hacettepe University School of Medicine in 1985. Following his graduation, he worked
at Anayurt Medical Center in Afyon, Turkey for two years. He completed his residency in the field of Pulmonary
Medicine at Ataturk Chest Diseases and Thoracic Surgery Center in Ankara, Turkey. Between 1992 and 1993, Dr.
Atik worked as Pulmonary Medicine Specialist for the Ministry of Health in Turkey. From 1993 to 1999, he worked
as a pulmonologist at Konya Exemplary Hospital and from 1999-2001 he was the Deputy Director of Konya
Exemplary Hospital. In 2001, Dr. Atik moved to the United States and established a business in Houston, Texas. In
2005, he was hired as a Medical Researcher by Baylor College of Medicine.

Mr. Homer Stewart is the Second Vice President of the Board of Directors. Mr. Stewart is an electronic
engineering technologist, a certified teacher in the state of Texas, and a curriculum development specialist and trainer.
During his career he has served in the Fort Bend Independent School District, and as a faculty member at the Houston
Community College Northeast Campus. Currently, Mr. Stewart is employed at Subsea Solutions. LLC, where he
develops service curricular for subsea well equipment and subsea control systems targeting training of well
completion, petroleum, and subsea engineers. Mr. Stewart’s interest is empowering students by correlating critical-
thinking academic skills with the hands-on implementation, integration, and translation of academic skills and
activities to real world applications. Mr. Stewart serves as an advisory member on several committees in the cities of
Houston and Sugar Land.

Dr. Kamil Sarac is a member of the Board of Directors. Dr. Sarac is an Associate Professor in the
Department of Computer Science at The University of Texas at Dallas and Director of Education at the Cyber Security
Research and Education Institute. Prior to that, he served as an Assistant Professor in the Department of Computer
Science at the University of Texas at Dallas from 2002 to 2009. His research interests include computer networks and
protocols, network security, network and service monitoring and internet measurements, overlay networks and their
use in network security. Dr. Sarac obtained his PhD in computer science and his M.S. in Computer Science at the
University of California at Santa Barbara in 2002. He obtained a B.S in Computer Engineering from Middle East
Technical University in Ankara, Turkey,

Advisory Board of Governance

In addition to the Board of Directors, the Borrower has an Advisory Board of Governance (the “Advisory
Board”). The Advisory Board was established to (a) support the Charter Schools; (b) plan school-community
initiatives; (c) identify ways to learn from innovators in other sectors; (d) identify ways to improve communication,
cooperation, and the exchange of ideas; (e) support ways to drive innovation in public education; (f) bring community
leaders and the Charter Schools together in a spirit of cooperation to improve academic achievement and school wide
endeavors; (g) serve as ambassadors for the Charter Schools by clearly articulating the school’s mission,
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accomplishments and goals to the community and by garnering support from key leaders of the community; and (h) to
recommend activities or programs that generate greater cooperation between the community and the Charter Schools.

The table below sets out the current members of the Advisory Board of Governance, their occupation and the
duration of their term.

Name
Dr. Marshall Schott

Charles Gardner
Charles C. Foster
Dr. Alma Allen
Dr. Soner Tarim
Dr. Bill Flores

D’ Artagnan Bebel
Dr. John Harper

Julie Norton

Dr. Ozgur Ozer

Dr. Larry Spears
Zekeriya Yuksel
Dr. Mark Smith

Brittane Lewis
Dr. Robert Capraro
Dr. Robert LeBlanc

Occupation

Associate Vice Chancellor, Academic
Affairs

Managing Director

Attorney, Co-Chairman

State Representative

Chief Executive Officer and Superintendent
President

Vice President and General Manager
Adjunct Professor of Accounting and
Consultant

Director of Communications

Chief Academic Officer

Director of Urban Center

Chief Personnel Officer

Dean, College of Natural Sciences and
Mathematics

Community Specialist

Co-Director, Aggie STEM Center
Associate Professor and Dean of the School

Organization
Lone Star College

The Lamar Family Trust

FosterQuan, LLP

Texas House of Representatives
Harmony Public Schools

University of Houston — Downtown

Fox 26 KRIV-TV and My 20 KTXH-TX
Texas A&M University at Commerce

Harmony Public Schools

Harmony Public Schools
University of Houston — Downtown
Harmony Public Schools
University of Houston

Harmony Public Schools
Texas A&M University
University of St. Thomas

of Education

Dr. John Galiotos Dean of Energy and Manufacturing Institute ~ Lone Star College

Senior Leadership and Succession Planning

Each of the Borrower’s Charter Schools is led by a Principal, who reports to a Cluster Superintendent. The
Charter Schools are organized into eight “clusters,” and each of the eight Cluster Superintendents report to the
Superintendent of Schools. Listed below are members of the Borrower’s senior leadership, along with a brief
description of the responsibilities of their respective positions and biographical information pertaining to each.

Mr. Soner Tarim, Ph.D., Superintendent of Schools — Dr. Tarim is the Superintendent of Schools of the
Borrower. Dr. Tarim received his Ph.D. from Texas A&M University in College Station, Texas. He is a trained
biologist and ecologist. He has taught many courses in the field of biology, ecology, management, general science,
and physical education at the high school, college, and graduate levels. He has organized symposiums and science
projects for college professionals and high school students. He developed and directed successful after-school
programs at a private high school where he was awarded teacher of the year. Dr. Tarim is qualified to provide services
for charter schools in all areas of education including school law, school finance, and safety issues as he established
or helped to establish several non-profit organizations that are sponsoring entities for successful charter schools in
several states including Texas, Oklahoma, Missouri, Louisiana, Arkansas and the District of Columbia. Dr. Tarim
wrote and was awarded over a dozen charter school applications and start up grants for many non-profit organizations
in several states. Moreover, he has held positions at every level in a school setting. Due to his experience in charter
school establishment, he is familiar with federal and state charter school laws, accountability requirements, open
meeting acts, and requirements relating to charter and public school operations. Dr. Tarim has published various peer
reviewed articles, policies, procedures, and guidelines for charter schools in the areas of admission, English as a second
language, governance, and human resources. Dr. Tarim is a certified school board member and school administrator
trainer. He has also served as a board member representing over fifty (50) charter schools at the Region 4 Education
Service Center in Houston, Texas.

Mr. Yalcin Akyildiz, Associate Superintendent and CFO — Mr. Akyildiz is the Associate Superintendent
and Chief Financial Officer of the Borrower. As Chief Financial Officer, Mr. Akyildiz is responsible for all aspects
of financial management of the Borrower. Mr. Akyildiz received his M.Ed. from University of Oklahoma in
Mathematics Education and another M.Ed. from The University of Texas at Tyler in School Administration. Mr.
Akyildiz has a B.S. degree in Mathematics. Mr. Akyildiz holds his superintendent certification as well as a non-profit
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finance certificate from Rice University. Mr. Akyildiz has seventeen years of experience in education, fourteen of
which is in charter school leadership. Prior to his current position, Mr. Akyildiz was the area superintendent
overseeing the greater Houston area campuses of the Borrower. Prior to that, Mr. Akyildiz was the Superintendent of
a charter school in Oklahoma. Under his leadership, the Oklahoma charter school received the highest academic
ratings and many awards from the state.

Dr. Ozgur Ozer, EdD, Associate Superintendent and CAO — Dr. Ozer has worked as the Borrower’s
Associate Superintendent and Chief Academic Officer since June 2012. He is responsible for overseeing academic
activities, including curriculum development and implementation, assessment and accountability, high school
programs, professional development, and special education services for all the campuses of Harmony Public
Schools. Dr. Ozer began his teaching career as a science teacher at the first Harmony campus in 2000. He served in
various capacities as a science fair coordinator, gifted and talented director, counselor, and assistant principal. In 2005,
he was appointed as the first elementary school principal of the system. Dr. Ozer worked on various charter proposals,
grants, policies, procedures, and guidelines on curriculum, charter school governance, and operations. He is the
judging director for I-SWEEEP, an international science Olympiad held in Houston since 2008. Between 2007 and
2012, Dr. Ozer worked in North American University as faculty, director of enrollment management, and director of
continuing education. Dr. Ozer holds a B.S. degree in Physics. He received his M. Ed. and Ed. D. degrees in
Curriculum and Instruction from the University of Houston’s College of Education. He is a state certified charter
school board trainer.

Mr. Erdal Caglar, Associate Superintendent and Chief Operating Officer — Mr. Caglar has been working
as the Borrower’s Associate Superintendent and Chief Operating Officer since June 2011. He is responsible for the
following items: incorporate procedures and regulations to manage charter operations and apply policies adopted by
the Board; ensure that the charter facilities are maintained and that provisions are made for the safety of students,
employees, and other users of charter facilities; work with Cluster Superintendents and Principals to coordinate and
supervise student enrollment process; produce and apply open communication between the charter, the parents, and
the community; work with Cluster Superintendents and Principals on daily operations; work with Cluster
Superintendents and Principals on School Facility Expansion and Planning; verify the use of technology in the
instructional process; and work with Cluster Superintendents and Principals on data management and reporting.

Mr. Caglar’s career in education began as a Math teacher and then as assistant principal for four years at a
private school. In May 2000, Mr. Caglar began working as a Math teacher at Harmony Science Academy in Houston.
At Harmony, Mr. Caglar taught middle/high school Math courses. In 2002, he was promoted to Assistant Principal.
During 2004 and 2008, he worked as assistant principal at Harmony Science Academy in Dallas. In 2008, Mr. Caglar
moved to Austin to be the principal of Harmony Science Academy-North Austin. Mr. Caglar holds a B.S. degree in
Math Education and a Masters Degree in Educational Leadership. He is currently working towards his doctorate
degree in Educational Leadership and Administrative Program from Lamar University.

Succession Planning — The Borrower maintains a succession plan for every executive position (i.e., the
Superintendent, Chief Financial Officer, Chief Academic Officer, Chief Operating Officer, Human Resource Director,
each Cluster Superintendent, and each Principal). Each executive works closely with several other employees in
his/her division and provides mentoring to prepare others to fill his/her position in the future. The Borrower has
consistently used this process of mentoring and advancement to fill vacant leadership positions. For example, both
the Chief Financial Officer and Chief Academic Officer work closely with the Superintendent, are consulted for input
on many important decisions, and make executive decisions when the Superintendent is not available.

Employees
General

The following table provides information regarding the number of professional staff and faculty that the
Borrower employed as of the first day of the school year for the years set forth below.

B-20



TABLE 5:
PROFESSIONAL STAFF AND FACULTY

FACULTY & STAFF 2010-11 2011-12 2013-14

Teachers 1,186 1,441 1,756
Administration (Leadership) 254 345 281M

Central Administration 63 81 105
Total 1,503 1,867 2,142

FACULTY 2010-11 2011-12 2013-14

Beginning Teachers 377 420 577

1-5 Years Experience 719 969 1,058

6-10 Years Experience 62 35 94
Over 10 Years Experience 28 17 27

Number of Students Per Teacher

Source: The Borrower.
(M Previous year’s administration numbers included all administrative positions. For 2013-14, the number includes only leadership positions.

Labor Relations

All of the Borrower’s teachers, support staff and other employees are at-will employees of the Borrower and
are held to high standards. The Borrower believes that the faculty, administration and the Board of Directors have a
strong and collaborative working relationship. The Borrower had an approximately 82% teacher retention rate
between the 2012—13 and 2013—14 school years. The Borrower considers relations with its teachers to be very good.

Enrollment

Enrollment in the Charter Schools is open to all State residents subject to compliance with State law, which
prohibits discrimination in admission policy on the basis of sex, national origin, ethnicity, religion, disability,
academic, artistic, or athletic ability, or the district the applicant would otherwise attend. State law requires that open-
enrollment charter schools, such as the Charter Schools, must (i) require applicants to complete and submit an
application not later than a reasonable deadline established by the school, and (ii) upon receipt of more acceptable
applications for admission than available positions in the school, fill the available positions either by lottery, or if the
school has published a notice of the opportunity to apply the school may fill available positions in the order in which
applications were received before the application deadline. See “APPENDIX A — SUMMARY OF CERTAIN
PROVISIONS OF TEXAS CHARTER SCHOOL LAW - GENERAL - ADMISSION AND EVALUATION —
Admission.”

Under its general admissions policies, the Borrower accepts applications year round, on a school-by-school
basis. Any student who lives in the area of a Charter School and who submits a timely application may attend such
Charter School. If the number of applications exceeds such Charter School’s capacity, applicants are selected through
a lottery process.

The following table sets forth data provided by the Borrower regarding each Charter School’s historical and
projected enrollment. For 2014—15 and thereafter, data presented represents projected enrollment as estimated by the
Borrower, and is subject to the general qualifications and limitations described under “INTRODUCTION -
Forward-Looking Statements” in the Official Statement. The table includes projected information for the
Borrower’s currently existing campuses and planned campuses.
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HISTORICAL AND FUTURE PROJECTED ENROLLMENT

TABLE 6:

HISTORICAL PROJECTED
Grade | 2010-110 | 2011-1200 | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K - - - - - - - -
1 - - _ _ - _ - _
2 - - _ _ - _ - _
3 - - _ _ - _ - _
. 4 - - - - - - - -
Harmony Science 5 — — — — — — — —
Academy High 6 — — — — — — — —
School — Houston 7 — — — — — — — —
(101-846) ! — - < — — — — —
9 145 157 147 144 156 156 182 182
10 127 156 165 134 130 156 156 182
1 76 103 151 142 156 130 156 156
12 28 66 83 137 156 156 130 156
Grade | 2010-110 | 2011-120 | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 46 47 48 — — — — —
1 49 69 53 — — — — —
2 46 70 70 — — — — —
3 49 73 76 — — — — —
4 76 56 77 109
Harmony S.chool 5 74 79 54 118
of II“{'(‘)‘:IV;‘:I‘I’“ - 6 84 102 109 158 208 130 208 208
(101-840) 7 81 82 106 109 208 208 156 208
8 81 — — 108 130 208 208 156
9 - - _ _ - _ - _
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-110 | 2011-120 | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 48 26 28 — — — — —
1 44 56 51 — — — — —
2 54 54 55 — — — — —
3 69 52 69 56 — — — —
4 51 71 51 51 52 — — —
Harmony School 50 54 78 53 52 52 — —
of Iﬁlgﬁlsltu;;y - 6 74 78 80 102 52 52 78 104
(101-846) 7 7 73 70 85 78 52 52 78
8 21 76 77 79 78 78 52 52
9 15 25 52 105 104 156 156 130
10 — 14 19 58 130 104 156 156
11 — — 10 16 52 130 104 156
12 — — — g 26 52 130 104
Grade | 2010-110 | 2011-120 | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 24 25 25 23 52 52 78 78
1 24 26 25 29 26 52 52 78
2 23 26 26 27 26 26 52 52
3 24 25 26 26 26 26 26 52
] 4 25 25 47 29 26 26 26 26
Harmony Science 5 24 27 52 52 26 26 26 26
Aﬁ’:}‘l‘;‘t‘(‘){; 6 55 51 51 52 52 26 26 26
(101-840) 7 65 49 51 55 52 52 26 26
8 72 65 51 55 52 52 52 26
9 - - _ _ - _ - _
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
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Grade | 2010-1170 | 2011-120 | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 50 54 28 25 52 78 104 104
1 50 79 59 51 26 52 78 104
2 51 78 85 100 52 26 52 78
3 50 79 111 77 104 52 26 52
Harmony School 4 47 81 86 104 78 104 52 26
of Fine Arts and 5 51 71 84 77 104 78 104 52
Technology — 6 53 80 103 79 78 104 78 104
Houston 7 32 55 79 84 78 78 104 78
(101-846) 8 23 26 52 63 78 78 78 104
9 — — 26 — — — — —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-1170 | 2011-120 | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K — — — 104 104 104 104 104
1 — — — 80 104 104 104 104
2 — — — 83 104 104 104 104
3 — — — 83 104 104 104 104
4 — — — — 104 104 104 104
Harmony School 5 — — — — 104 104 104 104
of Exploration—
Houston 6 — — — — — — — —
(101-846) ; — — — — — — — —
9 _ _ _ _ _ _ _ —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-1170 | 2011-12® | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 53 52 81 81 104 104 130 156
1 74 81 81 81 78 104 104 130
2 75 82 84 81 78 78 104 104
3 73 92 112 109 78 78 78 104
4 76 101 113 109 104 78 78 78
Harmony School ™35 100 102 115 109 104 104 78 78
of ﬁxce'tle“(ﬁf - 6 102 119 115 115 104 104 104 78
(100“;’_;5“8) 7 102 104 115 108 104 104 104 104
8 98 81 105 110 104 104 104 104
9 _ _ _ _ _ _ _ —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-1170 | 2011-120 | 2012-130 | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 41 64 57 67 52 52 52 78
1 46 76 49 54 78 78 52 52
2 63 54 73 52 52 78 78 52
3 45 74 50 75 52 52 78 78
Harmony School 4 51 51 74 54 78 52 52 78
of Excellence — 5 64 52 56 77 52 78 52 52
Endeavor 6 66 75 51 54 78 52 78 52
(101-858) 7 48 61 75 54 52 78 52 78
8 20 46 54 78 52 52 78 52
9 _ _ _ _ _ _ _ —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
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Grade | 2010-11® [ 2011-120 | 2012-13® | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 21 24 51 48 26 26 26 56
1 25 33 25 47 52 26 26 26
2 23 ) 26 40 52 52 26 26
_ 3 21 25 50 46 52 52 52 26
Harmony Science 4 25 37 26 37 52 52 52 52
Academy — 5 21 25 27 41 52 52 52 52
Bry;“/ College 6 33 40 43 42 52 52 52 52
a Ji‘fg‘;’;) 7 28 25 42 44 52 52 52 52
8 2 24 25 34 52 52 52 52
9 2 19 24 19 52 52 52 52
10 13 11 19 19 26 52 52 52
11 4 13 12 13 26 26 52 52
12 2 5 2 8 26 26 26 52
Grade | 2010-11® | 2011-120 | 2012-13® | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 76 60 56 51 52 78 104 104
1 81 85 56 54 52 78 78 104
2 78 79 83 80 52 52 78 78
) 3 74 82 85 81 78 52 52 78
Harmony Science ™ 74 80 85 79 78 78 52 52
Academy — 5 7 83 83 83 78 78 78 52
N};‘;;‘;:Se“s . 6 76 82 80 84 78 78 78 78
(101-558) 7 69 81 82 79 78 78 78 78
8 47 — 86 72 78 78 78 78
9 R R N N R N R N
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-11® [ 2011-120 | 2012-13® | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K _ _ — — _ _ _ —
1 — — — — — — — —
2 — — — — — — — —
3 R R N N R N R N
Harmony School 4 — — — — — — — —
of Advancement 5 — — — — — — — —
High School - 6 — — — — — — — —
Houston 7 — — — — — — — —
(101-858) . — < — — — — — —
9 91 167 206 218 182 182 208 208
10 81 100 163 175 182 182 182 208
11 70 77 86 126 156 182 182 182
12 2 52 68 82 156 156 182 182
Grade | 2010-11® [ 2011-120 | 2012-13® | 2013-140 2014-15 | 2015-16 | 2016-17 | 2017-18
K 26 84 87 29 26 26 52 78
1 27 55 85 82 26 26 26 52
2 30 43 85 83 78 26 26 26
3 49 51 84 82 78 78 26 26
Harmony School 4 66 55 87 79 78 78 78 26
of Discovery — 5 51 63 83 77 78 78 78 78
Houston 6 54 56 94 82 78 78 78 78
(101-858) 7 2 58 55 87 78 78 78 78
8 22 27 59 56 78 78 78 78
9 — 2 26 50 26 78 78 78
10 — — 23 25 52 26 78 78
11 — — — 20 26 52 26 78
12 — — — — 26 26 ) 26
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Grade 2010-11D | 2011-12D | 2012-13D | 2013-14D 2014-15 2015-16 2016-17 2017-18
K 45 92 106 50 78 130 130 156
1 64 104 107 110 104 78 130 130
2 47 110 110 108 104 104 78 130
3 53 103 111 110 104 104 104 78
Harmony School 4 55 110 114 111 104 104 104 104
of Science — 5 60 107 164 112 104 104 104 104
Houston 6 100 — — 139 130 104 104 104
(101-862) 7 98 — — —
8 90 — — — — — — —
9 — — — — — — — —
10 — — — — — — — —
1 — — — — — — — —
12 — — — — — — — —
Grade 2010-119Y | 2011-12D | 2012-13D | 2013-14D 2014-15 2015-16 2016-17 2017-18
K _ _ — — _ — _ _
1 — — — — — — — —
2 — — — — — — — —
3 R R N N R N R N
Harmony School 4 — — — — — — — —
of Science — 5 — — — — — — — —
Sugar Land High 6 — 153 219 — — — — —
(101-862) 7 — 152 160 224 — — — —
8 — 125 160 167 208 130 130 156
9 — 96 127 137 156 208 130 130
10 — — 104 91 130 156 208 130
11 — — — 82 130 130 156 208
12 — — — — 110 130 130 156
Grade 2010-119Y | 2011-12D | 2012-13D | 2013-14D 2014-15 2015-16 2016-17 2017-18
K — 50 70 83 26 52 52 52
1 — 47 85 83 78 26 52 52
2 — 51 79 81 78 78 26 52
3 — 50 106 110 78 78 78 26
Harmony Science 4 — 51 101 108 104 78 78 78
Academy — 5 — 47 55 111 78 104 78 78
West Houston 6 — 49 53 56 78 78 104 78
(101-862) 7 — 33 56 54 52 78 78 104
8 — — 52 53 52 52 78 78
9 — — 43 51 52 52 78 78
10 — — — 39 52 52 52 78
11 — — — — 52 52 52 52
12 — — — — — 52 52 52
Grade | 2010-117_| 2011-120 | 2012-130 | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 40 21 46 30 26 26 52 52
1 45 43 27 54 26 26 26 52
2 45 64 47 28 52 26 26 26
3 44 46 49 46 26 52 26 26
. 4 43 47 43 53 52 26 52 26
Harmony Science 5 40 42 47 58 52 52 26 52
ﬁii‘fl‘ig:)ym— 6 46 45 55 56 52 52 52 26
(101-862) 7 45 48 45 56 52 52 52 52
8 42 44 44 58 52 52 52 52
9 45 35 39 46 52 52 52 52
10 17 39 25 29 52 52 52 52
11 13 6 25 19 52 52 52 52
12 — 12 5 18 26 52 52 52
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Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 46 53 50 52 26 52 78 104
1 46 55 51 51 52 26 52 78
2 45 58 55 52 52 52 26 52
3 64 57 53 52 52 52 52 26
X 4 63 70 58 52 52 52 52 52
Harmony Science ™5 61 7 80 56 52 52 52 52
Aca‘(lleggs;);’)v aco 6 59 72 76 81 52 52 52 52
7 62 72 78 78 78 52 52 52
8 55 48 70 78 78 78 52 52
9 26 45 48 66 78 78 78 52
10 14 28 48 34 78 78 78 78
11 14 11 28 39 52 78 78 78
12 — 14 11 22 52 52 78 78
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 50 51 48 53 78 104 130 156
1 49 53 51 54 52 104 104 130
2 51 54 55 54 52 52 104 104
3 48 53 54 56 52 52 52 104
Harmony Science 4 89 89 103 95 52 52 52 52
Academy — 5 87 99 107 106 104 52 52 52
Dallas 6 121 114 129 139 104 104 52 52
(161-807) 7 114 125 137 123 130 104 104 52
8 113 127 124 128 130 130 104 104
9 92 124 109 111 130 130 130 104
10 76 91 109 105 130 130 130 130
11 38 72 86 96 104 130 130 130
12 38 39 71 80 104 104 130 130
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 50 54 50 53 26 130 156 182
1 49 55 55 54 52 104 130 156
2 48 55 56 54 52 104 104 130
3 52 53 56 53 52 104 104 104
of Innovation — 5 69 55 56 55 52 104 104 104
Dallas 6 56 74 80 56 52 52 52 52
(161-807) 7 54 65 78 66 52 52 52 52
8 36 52 71 71 78 52 52 52
9 24 42 47 45 78 78 52 52
10 — 22 43 36 52 78 78 52
11 — — 19 26 52 52 78 78
12 — — — 16 52 52 52 78
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 47 51 50 54 26 26 78 104
1 48 55 52 53 52 26 26 78
2 45 54 47 60 52 52 26 26
3 50 50 56 55 52 52 52 26
Harmony Science 4 50 50 52 56 52 52 52 52
Academy — 5 47 55 52 56 52 52 52 52
Garland 6 74 87 102 84 52 52 52 52
(161-807) 7 26 92 104 83 78 52 52 52
8 21 31 93 69 78 78 52 52
9 — 24 34 58 52 78 78 52
10 — — 21 22 78 52 78 78
11 — — — 16 52 78 52 78
12 — — — — 26 52 78 52
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Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 2015-16 | 2016-17 | 2017-18
K — — — — 78 78 78 78
1 — — — — 78 78 78 78
2 — — — — 52 78 78 78
3 — — — — 52 52 78 78
4 — — — — 52 52 52 78
Harmony S'chool 5 — — — — 55 3 55 55
of Innovation— 6 — — — — — — — —
Garland 7 — — — — — — — —
(161-807) 3 — — — — — — — —
9 — — — — — — — —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 2015-16 | 2016-17 | 2017-18
K — — 70 80 26 26 52 52
1 — — 66 79 78 26 26 52
2 — — 62 80 78 78 26 26
3 — — 49 99 78 78 78 26
Harmony School 4 — — 48 56 104 78 78 78
of Business— 5 — — 54 56 52 104 78 78
Dallas 6 — — 43 104 52 52 104 78
(161-807) 7 — — 27 55 104 52 52 104
8 — — 21 41 52 104 52 52
9 — — — 28 26 52 78 52
10 — — — — 26 26 52 78
11 — — — — — 26 26 52
12 — — — — — — 26 26
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 2015-16 | 2016-17 | 2017-18
K 24 27 104 108 78 104 104 104
1 51 27 104 110 104 104 104 104
2 26 55 103 108 104 104 104 104
3 26 28 105 108 104 104 104 104
Harmony Science 4 24 28 111 115 104 104 104 104
Academy — 5 52 28 112 114 104 104 104 104
Fort Worth 6 73 54 — — — — — —
(161-807) 7 75 74 — — — — — —
8 95 66 — — — — — —
9 66 82 — — — — — —
10 38 58 — — — — — —
11 30 29 — — — — — —
12 20 27 — — — — — —
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 2015-16 | 2016-17 | 2017-18
K 41 42 26 26 52 26 52 78
1 39 49 48 25 78 52 52 52
2 53 48 51 52 78 78 52 52
3 52 52 48 52 78 78 78 52
Harmony Science 4 48 51 50 52 78 78 78 78
Academy — 5 52 49 50 56 78 78 78 78
Grand Prairie 6 49 51 50 51 52 78 78 78
(161-807) 7 72 50 54 51 52 52 78 78
8 48 66 48 51 52 52 52 78
9 22 39 46 43 — — — —
10 24 21 22 39 — — — —
11 — 21 14 20 — — — —
12 — — 19 10 — — — —
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Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 54 25 103 — — — — —
1 65 69 101 — — — — —
2 75 66 104 — — — — —
3 62 80 102 — — — — —
Harmony Science 4 71 68 105 — — — — —
Academy — 5 59 71 107 133 130 130 130 156
Euless 6 62 67 105 105 130 130 130 130
(161-807) 7 55 66 107 103 104 130 130 130
8 22 63 106 99 104 104 130 130
9 28 21 79 96 104 104 104 130
10 — 26 25 67 78 104 104 104
11 — — 20 13 78 78 104 104
12 — — — 18 26 78 78 104
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 56 50 27 26 26 52 78 78
1 53 55 52 27 26 26 52 78
2 55 58 56 51 26 26 26 52
3 54 77 54 55 52 26 26 26
Harmony School 4 52 78 79 54 52 52 26 26
of Nature and 5 54 79 82 76 52 52 52 26
Athletics — Dallas 6 61 78 105 80 78 52 52 52
(161-807) 7 47 100 107 105 78 78 52 52
8 25 50 107 92 104 78 78 52
9 — 35 49 60 78 104 78 78
10 — — 37 41 78 78 104 78
11 — — — 27 52 78 78 104
12 — — — — 52 52 78 78
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K — — — — — 78 78 78
1 — — — — — 78 78 78
2 — — — — — 52 78 78
3 — — — — — 52 52 78
Harmony School 4 — — — — — 52 52 52
of Innovation — 5 — — — — — 52 52 52
Fort Worth 6 — — 54 113 78 78 104 104
(161-807) 7 — — 60 58 104 78 78 104
8 — — 84 58 52 104 78 78
9 — — 70 82 52 52 78 78
10 — — 67 61 78 52 52 78
11 — — 54 62 78 78 52 52
12 — — 28 48 78 78 78 52
Grade | 2010-119 | 2011-12® | 2012-13D | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K — — — 103 104 130 156 156
1 — — — 133 104 130 130 156
2 — — — 137 130 104 130 130
3 — — — 129 130 130 104 130
Harmony School 4 — — — 138 130 130 130 104
of Innovation— 5 — — — — — — — —
Euless 6 — — — — — — — —
(161-807) 7 — — — — — — — —
8 R R J— J— R J— R N
9 — — — — — — — —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
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Grade | 2010-119D | 2011-12D | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 21 22 44 41 26 52 70 78
1 20 21 44 43 52 52 52 78
2 38 20 20 43 52 52 52 52
3 20 38 25 46 52 52 52 52
Harmony Science 4 19 25 52 52 26 52 52 52
Academy — 5 18 26 52 55 52 26 52 52
Austin 6 72 53 26 56 52 52 26 52
(227-816) 7 71 76 52 28 52 52 52 26
8 48 65 65 — 26 52 52 52
9 — — — — — — — —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-11D | 2011-12D | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K — — — — — — — —
1 — — — — — — — —
2 — — — — — — — —
3 - - J— J— - J— - J—
Harmony Science 4 — — — — — — — —
Academy — 5 75 — — — — — — —
North Austin 6 87 106 — — — — — —
(227-816) 7 81 107 104 — — — — —
8 76 84 107 156 — — — —
9 82 113 129 156 182 130 130 186
10 81 83 122 128 182 208 130 130
11 44 76 66 106 130 182 208 130
12 21 34 63 66 130 130 182 208
Grade | 2010-119D | 2011-12D | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 46 46 46 60 26 52 78 78
1 47 52 53 52 52 26 52 78
2 52 48 58 51 52 52 26 52
3 47 48 53 52 52 52 52 26
Harmony School 4 61 73 57 58 52 52 52 52
of Excellence — 5 47 72 83 55 52 52 52 52
Austin 6 65 97 78 84 52 52 52 52
(227-816) 7 65 68 102 81 78 52 52 52
8 39 66 79 93 78 78 52 52
9 23 37 52 62 104 78 78 52
10 — 18 22 46 78 104 78 78
11 — — 18 24 52 78 104 78
12 — — — 16 26 52 78 104
Grade | 2010-119D | 2011-12D | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K — — — — 78 78 78 78
1 — — — — 78 78 78 78
2 — — — — 52 78 78 78
3 — — — — 52 52 78 78
Harmony School 4 — — — — 52 52 52 78
of Innovation— S — — — — 52 52 52 52
Austin 6 — — — — — — — —
(227-816) 7 — — — — — — — —
8 - - J— J— - J— - J—
9 — — — — — — — —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
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Grade | 2010-110 | 2011-120 | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 51 52 54 51 26 78 78 104
1 50 54 53 51 52 78 78 78
2 53 50 55 52 52 52 78 78
3 51 54 53 51 52 52 52 78
Harmony School 4 73 76 57 56 52 52 52 52
of Science — 5 64 78 75 56 52 52 52 52
Austin 6 72 66 82 79 52 52 52 52
(227-816) 7 61 55 73 79 78 52 52 52
8 44 48 40 68 78 78 52 52
9 _ _ _ _ _ _ _ —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —
Grade | 2010-110 | 2011-120 | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K — 65 73 99 26 52 52 52
1 — 69 74 72 78 26 52 52
2 — 72 77 77 78 78 26 52
Harmony School 3 — 54 100 90 78 78 78 26
_of 4 — 56 97 98 78 78 78 78
Political Science 5 — 54 97 103 104 78 78 78
Commigia ton. 6 — 39 84 88 78 104 78 78
ustin 7 — 37 41 69 104 78 104 78
(227-816) 8 — 13 43 40 52 104 78 104
9 — — 24 35 52 52 104 78
10 — — — 21 52 52 52 104
11 — — — — 26 52 52 52
12 — — — — — 26 52 52
Grade | 2010-110 | 2011-120 | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 24 48 50 55 26 78 78 104
1 45 45 52 55 52 52 78 78
2 4 45 54 56 52 52 52 78
3 47 46 55 54 52 52 52 52
Harmony Science 4 49 62 74 82 52 52 52 52
Academy — El 5 64 64 78 78 78 52 52 52
Paso 6 91 82 105 107 78 78 52 52
(071-806) 7 95 91 107 108 104 78 78 52
8 76 91 101 100 104 104 78 78
9 76 75 72 84 104 104 104 104
10 56 61 59 70 104 104 104 104
11 27 45 51 57 78 104 104 104
12 18 24 44 49 78 78 104 104
Grade | 2010-110 | 2011-120 | 2012-13® | 2013-14® 2014-15 | 2015-16 | 2016-17 | 2017-18
K 21 23 46 74 26 78 78 78
1 44 41 49 74 78 26 78 78
2 49 46 50 54 78 78 26 78
3 45 50 51 55 52 78 78 26
Harmony School 4 53 47 54 55 52 52 78 78
of Innovation — 5 56 56 53 56 52 52 52 78
El Paso 6 63 70 84 106 52 52 52 52
(071-806) 7 63 65 72 81 104 52 52 52
8 4 63 71 81 78 104 52 52
9 26 37 36 52 78 78 156 52
10 — 26 37 26 78 78 78 156
11 — — 18 25 52 78 78 78
12 — — — 17 52 52 78 78
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Grade | 2010-11D | 2011-12D | 2012-13D | 2013-14D 2014-15 2015-16 2016-17 2017-18
K 42 40 41 22 26 26 26 52
1 41 42 44 40 26 26 26 26
2 36 41 53 41 52 26 26 26
3 35 39 44 42 52 52 26 26
Harmony Science 4 37 39 44 41 52 52 52 26
Academy — 5 37 35 43 44 52 52 52 52
Lubbock 6 45 39 47 52 52 52 52 52
(071-806) 7 34 46 44 43 52 52 52 52
8 35 29 46 31 52 52 52 52
9 15 33 26 26 52 52 52 52
10 19 15 24 18 52 52 52 52
11 13 19 11 19 26 52 52 52
12 12 11 8 26 26 52 52

Grade | 2010-11D | 2011-12D | 2012-13D | 2013-14D 2014-15 2015-16 2016-17 2017-18
K 41 38 41 50 26 26 26 26
1 35 46 48 52 52 26 26 26
2 25 40 51 54 52 52 26 26
3 24 37 46 51 52 52 52 26
Harmony Science 4 23 26 32 50 52 52 52 52
Academy — 5 17 23 30 28 52 52 52 52
Odessa 6 24 27 26 26 26 52 52 52
(071-806) 7 24 28 29 24 26 26 52 52
8 13 26 26 27 26 26 26 52
9 — 9 21 — — — — —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —

Grade | 2010-11D | 2011-12D | 2012-13D | 2013-14D 2014-15 2015-16 2016-17 2017-18
K 50 46 49 50 26 78 104 104
1 50 49 74 52 52 52 78 104
2 50 46 79 83 52 52 52 78
3 47 49 50 78 78 52 52 52
Harmony Science 4 49 48 54 55 78 78 52 52
Academy — 5 65 50 54 55 52 78 78 52
San Antonio 6 88 96 110 80 52 52 78 78
(015-828) 7 90 90 109 108 78 52 52 78
8 80 80 104 101 104 78 52 52
9 65 74 80 84 104 104 78 52
10 56 36 50 75 104 104 104 78
11 22 33 28 41 78 104 104 104
12 7 18 29 28 52 78 104 104

Grade | 2010-11D | 2011-12D | 2012-13D | 2013-14D 2014-15 2015-16 2016-17 2017-18
K 24 40 46 51 26 52 52 52
1 25 48 71 53 52 26 52 52
2 23 37 64 73 52 52 26 52
3 17 41 49 77 78 52 52 26
Harmony School 4 32 54 48 51 78 78 52 52
of Innovation — 5 18 70 70 70 52 78 78 52
San Antonio 6 28 63 77 79 52 52 78 78
(015-828) 7 14 38 66 77 104 52 52 78
8 9 17 26 50 78 104 52 52
9 — — — 14 26 52 78 52
10 — — — — 26 26 52 78
11 — — — — — 26 26 52
12 — — — — — — 26 26
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Grade | 2010-119 | 2011-12D | 2012-13® | 2013-14D 2014-15 2015-16 | 2016-17 | 2017-18
K 28 25 27 28 26 78 78 78
1 53 40 27 30 26 52 78 78
2 49 50 26 28 26 26 52 78
3 48 52 52 29 26 26 26 52
Harmony Science 4 53 50 55 55 26 26 26 26
Academy — 5 73 49 57 54 52 26 26 26
Laredo 6 88 100 104 102 52 52 26 26
(015-828) 7 86 98 108 103 104 52 52 26
8 65 97 104 102 104 104 52 52
9 41 50 67 86 104 104 104 52
10 29 34 44 63 78 104 104 104
11 — 18 39 42 78 78 104 104
12 — — 17 35 52 78 78 104

Grade | 2010-119 | 2011-12D | 2012-13® | 2013-14D 2014-15 2015-16 | 2016-17 | 2017-18
K — — — — 78 78 78 78
1 — — — — 78 78 78 78
2 — — — — 52 78 78 78
3 — — — — 52 52 78 78
Harmony School 4 — — — — 52 52 52 78
of Innovation— 5 — — — — 52 52 52 52
Laredo 6 — — — — — — — —
(015-828) 7 — — — — — — — —
8 - - J— J— - J— - J—
9 — — — — — — — —
10 — — — — — — — —
11 — — — — — — — —
12 — — — — — — — —

Grade | 2010-119 | 2011-12D | 2012-13® | 2013-14D 2014-15 2015-16 | 2016-17 | 2017-18
K 23 45 25 26 26 52 52 52
1 22 26 50 27 26 26 52 52
2 25 26 25 49 26 26 26 52
3 26 26 28 27 52 26 26 26
Harmony Science 4 48 26 27 26 26 52 26 26
Academy — 5 56 49 27 26 26 26 52 26
Brownsville 6 61 53 53 52 26 26 26 52
(015-828) 7 63 65 57 51 52 26 26 26
8 54 53 54 52 52 52 26 26
9 17 35 42 39 52 52 78 26
10 12 13 33 39 52 52 52 78
11 — 11 11 24 52 52 52 52
12 — — 8 11 26 52 52 52

TOTALS: 16,126 20,073 24,338 25,647 27,748 29,354 30,308 31,286

Source: The Borrower
() Data presented is as of December 31 of each year.

The maximum capacities of the Borrower’s existing facilities (as described in Table 2, above) limit the
Borrower’s maximum enrollment.
accommodate up to 53,493 students (although the charters currently limit the total number of students to 50,400

students).

Waiting List

Once the Projects are complete, the Borrower will have the capacity to

After the lotteries described above, and once all remaining slots are filled, students are placed on a waiting
list in the order in which their names are selected. If there are additional students who apply after the lottery has been
conducted, they are added to the waiting list in the order in which their applications are received. Each year, students
wishing to enroll must reapply, a new lottery is conducted, and a new waiting list prepared. The Borrower currently
maintains waiting lists on a campus-by-campus basis.
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TABLE 7:
WAITING LIST DATA

ENROLLMENT # ON

CHARTER NAME/CAMPUS NAME FOR 2013—14 WAITING List®

Harmony Science Academy (Houston)
. Harmony Science Academy High School — Houston 557 206
. Harmony School of Innovation — Houston 602 2,135
. Harmony School of Ingenuity — Houston 613 817
. Harmony Science Academy — Houston 348 1,508
. Harmony School of Fine Arts and Technology — Houston 660 1,961
. Harmony School of Exploration — Houston 350 1,183
Harmony School of Excellence
. Harmony School of Excellence — Houston 903 3,408
. Harmony School of Excellence — Endeavor 565 865
. Harmony Science Academy — Bryan/College Station 438 183
. Harmony Science Academy — Houston Northwest 663 1,634
. Harmony School of Advancement High School — Houston 601 303
. Harmony School of Discovery — Houston 752 3,213
Harmony School of Science — Houston
1. Harmony School of Science — Houston 740 2,766
2. Harmony School of Science — Sugar Land High School 701 608
3. Harmony Science Academy — West Houston 829 2,550
4. Harmony Science Academy — Beaumont 551 111
Harmony Science Academy (Waco)
. Harmony Science Academy — Waco 713 379
. Harmony Science Academy — Dallas 1,200 756
. Harmony School of Innovation — Dallas 640 988
. Harmony Science Academy — Garland 666 557
. Harmony School of Innovation — Garland N/A N/A
. Harmony School of Business — Dallas 678 692
. Harmony Science Academy — Fort Worth 663 1,280
. Harmony Science Academy — Grand Prairie 528 956
Harmony Science Academy — Euless 634 879
10 Harmony School of Nature and Athletics — Dallas 694 1,767
11. Harmony School of Innovation — Fort Worth 482 678
12. Harmony School of Innovation — Euless 640 497
Harmony Science Academy (Austin)
. Harmony Science Academy — Austin 364 712
. Harmony Science Academy — North Austin 612 61
. Harmony School of Excellence — Austin 734 811
. Harmony School of Innovation — Austin N/A N/A
. Harmony School of Science — Austin 543 1,306
. Harmony School of Political Science and Communication — Austin 792 753
Harmony Science Academy (El Paso)
1. Harmony Science Academy — El Paso 955 1,224
2. Harmony School of Innovation — El Paso 756 472
3. Harmony Science Academy — Lubbock 427 7
4. Harmony Science Academy — Odessa 362 349
Harmony Science Academy (San Antonio)
1. Harmony Science Academy — San Antonio 890 1,000
. Harmony School of Innovation — San Antonio 595 305
. Harmony Science Academy — Laredo 757 619
. Harmony School of Innovation — Laredo N/A N/A
. Harmony Science Academy — Brownsville 449 278
TOTALS 25,647 40,777

Source: The Borrower
(MWaiting list data is as of September 2013.
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Student Retention

The following table shows the number of the Borrower’s students (aggregate, for all campuses) at the
beginning of the 2012—13 school year which the Borrower retained as of the beginning of the 2013—14 school year.

TABLE 8:
STUDENT RETENTION DATA

BEGINNING OF
BEGINNING OF 2012-13 2013-14 PERCENTAGE

NUMBER OF STUDENTS 24,1310 18,950 78.5%

Source: The Borrower
(M Does not include 508 graduating seniors.

Competing Schools

The Charter Schools face constant competition for students with public schools, private schools and other
charter schools and there can be no assurance that they will continue to attract and retain the number of students that
are needed to generate sufficient revenues for the Borrower to make payments representing debt service on the Bonds.
See “RISK FACTORS - Competition for Students.”

Accountability Ratings and Student Performance

The State’s accountability system assigns ratings to every campus and district in the public education system
each year. The current accountability ratings are as follows:

e Met Standard: Assigned to districts and campuses that meet performance index targets on all indexes for
which they have performance data in 2013.

e  Met Alternative Standard: Assigned to charter operators and alternative education campuses evaluated under
alternative education accountability provisions that meet modified performance index targets on all indexes
for which they have performance data in 2013.

e Improvement Required: Assigned to a district or campus that did not meet one or more performance index
targets in 2013.

e Not Rated.

The overall design of the accountability rating system is a performance index framework. Performance
indicators are grouped into four indexes that align with the goals of the accountability system. The structure for
evaluation of performance across the four indexes affords multiple views of campus and district performance.
Performances across the four indexes are used to assign accountability rating labels based on performance targets that
are set for each index.

e Index 1: Student Achievement - Provides a snapshot of performance across subjects, on both general and
alternative assessments, at the satisfactory performance standard.

e Index 2: Student Progress - Provides a measure of student progress by subject and student group
independent of overall student achievement levels.

e Index 3: Closing Performance Gaps - Emphasizes advanced academic achievement of the economically
disadvantaged student group and the lowest performing racial/ethnic student groups at each campus or
district.

e Index 4: Postsecondary Readiness - Emphasizes the importance for students to receive a high school
diploma that provides them with the foundation necessary for success in college, the workforce, job training
programs, or the military.

The Student Assessment Division of the TEA manages and oversees the development, administration,
scoring, and analysis of the State’s assessment program. In the past, the State-wide assessment program has centered
around the Texas Assessment of Knowledge and Skills (“TAKS”) assessments, which are designed to measure the
extent to which a student has learned and is able to apply the defined knowledge and skills at each tested grade level.
There is also a Texas Assessment of Knowledge and Skills-Modified (“TAKS-M), which is an alternate assessment
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based on modified academic achievement standards designed for students who meet participation requirements and
who are receiving special education services.

Beginning in the Spring of 2012, the State of Texas Assessments of Academic Readiness (“STAAR”)
assessments replaced TAKS. The STAAR program at grades 3-8 assesses the same subjects and grades that were
previously assessed on TAKS. At high school, however, grade-specific assessments were replaced with 12 end-of-
course assessments. Similarly, the State of Texas Assessments of Academic Readiness Modified (“STAAR Modified”)
replaced the TAKS-M beginning in the 2011-12 school year, for 3-9 grade students who meet the STAAR Modified
participation requirements. The Student Assessment Division also administers the State of Texas Assessments of
Academic Readiness Alternate (“STAAR Alternate’) to meet the federal requirements. STAAR Alternate is designed
for the purpose of assessing students in grades 3-8 and high school who have significant cognitive disabilities and are
receiving special education services.

The Student Assessment Division also administers Texas English Language Proficiency Assessment System
(“TELPAS”) assessments, which are designed to assess the progress that limited English proficient students make in
learning the English language.

In 2011-12, no state accountability ratings were issued (although districts retained their ratings from the
previous year) while the TEA worked with advisory committees to develop a new rating system based on the State of
Texas Assessments of Academic Readiness and a new distinction designations system. This new accountability
system allows for a large number of measures without the rating being dependent on a single measure. The 2012-13
school year marks the first year of ratings using STAAR results and distinction designations. The table below sets
forth the Borrower’s accountability results for the 2012-13 school year.

TABLE 9:
ACCOUNTABILITY RATINGS

INDEX 3:
INDEX 1: INDEX 2: INDEX 4:
CLOSING ACCOUNTABILITY
ACCOUNTABILITY INDEX STUDENT STUDENT POSTSECONDARY
PERFORMANCE RESULTS
ACHIEVEMENT  PROGRESS READINESS
GAPS
Sth

Target Score 50 . 55 75
percentile

Harmony Science Academy (Houston)
(District)
1. Harmony Science Academy High School 88 41(17) 87 Met Standard®®®
— Houston
. Harmony School of Innovation — Houston 85 43(30)M 85 Met Standard
. Harmony School of Ingenuity — Houston 72 33(17)® 76 Met Standard®
. Harmony Science Academy — Houston 70 38(30)» 75 Met Standard

. Harmony School of Fine Arts and 74 38(17)™» 75 Met Standard®®
Technology — Houston

6. Harmony School of Exploration — Houston® N/A N/A
Harmony School of Excellence (District) 36(21)M Met Standard

79 3721 78 Met Standard

. Harmony School of Excellence — Houston 48(30)M Met Standard
. Harmony School of Excellence — Endeavor 40(30) Met Standard

. Harmony Science Academy — 34(17)® Met Standard®®
Bryan/College Station

. Harmony Science Academy — 44(30)® Met Standard
Houston Northwest

. Harmony School of Advancement 28(17)M Met Standard®®®@
High School — Houston

. Harmony School of Discovery — Houston 37(17) Met Standard®®
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TABLE 9:
ACCOUNTABILITY RATINGS

INDEX 3:
INDEX 1: INDEX 2: INDEX 4:
CLOSING ACCOUNTABILITY
ACCOUNTABILITY INDEX STUDENT STUDENT POSTSECONDARY
PERFORMANCE RESULTS
ACHIEVEMENT PROGRESS READINESS
GAPS
5th

Target Score 50 . 55 75
percentile

Harmony School of Science (Houston)

(1)
(District) 4121 88 Met Standard

. Harmony School of Science — Houston 56(30) 85 Met Standard®®®)

. Harmony School of Science — Sugar 39(17)™ 88 Met Standard(®®
Land High School

. Harmony Science Academy — West Houston 49(17)® 89 Met Standard®®®
. Harmony Science Academy — Beaumont 39(17)M 63 Met Standard®®®)

Harmony Science Academy (Waco) 36210 79 Met Standard
(District)

Harmony Science Academy — Waco 40(17)M 70 Met Standard®
Harmony Science Academy — Dallas 33(17)M 83 Met Standard
Harmony School of Innovation — Dallas 40(17)M 85 Met Standard®®®
Harmony Science Academy — Garland 34(17)® 71 Met Standard
Harmony School of Innovation — Garland N/A N/A
Harmony School of Business — Dallas 40(30)M 75 Met Standard
Harmony Science Academy — Fort Worth 46(30)1 72 Met Standard
Harmony Science Academy — Grand Prairie 37(17)® 80 Met Standard
Harmony Science Academy — Euless 38(17)® 80 Met Standard®®

10. Harmony School of Nature and Athletics 37(17)™ 79 Met Standard
— Dallas

11. Harmony School of Innovation — Fort Worth 40(17)M 85 Met Standard®®
12. Harmony School of Innovation — Euless® N/A N/A
Harmony Science Academy (Austin) 39210 Met Standard
(District)

. Harmony Science Academy — Austin 42(30)® Met Standard

. Harmony Science Academy — North Austin 40(17)® Met Standard®®¢

. Harmony School of Excellence — Austin 34(17)M Met Standard

. Harmony School of Innovation — Austin N/A N/A

. Harmony School of Science — Austin 40(30)M Met Standard®

. Harmony School of Political Science and
Communication — Austin

1.
2.
3.
4.
5.
6.
7.
8.
9.

43(17)M Met Standard®

Harmony Science Academy (El Paso) 4021)® Met Standard
(District)
. Harmony Science Academy — El Paso 33(17)® Met Standard®
. Harmony School of Innovation — El Paso 33(17)® Met Standard®

Improvement
Required

. Harmony Science Academy — Odessa 38(17)WM Met Standard®®

. Harmony Science Academy — Lubbock 38(17)™»
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TABLE 9:
ACCOUNTABILITY RATINGS

INDEX 3:
INDEX 1: INDEX 2: INDEX 4:
CLOSING ACCOUNTABILITY
ACCOUNTABILITY INDEX STUDENT STUDENT POSTSECONDARY
PERFORMANCE RESULTS
ACHIEVEMENT  PROGRESS READINESS
GAPS
sth

Target Score 50 . 55 75
percentile

Harmony Science Academy (San Antonio) 75 40(21)® 73 Met Standard
(District)

1. Harmony Science Academy — San Antonio 79 37(17)™ 76 Met Standard®

2. Harmony School of Innovation —
San Antonio

3. Harmony Science Academy — Laredo 75 33(17)® 76 Met Standard
4. Harmony School of Innovation — Laredo N/A N/A
5. Harmony Science Academy — Brownsville 80 44(17) 81 Met Standard®®®

67 4530) 62 Met Standard®

Source: The Borrower, from information made available by the TEA.

() The numbers in parentheses indicate the “target score” for the particular campus.
@) Earned a distinction for Academic Achievement in Mathematics.

®) Earned a distinction in Reading/ELA.

) Earned a distinction in Top 25% Student Progress.

®) Did not open until the 2013-14 school year.

The Borrower received ratings of “Met Standard” at the district level and at all rated schools except for the
Harmony Science Academy (Lubbock) charter (the charter schools of which have since been consolidated into the
Harmony Science Academy (EI Paso) district) and Harmony Science Academy — Lubbock. The Borrower also “Met
Standard” for each performance indicator, except for “Closing Performance Gaps” at Harmony Science Academy
(Lubbock) charter and Harmony Science Academy — Lubbock. Twenty-three of the Borrower’s campuses earned at
least one distinction.

The table following compares the Borrower’s districts with other traditional school districts from which the
Borrower obtains a substantial number of students.

[Remainder of Page Intentionally Left Blank)

B-37



TABLE 10:®
2013 TEXAS EDUCATION AGENCY ACCOUNTABILITY RATINGS

INDEX 3: INDEX 4: POST-
INDEX 1: INDEX 2:

CLOSING SECONDARY
STUDENT STUDENT

DISTRICT NAME PERFORMANCE READINE
STRIC ACHIEVEMENT PROGRESS gAPS C S8

HARMONY SCIENCE ACADEMY
(HOUSTON) 79 37 78 100
HARMONY SCHOOL OF
EXCELLENCE 84 36 78 96
HARMONY SCHOOL OF SCIENCE
(HOUSTON) 91 41 88
HARMONY SCIENCE ACADEMY
(WAco) 80 36 79
HARMONY SCIENCE ACADEMY
(FORT WORTH)(» 84 36 79
HARMONY SCIENCE ACADEMY
(AUSTIN) 81 39 78
HARMONY SCIENCE ACADEMY
(EL PASO) 80 40 77
HARMONY SCIENCE ACADEMY
(SAN ANTONIO) 75 40 73
HARMONY SCIENCE ACADEMY
(LuBBoCk)(®M 59 38 53
HARMONY SCIENCE ACADEMY
(BROWNSVILLE)™" 80 44 81

AUSTIN ISD 78 35 70
BEAUMONT ISD 73 34 70
BROWNSVILLE ISD 73 38 77
BRYAN ISD 72 33 66
COLLEGE STATION ISD 86 39 71
DALLAS ISD 69 38 70
EcToR COUNTY ISD 64 31 58
EL PAso ISD 76 36 74
FoORT BEND ISD 84 36 76
FORT WORTH ISD 67 34 64
GARLAND ISD 80 34 75
GRAND PRAIRIE ISD 73 34 72
HousToN ISD 71 37 70
HURST-EULESS BEDFORD ISD 87 35 83
LAREDO ISD 59 29 73
LUBBOCK ISD 72 35 61

SAN ANTONIO ISD 63 33 59
Waco ISD 58 30 56

(M The charter schools under the indicated districts were consolidated into other existing districts of the Borrower and the charters for the indicated
districts were returned to the TEA.

In 2010-11, the State’s accountability system assigned ratings to every campus and district in the public
education system each year. Generally, the State assigned one of four rating labels, which, ranging from lowest to
highest, were as follows: Academically Unacceptable, Academically Acceptable, Recognized and Exemplary. The
State also assigned “Not Ranked: Other” under certain circumstances, generally in cases where there was insufficient
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data to rate the school or campus. In 2010-11, the Borrower’s accountability rankings ranged from academically
acceptable to exemplary.

AYP Status

The TEA submitted a waiver request to the United States Department of Education on February 28, 2013.
The waiver included a request to use the new state accountability system (performance indexes and system safeguards)
to evaluate campuses and districts in place of federal Adequate Yearly Progress (AYP) evaluations. The conditional
waiver from the U.S. Department of Education was granted for the 2013-14 school year. Now, the State is required
to provide interventions to improve identified low performing schools.

Beginning in the 2013-14 school year, the TEA will identify “Priority” or “Focus” schools as follows:

e  “Priority” designates 5% of Title I campuses in Texas, consisting of School Improvement Grant —
Texas Title I Priority Schools (“SIG-TTIPs”), high schools with graduation rates less than 60% and
lowest —performing schools based on statewide reading and math assessments.

e “Focus” designates 10% of Title I campuses, based on the widest gaps between student performance
and the federal targets of 75% (known as “system safeguards™).

After being identified as a priority or focus school, in order to exit such status, a school must make significant
progress for two consecutive years following interventions and no longer fit the criteria to be identified as a priority
or focus school.

Priority and focus schools are required to align the Texas Accountability and Intervention System (“7A4IS™)
improvement process around the Elementary and Secondary Education Act (“ESEA”) turnaround principles and
critical success factors (“CSFs”). The local education agency (“LEA”) is responsible for assisting identified campuses
in all aspects of the school improvement process, which include data analysis, needs assessment, and developing,
implementing, and monitoring a plan for improvement.

During the 2013-14 school year, the following interventions will be required for identified schools:

e  SIG-TTIPS priority schools will continue to implement current Texas Title I Priority Schools
requirements and engage in the TAIS improvement process of data analysis, needs assessment,
improvement planning and implementation and monitoring of activities at the LEA level and the
campus level. These campuses must also ensure they continue to address the ESEA turnaround
principles in all plans and activities required through the TTIPS grant.

e Non-SIG-TTIPS priority schools will, through engaging in the TAIS improvement process
referenced above, evaluate current campus staff and create a plan that addresses the ESEA
turnaround principles, which will be submitted at the end of the 2013-14 school year. This plan,
based on the turnaround principles, will be fully implemented by the campus in the 2014-15 school
year.

e Focus schools will review ESEA turnaround principles and must identify and implement no less
than one instructional intervention specifically targeted to meet the deficiencies of the campus and
assist in closing existing achievement gaps. Reasons for identification and chosen instructional
intervention(s) must be included in the campus’ 2013-14 campus improvement plan.

Priority and focus schools already identified as /mprovement Required (IR) under the state accountability
system will continue the requirements currently in place.

Additional information regarding priority and focus schools can be found on the TEA’s website at
www.tea.state.tx.us.

None of the Borrower’s schools were listed as priority schools. However, the following schools were listed
as focus schools:

e Harmony Science Academy - Bryan/College Station
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e Harmony Science Academy — Lubbock.

In accordance with requirements, the Borrower has designated a district contact; reviewed ESEA turnaround
principles and identified, implemented, and included in 2013-14 campus improvement plan, implemented instructional
intervention specifically targeted to address closing existing achievement gaps; and included reasons for identification
and targeted instructional interventions in the 2013-14 campus improvement plan that will be fully implemented
during the 2014-15 school year.

Financial and Operations Information

Statement of Financial Position for the Fiscal Years Ended June 30, 2013, August 31, 2012 and
August 31, 2011

The following is derived from the Borrower’s audited financial statements for fiscal years ended
June 30, 2013, August 31, 2012 and August 31, 2011.

Balance Sheet

FYE FYE FYE
Assets: June 30, August 31, August 31,
- 2013 2012 2011
TOTAL TOTAL TOTAL
Assets
Cash $59,443,556 $67,033,915 $ 54,860,564
Receivables 29,584,480 8,840,385 8,008,846
Other receivables 359,383 1,385,107 321,532
Land 30,486,657 28,873,193 27,850,679
Building and improvements 223,965,673 209,878,657 179,955,661
Equipment and furniture 16,607,525 15,138,340 13,510,264
Accumulated depreciation (38,392,215) (28,613,744) (17,969,661)
Deposits 574,446 555,646 399,713
Other assets 4,894,372 5,064,085 4,429,369
Total Assets $327,223,878 $308,155,585 $ 271,366,966
Liabilities:
Liabilities
Accounts payable $3,049,142 $6,513,720 $5,219,270
Accrued liabilities 3,214,541 1,185,056 264,995
Interest payable 4,817,860 1,750,275 1,565,651
Wages payable 12,577,291 3,086,767 2,598,831
Capital lease payable 0 8,396 33,205
Bond payable net of discount 241,238,775 242,812,533 211,972,064
Notes payable 11,564,933 15,759,435 18,497,994
Total Liabilities $276,462,542 $271,301,559 $ 240,152,010
Net Assets
Unrestricted 11,199,969 10,935,047 7,853,741
Temporarily restricted 39,561,367 25,918,979 23,361,215
TOTAL NET ASSETS $50,761,336 $36,854,026 $ 31,214,956

TOTAL LIABILITIES AND NET ASSETS

Source: The Borrower, from its audited financial statements.

$327,223,878

$308,155,585

$ 271,366,966

() The Borrower changed its fiscal year end from August 31 to June 30, commencing June 30, 2013. As a result, the financial information for June

30, 2013 reflects a 10-month fiscal year.
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Statements of Activities for the Fiscal Years Ended June 30,2013, August 31,2012 and August 31,2011

The following is derived from the Borrower’s audited financial statements for fiscal years 2013, 2012 and
2010.

Statement of Activities

FYE FYE FYE
REVENUES AND OTHER SUPPORT June 30, 20130 August 31, 2012 August 31,
TOTAL TOTAL 2011 TOTAL

Federal grants $16,060,822 $18,290,028 $ 14,176,454
State and local grants 169,002,660 148,926,334 126,447,384
Donations 770,621 700,126 1,570,475
Interest income 101,282 113,722 91,242
Other income 8,003,524 7,500,319 6,385,409
Net assets released from restrictions — — -

Total Revenues $193,938,908 $175,530,529 $ 148,670,964
EXPENSES
Program services

Total expenses $180,031,599 $169,891,459 $ 143,508,876
Change in net assets $13,907,310 $5,639,070 $5,162,088
Net assets, beginning of year 36,854,026 31,214,956 26,052,867
Net assets, ending of year $50,761,336 $36,854,026 $31,214,956

Source: The Borrower, from its audited financial statements.
(M The Borrower changed its fiscal year end from August 31 to June 30, commencing June 30, 2013. As a result, the financial information for June
30, 2013 reflects a 10-month fiscal year.

[Remainder of Page Intentionally Left Blank]
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Statements of Financial Position for the Nine-Month Period Ended March 31, 2014

The following is derived from the Borrower’s unaudited nine-month financial statements for the nine month
period ended March 31, 2014.

March 31,2014
(Unaudited)

ASSETS

Assets:
Cash $ 61,422,815
Receivable $ 36,812,064
Other Receivable $ 537,442
Land $ 30,486,657
Buildings and improvements $ 231,672,531
Furniture and Equipment $ 18,155,327
Accumulated depreciation $ (48,216,767)
Security Deposits $ 289,020
Other Assets $ 6,028,964
Total assets 337,188,053

LIABILITITES

Liabilities:
Accounts payable $ 2,557,824
Accrued liabilities $ 492,520
Wages Payable $ 20,284,083
Capital lease payable $ -
Interest payable $ 3,037,955
Notes Payable $ 16,608,760
Bond payable net of discount $ 240,279,660
Total liabilities $ 283,260,802

Net Assets: $ 53,927,250

Total liabilities and net assets $ 337,188,053

Unrestricted Cash Balances

The following table shows the unrestricted cash balances of the Borrower as of March 31, 2014.

Source: The Borrower, from its unaudited financial statements.

March 31,2014
(Unaudited)
Unrestricted Cash Balance $35,329,940

Source: The Borrower, from its unaudited financial statements.
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Statements of Activities for the Nine-Month Period Ended March 31, 2014

The following is derived from the Borrower’s unaudited nine-month financial statements for the nine-month
period ended March 31, 2014.

March 31,2014

REVENUE (Unaudited)
5700 LOCAL REVENUE $ 8,609,617
5800 STATE REVENUE $ 150,935,117
5900 FEDERAL REVENUE $ 20,171,223

Total revenue $ 179,775,956
EXPENDITURE
11-INSTRUCTION $ 95,261,543
12-INSTR RES&MEDIA SVCS $ 81,305
13-CURR DEV & INST STF DEV $ 3,523,705
21-CURR DEV & ADMIN $ 885,323
23-SCHOOL LEA DERSHIP $ 18,442,424
33-HEALTH SERVICES $ 74,258
34-TRANSPORTATION $ 475,438
35-FOOD SERVICES $ 5,175,032
36-CO-CUR/EXTRA CURR STU $ 3,803,896
41-GENERAL ADMIN $ 7,303,891
51-PLAN MAINT/ OPR PLANT $ 27,247,130
52-SECURITY & MONITORING SVCS $ 563,744
53- DATA PROCESSING SVCS $ 1,520,273
71- DEBT SERVICES $ 12,252,082

Total Expenditure $ 176,610,042
Change in Net Assets $ 3,165,914
Net Assets, Begining of Year $ 50,761,336
Net Assets, End Of Period $ 53,927,250

Source: The Borrower, from its unaudited financial statements.
Audited Financial Information

Audited financial statements for the Borrower for the fiscal years ending June 30,2013, August 31, 2012 and
August 31, 2011 are included herein as APPENDIX A.
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Debt Summary

Below is a list of the long-term outstanding debt obligations of the Borrower as of May 31, 2014 (excluding
obligations expected to be repaid with Bond proceeds).

TABLE 11:
DEBT SUMMARY"W®

ORIGINAL OUTSTANDING

TYPE OF DEBT
AMOUNT AMOUNTW

Series 2010 Notes $90,000,000 $90,000,000
Series 2011 Notes 64,015,000 62,770,000
Series 2012 Notes 31,350,000 30,820,000
Note dated 12/09/2011 225,000 19,707
Note dated 8/01/2012 406,500 53,969
Note dated 10/24/2012 1,500,000 1,025,000
Note dated 4/05/2013 25,000,000%) 0@

TOTAL $212,496,500 $184,688,676

(M Exclude certain notes and obligations that are expected to be paid with proceeds of the Bonds..
@ See also “APPENDIX C - FINANCIAL STATEMENTS.”
)
)

) Bridge Loan which may be drawn up to $25,000,000.

® The current outstanding amount will be repaid with proceeds of the Bonds.

Conlflicts Policy

The Borrower’s bylaws prohibit the Borrower from making any loan to a director or officer of the Borrower.
The Borrower is also prohibited from borrowing money from or otherwise transacting business with a member,
director, officer, or committee member of the Borrower unless the transaction is described fully in a legally binding
instrument and is in the best interests of the Borrower. The Borrower is further prohibited from borrowing money
from or otherwise transacting business with a director, officer, or committee member of the Borrower without full
disclosure of all relevant facts and without the approval of the Board of Directors, not including the vote of any person
having a personal interest in the transaction. Additionally, the Board of Directors is subject to the conflict of interest
provisions set forth in Section 12.1054 of the Texas Education Code, as amended.

The Borrower’s bylaws also prohibit contracts and transactions that would result in denial of its tax
exemption under the Code. The Code and related Treasury Regulations contain provisions governing “excess benefit”
transactions (as set forth in Section 4958 of the Code). Those provisions provide for penalty taxes and, in extreme
cases, revocation of 501(c)(3) status, for, among other things, above fair market value transactions with “disqualified
persons.” Loss of tax-exempt status by the Borrower could result in loss of tax exemption for federal income tax
purposes of interest on the Bonds. See “RISK FACTORS - Loss of Tax-Exempt Status.”

In addition to the foregoing, the Borrower has adopted a Conflicts of Interest Policy which, among other
things, (a) requires directors, officers and employees to exercise their duties honestly, in good faith and with a high
standard of diligence and care, (b) requires directors and officers to comply with State law governing conflicts of
interest among charter school and charter holder board members and officers and (c) requires the directors and officers
to file an affidavit relating to certain conflicts of interest.

Insurance Coverage

In the Master Indenture, the Borrower has covenanted at all times following completion of any Related
Project (as defined therein) to keep and maintain such Related Project insured against such risks and in such amounts
with such deductible provisions as are customary in connection with the operation of facilities of the type and size
comparable to the Related Project and consistent with the requirements of State law, all as further described in the
Master Indenture. Additionally, the Borrower has covenanted to review each year the insurance carried by the
Borrower with respect to the Borrower and the Related Project and, to the extent feasible, to carry insurance insuring
against the risks and hazards described in the previous sentence to the same extent that other entities comparable to
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the Borrower and owning or operating facilities of the size and type comparable to the Related Project carry such
insurance. At least once every two years, the Borrower has convenanted to retain an Independent Insurance Consultant
(as defined in the Master Indenture) for the purpose of reviewing the insurance coverage of, and the insurance required
for, the Borrower and the Related Project and making recommendations respecting the types, amounts and provisions
of insurance that should be carried with respect to the Borrower and the-Related Project. The insurance requirements
of the Master Indenture shall be deemed modified or superseded as necessary to conform with the recommendations
contained in said report to the extent the report recommends additional or increased coverage.

The Borrower last engaged an Independent Insurance Consultant to conduct a review of the Borrower’s
insurance coverage as of September 23, 2013. The Borrower currently maintains commercial general liability
insurance with a general aggregate limit of $2,000,000 and a $1,000,000 per occurrence limit, commercial automotive
insurance with a liability limit of $1,000,000 and educator’s legal liability insurance with a professional aggregate
limit of $2,000,000, all through Philadelphia Insurance Companies, an A.M. Best “A” rated carrier (“Philadelphia”).
The Borrower maintains property insurance with Zurich America Insurance Company, an A.M. Best “A+ XV rated
carrier. The aggregate coverage amounts for the Borrower’s real and personal property are $169,510,987 and
$12,783,000, respectively. The Borrower also has a commercial excess liability policy with Philadelphia with an
aggregate limit of $4,000,000 and a per occurrence limit of $4,000,000.

Projected Revenues and Expenditures

The Official Statement and this Appendix B contain certain “forward-looking” statements of the type
described in Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
Although the Borrower believes that the assumptions upon which the forward-looking statements contained herein
are based are reasonable, any of the assumptions could prove to be inaccurate and, as a result, the forward-looking
statements based on those assumptions could also be incorrect. All phases of the operations of the Charter Schools
by the Borrower involve risks and uncertainties, many of which are outside of the Borrower’s control and any one of
which, or a combination of which, could materially affect the Borrower’s results with respect to the Charter Schools’
operations. Factors that could cause actual results to differ from those expected include, but are not limited to, general
economic conditions; the willingness of the State to fund public schools including charter schools at present or
increased levels; competitive conditions within the Charter Schools’ service area; lower-than-projected enrollment;
unanticipated expenses; changes in government regulation including changes in the law governing charter schools in
Texas; future claims for accidents against the Borrower and the extent of insurance coverage for such claims; and
other risks discussed herein. See “RISK FACTORS” in the Official Statement.

The Borrower is providing the following Historical and Projected Revenues and Expenses table for
illustrative purposes only. These projections have been prepared by the Borrower, based on the Borrower’s operating
history with respect to charter schools and its assumptions about future State funding levels and future operations of
the Charter Schools, including student enrollment and expenses. The Borrower’s projections have not been
independently verified by any party other than the Borrower. The Borrower’s projections have not been prepared in
accordance with generally accepted accounting principles (“GAAP”). No feasibility studies have been conducted with
respect to operations of the Borrower pertinent to the Bonds. The Underwriters have not independently verified the
Borrower’s projections, and make no representations nor give any assurances that such projections, or the assumptions
underlying them, are complete or correct.

NO REPRESENTATION OR ASSURANCE CAN BE GIVEN THAT THE BORROWER WILL REALIZE
REVENUES IN AMOUNTS SUFFICIENT TO MAKE ALL REQUIRED PAYMENTS REPRESENTING DEBT
SERVICE ON THE BONDS. THE REALIZATION OF FUTURE REVENUES DEPENDS ON, AMONG OTHER
THINGS, THE MATTERS DESCRIBED IN “RISK FACTORS” IN THE OFFICIAL STATEMENT, AND
FUTURE CHANGES IN ECONOMIC AND OTHER CONDITIONS THAT ARE UNPREDICTABLE AND
CANNOT BE DETERMINED AT THIS TIME. THE UNDERWRITERS MAKE NO REPRESENTATION AS TO
THE ACCURACY OF THE PROJECTIONS CONTAINED HEREIN, NOR AS TO THE ASSUMPTIONS ON
WHICH THE PROJECTIONS ARE BASED.
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BLE 12: HISTORICAL AND PROJECTED RE UES AND EXPENSES

Audited Audited Audited Projected Projected Projected Projected Projected
2010-2011 2011-2012 2012-2013 2013-2014 2014-2015 2015-2016 2016-2017 2017-2018
Grade Levels K-12 K-12 K-12 K-12 K-12 K-12 K-12 K-12
Enrollment $ 16,126 20,120 24,338 25,880 26,656 27,456 28,280 29,128
Average Daily Attendance 15,643 19,516 23,608 25,104 25,857 26,632 27,431 28,254
Revenue
Local (Interest Inc., Grants, Gifts, Other) | § 8,047,126 | $ 8,314,167 | $§ 6,703,097 | $§ 6,243,052 | $ 6,430,344 | $ 6,623,254 [ $ 6,821,951 | $ 7,026,610
State Funding © $ 126,447,384 148,926,334 169,002,660 200,993,402 210,749,622 | $217,072,110 | $223,584,274 | $230,291,802
Federal Funding* 11,296,349 15,779,415 16,060,822 14,468,782 14,713,602 | $ 15,155,010 | $ 15,609,660 | $ 16,077,950
Sub Total Revenue 145,790,859 173,019,916 191,766,579 221,705,236 231,893,567 238,850,374 246,015,885 253,396,362
Anticipated Direct Subsidy 2,880,105 2,510,613 2,172,330 2,290,792 2,290,792 2,290,792 2,290,792 2,290,792
TO TAL REVENUE®?” $ 148,670,964 | $175,530,529 | $193,938,909 | $223,996,028 | $234,184,359 | $241,141,166 | $248,306,677 | $255,687,153
Operating Expenditures
Payroll Costs @ $ 71,826,356 | $ 87,012,130 | $101,607,493 | $119,506,503 | $123,091,698 | $126,784,449 | $130,587,983 | $135,505,089
Buildings' Leases © 11,574,688 11,045,747 10,370,418 9,534,562 | § 9,820,599 | $ 10,115,217 | $ 10,418,673 | $ 10,731,234
Supplies & Materials 11,553,325 14,734,184 12,687,246 16,889,843 | $ 17,396,538 | $ 17,918,434 [ $ 18,455,987 | $ 19,003,702
Other Operating Costs 30,943,900 33,609,306 32,007,864 43,823,132 | $ 44,951,621 | $ 46,298,043 | $ 47,689,787 | $ 48,126,915

TOTAL O PERATING EXPENSES $ 125,898,269 | $146,401,367 | $156,673,021 | $189,754,040 | $195,260,456 | $201,116,143 | $207,152,430 | $213,366,939

Net Revenues Available for Debt Servil § 22,772,695 | § 29,129,162 | $ 37,265,888 [ $ 34,241,988 | $ 38,923,902 | $ 40,025,022 | $ 41,154,247 | § 42,320,214

Annual Interest Payment 9,421,111 12,571,988 13,084,717 15,906,613 15,859,655 16,468,557 16,635,740 16,475,134
Annual Principal Payment 1,595,624 2,770,642 3,964,674 3,511,268 4,408,379 5,639,389 5,775,563 5,945,237
Annual Debt Service 11,016,735 15,342,630 17,049,391 19,417,881 20,268,034 22,107,946 22,411,303 22,420,371

Annual Debt Coverage (without Subg 1.806 1.735 2.058 1.645 1.807 1.707 1.734 1.785

Annual Debt Coverage (with Subsidy]| 2.067 1.899 2.186 1.763 1.920 1.810 1.836 1.888
Maximum Annual Debt Service $ 18,345,189 | $ 20,605,190 | $ 20,605,190 | $ 20,605,190 ( $ 22,423,773 | $ 22,423,773 | $§ 22,423,773 | § 22,423,773

MADS Coverage (without Subsidy) 1.084 1.292 1.703 1.551 1.634 1.683 1.733 1.785

MADS Coverage (with Subsidy) 1.241 1.414 1.809 1.662 1.736 1.785 1.835 1.887
Leased Adjusted MADS (with Subsidy 1.148 1.269 1.538 1.452 1.512 1.541 1.570 1.600
Depreciation and Amortization 8,189,496 10,918,104 10,273,861 12,376,518 12,747,813 13,130,248 13,524,155 13,929,880
Total Expenses®? 143,508,876 | 169,891,459 | 180,031,599 | 218,037,170 | 223,867,924 | 230,714,948 | 237,312,325 | 243,771,953
Change in Net Assets 5,162,088 5,639,070 13,907,310 5,958,857 10,316,434 10,426,218 10,994,352 11,915,201
Beginning Net Asset Balance 26,052,867 31,214,955 36,854,025 50,761,335 56,720,192 67,036,626 77,462,844 88,457,196
Ending Net Assets Balance 31,214,955 36,854,025 50,761,335 56,720,192 67,036,626 77,462,844 88,457,196 100,372,397

This information has been prepared by the Borrower

Revenue Assumptions

(1) Projected enrollment for 40 current campuses only.
2) Average attandence rate is 97%
3) Projected revenues based on state funding per student in ADA of $8,007 in

2013-2014 and 38,151 thereafter (1.8% increase starting 2014-2015 according
to Legislative Budget Board).
Expense Assumptions

4) Payroll cost is equal to 53% of the sub total revenue.

) Buildings " Lease numbers based on the leased facilities that are already under the contract.
(6) 3% increase on revenue and expenditure due to growth on enrollment.

(7) Race to Top Grant (RTT) is excluded from revenue and expenditure (same

amount of revenue is received and expensed in the same year). RTT numbers
are as follows;

© 81,242,885 in 2012-2013

« 813,732,171 in 2013-2014

© $5,929482 in 2014-2015

« 84,747,339 in 2015-2016

«$4,215,061 in 2016-2017
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Except as described above, the foregoing projections assume current fiscal policies of the Borrower are
continued, with considerations of historical information as well as known events and conditions that affect the
projection periods. The projections may be used to assess whether projected cash inflows will be sufficient to sustain
the Borrower’s services and to meeting financial obligations as they come due. However, it is important to note that
the projections of cash inflows, cash outflows, and accrued financial obligations based on current policy do not
represent a forecast or a prediction of the most likely outcome.

Financial projections may be based upon assumptions regarding changes in social, economic and
demographic events and conditions that are inherently subject to uncertainties. Therefore, readers are cautioned that
actual future financial results of the Borrower may be significantly different from the financial projections that are
reported.
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INDIEPEND!

NTAUDITOR™S REPORT

To The Board of Directors of
Harmony Public Schools
Houston, Texas

Report on the Financial Statements

We have sudited the accompunying linancial statements of Harmony Public Schools (4 nouprofit orpanization)
(HPS), which comprise (he statement ol financial position as of June 30, 2013, and the related
aclivitics and eash flows for the ten month period then ended, and the related notes Lo the financial statements.

Munagement's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these (inancial statements in aceordance
with accounting principles penerally 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 {inancial
statements that are free [rom material misstatement, whether due to raud or error,

Auwditor’s Responsibility

Onar responsibility is o express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards penerally accepted in the United States of America and the standards
applicable to financial audits contained in Governmemt Auditing Stundards, issucd by the Comptroller General off
the United States, These standards require that we plan and perform the audit to obtain reasonable assurance about
whether (he financial statoments are free from material m

atemenl.

A audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
{inancial 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 ¢rror, In making those risk
assessments, the auditor considers intemal control relevant to the entity's preparation and fair presentation of the
financial statements in order to desipn audit procedures that are appropriate in the circumstances, but oot for the
purpose of expressing an opinion on the effecliveness of the entity™s internal contral. Accordingly, we express no
such opinion. An wudit alse includes evaluating the appropriateness of accounting policies used and the
reasonahleness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

opinion.
Opinion
In our opinion, the (inaneial statements referred to above present Gairly, i all material respects, the linancial

position of HI'S as of June 30, 2013, and the changes in its net assets and its cash {lows for the ten moenth period
then ended in aceordance with aceounting principles generally accepted in the United States of America.

atements of

Other Marters

Other Information

Our andit was condusted for the purpose of forming an opinion on the financial statements as a whole. The
accompanying schedule of expenditures of {ederal awards, as required by Office of Management and Budget
Circular A-133, Audity of States, Local Governments, and Non-Profit Organizations, is presented for purposcs of
additional analysis and is not a required part of the financial statements, Sueh information is the responsibility of
management andd was derived from and velates directly to the underlying accounting and other records used to
prepare the financial statements. The information has been subjected te the auditing procedurcs applicd in the audit
of the financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used 10 prepare the financial statements or o
the financial statements themsclves, and other additional procedures in accerdance with auditing standards
penerally accepted in the United States of America. In our opinion, the information is fairly stated, in all material
respects, in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Gavernment Awditing Standardy, we have also issued our report dated Octaber 21, 2013, on our
consideration of HPS's internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and othet matters, The purpose of that report is to
deseribe the scape of our testing of internal control over inancial reporling and cotnpliance and the results of that
testing, and not to provide an opinioa on internal control over financial reporting or on compliance. That report is
an integral part of an audit petformed in accordance with Government Auditing Standurds in considering HPS's
internal contro! over financial reporting and compliance.
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HARMONY PUBLIC SCHOOLS
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2013
(With Comparative Totals for August 31, 2012)

2013 2012
ASSETS
Current Assets:
Cash § 33,081,273 £ 22,823524
Restricted Cash 26,362,283 44,205,391
Reeeivables 29,584,480 8,840,385
Other Receivables 359,382 1,297,153
Prepaids 87,954
Total Currcnt Asscts 89,387,420 77,259,408
Propeny & Equipment:
Land 30,486,657 28,873,193
Buildings and Improvements 223,965,673 209,878,657
Fumniture and Fquipment 16,607,525 15,138,340
271,059,855 253,890,190
Less: Accumulated Depreciation (38,692.215) (28.613 744)

232,367,640 225,276,446
Other Assets:

Deposits 5§74 446 555,646
Bond Issuance Cost 4,894,372 5,064,085
Total Assets § 327,223 878 $ 308,155,585

LIABILITIES AND NET ASSETS
Current Liabilitics:

Acecounts Payable $  13.049.142 $ 6,513,720
Accrued Liahilities 3,214,541 1,185,056
Wages Payable 11,126,058 3,086,767
Payroll Taxes Payable 1,451,233
Interest Payable 4,817,860 1,750,275
Duc to State 185,376
Capital Lease Payable 8,396
Current Portion of Notes Payable 1,668,089 7,485,482
Current Portion of Boads Payable 4,589,379 3,911,782
Total Current Liabilities 29,916,302 24,126,855
Long-term Liabilities:
Notes Payable Net of Current Portion 9,896,844 8,273,953
Bonds Payable Net of Discount/Premium and Current Portion 236,649,396 238,900,751
Total Liabilities 276,462,542 271,301,559
Net Assets:
Unrestricted 11,199,969 10,935,047
Temporarily Restricted 39,561,367 25918979
Total Net Asscts 50,761,336 36,854 026

Total Liabilitics and Net Assets $ 327,223 874 b 308,155,585

See accompanying notes to financiat stalements.
-

HARMONY PUBLIC SCHOOQLS

STATEMENT OF ACTIVITIES

FOR THE TEN MONTH PERIOD ENDED JUNE 20, 2013

(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

SUPPORT AND REVENUR

Federal Grants

State and Local Grants
Donations

Interest Income

Other Income

Net Asscls Released From Restrictions

Total Revenucs

EXPENSES
Salaries
Employee Benefits
Payroll Tax Cxpense
Professional Fees
Occupancy
Equipment Lease
Supplies
Interest
Repairs & Maintenance
Ultilities
Travel
Insurance
Other Expense
Depreciation
Amontization

Total Expenses

Change In Net Assets

Net Assets, Beginning of Year
Net Assets, Ending of Year

Temporarily

Unrestricted Restricted ‘T'otal 2012
£ $ 16,060,822 § 16,060,822 % 18,290,028
169,002,660 169,002,660 148,926,334
770,621 770,621 700,126
101,282 101,282 113,722
8,003,524 8,003,524 7,500,319

171,421,094 (171.421.094)

180,296.52] 13,642 388 193,938,908 175.530,529
90,799,463 90,799,463 74,832,273
8,878,183 8,878,183 10,610,597
1,929,847 1,929,847 1,569,260
17,785,297 17,785,297 17,524,847
8,084,046 8,084,046 8,942,449
2,286,372 2,286,372 2,103,298
12,687,246 12,687,246 14,734,184
13,084,717 13,084,717 12,571,988
2,436,561 2,436,561 3,594,993
3,139,735 3,139,735 3,360,979
2,364,775 2,364,775 2,747,084
749,013 749,013 502,339
5,532,482 5,532,482 5,879,064
10,078,470 10,078,470 10,644,083
195,391 195,391 274,021
180,031,599 180,031,599 169,891,459
264,922 13,642,388 13,907,310 5,639,070
10,935,047 23,918,979 36,854,026 31,214,956
$ 11,199.969 § 39561367 3 50761336 § 16854026

See accompanying notes to financial statements,
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HARMONY PUBLIC SCHOOLS

STATEMENT OF CASH FLLOWS

FOR THE TEN MONTH PHRIOD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

Cash Flows From Operating Activities

Change in net assets

Adjustments to reconcile chanpe in net assets to net

Cash provided (used) by operating activities
Depreciation
{lncreasc) Deerease in Recelvable
(Increasc) Decrease in Other Receivable
{Increase) Decrease in Prepaids
{Incrcasc) Deerease in Deposits
{Increase) Decrease in Bond Issuance Cost
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Wapes Payable
Increase (IJecrcase) in Accrued Liabilities
Increase (Decrease) in Payroll Taxcs Payable
[nerease (Decrease) in Due to State
Ingrease (Decrease ) in Interest Payable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From Investing Activitics
Purchase of Fixed Assels

Net Cash Provided (Used) by Investing Activities

Cash Flows From Financing Activitics
Proceeds (rom Loans
Proceeds from Bonds
Repayment ol Capital Leases
Repayment of Loans
Repayment of Bonds

Net Cash Provided (Used) by Finaneing Activitics

NET INCREASE { DECREASE ) IN CASH
CASH AT BEGINNING OF YEAR
CASH AT END OF YEAR

Supplemental Disclosures
Cash Paid During the Year for:
Interest

See accompanying noles to financial statements.
5.

2013

2012

$ 13907310

F 5,632,070

10,078,470 10,644,083
(20,744,095) (831,539}
937,770 (1,031,339)
87,054
(18,800) (155,933)
169,713 (634,716)
(3,464,579) 1,294,451
£,039,201 487,936
2,029,485 920,061
1,451,233

(185,376) 185,376
3,067,585 184,624
15,355,961 16,702,474
(17,169,665} (32,605,824)
(17,169,665} (32,605.824)
3,230,481 4,435,037
31,720,469
(8,396) (24,809)
(7.424,982) (7.173,596)
(1,573,758} {880.000)
(5.776.655) 28,077,101
(7.590,359) 12.173.351
67,033,915 54,860,564
§ 50443556 % 67.033915

§ 13084717

$ 12,571,988

HARMONY PUBLIC SCHOOLS
NOTES TG FINANCIAL STATEMENTS

JUNE 30, 2013

Organization:

Harmony Public Schools (FIPS), a nonprofit organization, provides curricula lor students in grades
kindergarten through 2. The school was ingorporated in the State of Texas in September 1999, under the
l'exas Non-Profit Corporution Act. The Internal Revenue Serviee determined that HPS was exempt {rom
federal ingome tax under section 301(a) of the Internal Revenue Caode as an organization describied in
Seetion SQ1(eH3).

Purswant to its charter granted by the State Board of Liducation in accordance with Texas Education Code
Seelion 12, Subchapler 13, Open-Earollment Charter School, HPS operates as part of the state public
school system subject to all federal and state laws and rules governing public schools, HI'S is also subject
to all laws and rules pertaining o open-enrollment charter schools in section 12 of the Texas Hducation
Code.

Summary of Sipnificant Accounting Policies:

BASIS QF PRESENTATION

LIPS reports its Tnancial information based on the Fiuancial Acconnting Sundards Board Accounting
Stanctards Codification 938 Now-for-Profit Eattics-205 Presentation of Fingneial Statements, Under
FASK ASCY5N-208, an Organization is required to eeport information regarding its financial position and
activities according to three classes ol net assets: unrestricted nel assets, wmporarily restricted net ssels,
and permanently restricted net assets.

PRINCIPLES OF CONSOLIDATION

‘I 'he consolidated financial statements include all of the agencics accounts. All significant intercompany
balunces and transuctions have been eliminated

SUPPORT AND REVENUI
Support and revenuc are recorded based on the acerual method.

CASH DONATIONS AND DONATLED SERVICES

Cash donations are considered to be available for unrestricted use unless specifically resteicted by the
donor, No amownts have been reflected in the financial statements for donated services since 1o objeetive
hasis is availuble to measure the value of such donations. Nevertheless, a substantial number of volunteers
have donated their time in connection with the propram service and administration of the orgamization.

CONTRIBUTIONS

In accordance with Financia! Accounting Sterdurds Board Accounting Standards Codificesion Y38 Noi-

Sor-Profit Entities-005 Reveawe Recopnition, contributions received are recorded us unrestricted,

tempararily restricted, or permanently restricied support depending on the existence or nature of any donor
restrictions.

O
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HARMONY PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013

Summary of Significant Accounting Policies: (Continued)
PROPERTY AND EQUIPMENT

Propetty and equipment purchased by HPS are recorded af ¢ost. Donations of property and equipment are
recorded al their fair value at the date of the gift. All assets acquired with a value in cxecss o $5,000 are
recorded as fixed assets, Depreciation is provided on the straight-ling method hased upon estimated uselul
lives of ten years for equipment. Gains or Josses on retired or on sale of property and equipment are
reflected in income for the period, "The proceeds from such sales which are not lepally required or
expecled Lo be reinvested in property and equipment are trans{erred o unrestricted net asscls,

PLEDGES AND ACCOUNTS RECEIVABLL

Contributions ure recognized when the donor makes a promise o give 1o HPS which is in substance,
unconditional. Contributions that are restricted by the donor are reported as increases in unrestricted net
assets 1 the restrietions expire in the year in which the contributions are recognived. Al other donor-
restricted contributions are reported as increases in temporarily of permanently restricted net asscts
depending on the nature of the restrictions. When a restriction expires, tempaorarily restricted net assels arc
reclagssified to unrestricted net assets.

Na provision has been made for uncollectible promises o give and accounts receivable as of the statement
of {inancial position date, given that neng have been identified,

FUNCTIONAL EXPENSES

Lixpenses are charged 10 cach program based on direct expenditures incurred, Functional expenses which
cannof readily he related Lo a specific program are charged to the various programs based upon hours
worked, square footage, number of program stafl, or other reasonable methods for allocating — the
organization's multiple funclion expendilures.

INCOME TAXES

HPS qualifies as a tax-exempt organization under section 501(¢) (3) of the Internal Revenue Code and,
therctore, has ne provision for income laxes,

CASH AND CASIL EQUIVALENTS

or purpose of the statement of cash ows, cash and cash equivalents are comprised of cash on hund and
in banks,

C.

ARMONY PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS

JUNIE 30, 2013

 (Continued)

Sumimary ol Signilicant Accounting Policl
LISTIMATES
The preparation of financial slalements in conformity with gencrally accepted accounting prineiples

requires manapetnent to make estimates and assumptions that affect certain reported amounts and
diselosures. Accordingly, actual resulis could differ (rom those estimales.

The charler school contributes to the Teucher Retirement System ol Texus { TRS), 2 cost sharing, multipl;-
employer defined benefit pension plan with one exception; all visks and costs are not shared by the charter
schoal, but are the Hability of the Stute of Texas. TRY administers retirement and disubility annuities, and
death and surviver benefits to employees and beneficiaries of employees of the public school systems of
Texas. I operates primarily under the provisions of the Texas Constilution, Article XV, Sec, 67, and
Texas Government code, ‘Title 8, Chapters 803 and 805 respectively, The Texas State legislature has the
authority (o establish and amend benefit provisions of ihe pension plan and may, under certain
circumstances. glant special authority to the TRS Board of Trustees, TRS issues a publicly available
finaneial report that includes financial statements and required supplementary information for the defined
benefit plan. Thai report may be oblained by writing to the TRS Communications Department, 1000 Red
Ltiver Street, Austin, Texas 78701 orby calling the TRE Cominunications Department at 1-800-223-8778,
or by downloading the report form the 'TRS Inlernet website, www.trs.statedx.us, under the TRS
Publications Heading,

Contribution requiretnents are not actuarially determined but are established and amended by the Texas
state Iegislature. The state funding policy is as [ollows: (1) the stale constitution reguires the legislature o
establish a member contribution rate of not less than 6.0% and not more than 10% of the aggregate unnual
compensation of all nembers of the systent; (2) A stase statute prohibits henefit improvements ot
comtribution reductions ift as a result of a particular action, the time required to amortize TRS unlunded
acruarial liabilities would be inereased to a period that exeeeds 31 years, or, if the amortization period
already exceeds 1 years, the period would be inereased by such aetion. Stale law provides for g menther
contribution rate of 6.4% for fiseal year 2013, 2012 and 2011, and a staie contribution raw of 6.0% lor
fiseal years 2013, 2012 and 6.644% for lseal year 2011, The charter school’s employee contributions to
the system for the ten month period ending June 30, 2013 were $6.451,802 equal to the required
contributions for the year, Other contributions made from federal and private grants and from the charter
school for salavies above the statutory minimum for the ten month peried ending June 30, 2013 was
5229,534,

Budpet:

ed lor adoption for required Governmental Fund Types. The annual
stent with generally accepled accounting principles and is formally

The official sehool budget is prey
budget is adopled on a basis cone
adopted by the Board of Direetors,
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HARMONY PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013

Operating [.ease Commitment;

HPS is currently leasing ity oflice equipinent and builkling on a non-cuncelable operating leasc.
1IPS minimum annual lease commitment is as follews:

Year months ending June 30, Amount
2014 b 9,055,190
2015 5,082,027
2016 5,807,293
2017 3,908,503
2018 2,218,069
Total B 29.671,082

Operating lease expense ameunted 10 %10,370,418 for the ten month period ended June 30, 2013,
Notes Payable:
HPS s obligations under notes payable consists of the following:

Note payahle to a hunk, sceured by land and buildings. The note is dated August 5,
2004, and has 4 varioble inferest rate, payuble in monthly installiments of $79.917 and

a [ace amount of $6,650,000. The date of maturity is August 31, 2015, § 4285150
Note payahle to a bunk, seeured by land and buildings. The note is dated December

2%, 2009, and has # 6.5% interest rate, payable in 20 installments of 397,156 and a

face amount of $4. 300,000 The date of maturily is Qctober 5, 2015 3 085780

Note payable to a bank, secured by fumiture and equipment. The note is dated
Octaber 24, 2012, and has a variable inferest rale, payable in 60 installments of
$25.000 and a face amount of $1,500,000. The date of maturity is October 1, 2017, 1,300,000

Note payable to a landlord, wnsecured. The note is dated August 1, 2012, and hasa
7% interest rate, payable in 24 stallments of $15,200.05 and 4 face amount of
$406,500. The date of maturity 1 August 1, 2014, 200,781

Note payable to a church, secured by land. The note is dated Decomber 9, 2011, has a
5.50% interest rate, payable in 24 monthly installments of $9,921 and a face amount
ol $225000. The date of maturity is Aupust 1, 2014, 134,241

Nale payable to a bunk for capital expeansion of school facilitics, secured by land,

buildings and expected bond proceeds. The bridge loan is dated April 5, 2013, has a

variahlg interest rate, interest is payable semi-annually on August 15 and February 1§

and u face amount is up 1o 525,000,000, The total amount of the bridpe Joan is due in

a lump sum upon maturity, The date of maturity is April 5, 2015, 1,323,081

(€3

HARMONY PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013

Notes Payable: (Continued)

Revolving line of credit with a bank unsecured, payable on demand with an interest
rate of 6,50%, The date of maturity is Janvary 23, 2013. See note G, 275,006

Total notes payable $ 11.564.933
Less Current Porlion . (1.668.089)
Notes Mayable — 9R96844

Maturitics ol notes payable over the next five years are as (ollows:

Year ending June 30 Amount
2014 £ 1.668,089
2015 5.442.310
2016 4,054,424
2017 300,000
2018 100,000
Toral § 11.564 823

Revolving [Line of Credit:

HPS, Inc. has a $1.500,000 revolving line of eredit with a bank. All advances on the eredil ling are payable
on demand and carry an interest rate of 6.50%. The credit Tme is unsecured, HPS, Inc. bad draws on the
line of credit that totaled (o $275,000 as of June 30, 2013,

Restricted Cash:

Restricted cash at June 30, 2013 consisted of project Nunds, debt service, debt serviee resorve fund and
sinking, fund bond cash accounts. These funds arg 10 be solely used in the construction and acquisition
of new fagilitics and repayment of bond liabilities and canmol he used for normal operating
expenditures.

Bonds Payahle:

MP3, In¢, has secured bond financing pursuant to Chapler 53 of the Texas Bducation Code ol “Qualiticd
‘Fax Lixempt” Education Revenue Series Bonds, 20074, 2008A, 2010A, 201 1A and 2012A in the amounts
of B28,800,000, $30,075.000, $50.080,000 $54,930,000 and $31,350,000 respectively. HPS also has
Faxable Fducational Revenue Bonds, Q Sevies {Qualificd School Construction Bonds) 20106) and 20110
in the amounts of $39,910,000 and 5,085,000 respectively. The bonds are mited oblipations of the
issucr payable solely from revenues reccived by Lhe issuer pursuant 1 a loan agreement between the issuer
und the borrower,

=10
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HARMONY PUBLIC SCHOOLS
NOTLES TO FINANCIAL STATEMENTS

JUNE 30, 2013

Bonds Payable: (Continued)
Honds payable al June 30, 2013 consist of the following:

2007A Bonds, 5.35% interest; principle duc annually commencing February
15, 2001 andl interest due in semi-annual installments, commencing August
15, 2008; Maturity dates range (rom 2011 to 2037,

2008A Bonds, 6.25% interest; principle due annually conunencing February
15, 2013 and interest due in semi-annual installments, commencing February
15, 2007; Maturity dates range (rom 2013 1o 2038,

2010A Bonds, 6.0% - 6.2% interest; pringiple due annually commencing
2028 and interest duc in semi-unnual installments, commencing February 15,
201 13 Marturiry dates range from 2028 1o 2044,

201 1A Bonds, 8.125% interest prineiple due annually conumencing May 15,
2013 and interest <lue in semi-annwval instaliments, commencing November
15, 2011; Maturity dates range from 2013 10 2041,

20116 Bonds, 8.125% inlerest; principle due annually commencing May 15,
2013 and interest due in semi-unnual installments, commencing November
£S5, 2017; Maturity dates range [rom 2013 1o 2026,

20100 DBonds, 8.125% interest; principle is deposited annually o a sinking
fund account und interest due in semi-annual installinents, commeneing,
February 15, 2011; Bond matures in 2027,

20124 Bonds, 4% - 5% interest; principle due annually commencing
FFebruary 15, 2014 and interest due semi-annually commencing August 15,
2012; Maturity dates range from 2014 10 2042,
Total
Less unamortized discount
Plus ariginal issuc premium
Less current portion

-11-

$ 0 27.280,000

29,645,000

50,090,000

58,325,000

5,085,000

39,910,000

31,350,000

$ 241,685,000
(770.447)
330,222

(4,589,379

(3 236.649.396

HARMONY PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013
Bonds Payable: (Continued)

I'uture maturities of long-termy debt a1 June 30, 2013 are as follows:

Year ending June 3¢ Amount
2014 $ 4586370

2015 4,767,778

2016 4,951,032

2017 5,151,198

2018 5,363,334
Thereafter 216,805,279

241,685,000

Iess wnamortized discount (770.447)

Plus original issue premium 330,222

Amount ol bond net of discount and premium 5 241,238,775

1PS must maintain a debt service reseeve fund which s required to naintain & minimuem belance for the
2007A, 2008A, 2010A, 2011A and 2012A scrics bonds in (he amounts of $1,021,296, $2,499,614,
$5.009,000, $5,039,469 and 32,035,125, At June 30, 2013, the debt service reserve funds Tor the 2007A,
2008A, 20104, 2011A and 20127 series bonds had a cash balance of $1,068.953, $1.517,791,
$5.039,804, $5,059,859 and $2,038,372 respectively, HPS applied for, and was awarded, two grants in
2009 from the Texas Credit Tinhancement Propram in the amourt of $1,000.000 cach o seeure the debt
service reserve fund reguirement lor the 2007A and 20084 series bonds, This prant can be used 1o sceure
other debt service reserve funds as deemed necessary.
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HARMONY PUBLIC 8CHOOLS
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013
Bond Debt Covenants:

The bond agreements contain the following restrictions and covenauts, HPS is required 1o maintain a ratio
of available revenue (without excluding any discretionary expenses incurred during the fiscal year) that
must be equal to 110X of the annual debt service requirements, HPS's minimum revenue requirements for
each bonds were as follows forthe 2007A, 2008A, 2010A, 201 A und 201 2A serics honds in the amounts
of $1.957,547, $2,406,657, $2.831 593, §4,254,708 and $1,384,958, respectively and (otaled $12, 835,462,
At June 30, 2013, HPS met the covenant requirements holding available revenue of $13,907,310.
Additionally, HPS needs to maintain an operating reserve that covers 45 days of budgeted expenses at the
end of cach fiscal year. Uor the fiscal year ending June 30, 2013, JIPS was required to have $26,944,443 in
their operating aceounts, At June 30, 2013, HPS met the covenant with an available cash balanee of
$32,022,294.

Commitmeits gnd Contingc:

HPS receives funds through state and federal programs that are poverned by various statutes and
repulations. State propram funding is based primarily on student attendance data submitted to the Texas
tiducation Agency and is subjeet o audit and adjustiment. Uxpenses charged 1o fuderal programs are
subject to audit and adjustment by the grantor agency. The programs administered by the charter school
have complex complionee requirements, and should state or federal auditors discover arcas of
noncompliance, charter school funds may be subjeet o refund if so determined by the 'Texas Education
Apency or the prantor agency.

Health Care Coverage:

During the ten month period eoded Tune 30, 2003, employees of HPS were eovered by a group insurance
plan, The sehool paid premiums up to $325 for leachers, $425 lor assistant principals, $625 for principals
and central office administrators, $825 for assistant superintendents, cluster superintendents, and
superintendents, for cach campus per month per employew (depending upon coverage selected) to the plan.

lmployees, al their option, authorized payroll witlholdings 1o pay premiums for dependents. All
premiums were paid to a licensed msurer.

Temporarily Restricted Net Assels:
Temporartly regtricted nel assets ol June 30, 2013, are available for (e following periods:

Periods after June 30, 2013

State Funds § 39.561.367
Total restricted funds $ 25918979

Net assets were released from restrictions by incurring expenses satislying the restricted purposes or by
oceurrence of other events specificd by donors as follows:

State F'und § 155,360,272
Federal Funds 16,064),822
Tolal restrictions released 171,421,094

13-

HARMONY PUBLIC SCHOOLS
NOTLS TO FINANCIAL STATEMENTS
JUNE 30, 2013

ficate of Deposits:

HSA-El Paso has renewed a $1,500,000 twelve month certificate of deposit with a variable interest rate as
of Junc 30, 2013. The certificate of deposit matures on January 23, 2014, Investment in curtificate of
deposit totals $1,516,992 at June 3¢, 2013,

Harmony Science Academy-Hauston Title 1 Cooperative:

HPS received $57,833 of Title [l Academic Achicvement for Limited Proficiency funds for the ten month
period ended June 30, 2013, The cooperative has 2 TEA approved Shared Services Arranpement (SSA)
with the following, member schoolsfentities, member revenue and member cxpenscs for the ten month
period ended June 30, 2013:

Member/ Entity Hevenue Expense
Harmony Scicnce Academy Houston $43,050 $43,050
Harmony Science Academy Brownsville 3,556 2,556
Tarmony Science Academy Lubbock 3,878 3,878
School of Science & Technology 2,554 2,554
School of Beience & Technology IMscovery 6,991 6991

Total Title I11 Funds $60,029 560,029

Total Title 111 Federal Funds $60,029 $60,029

Lawsuits and Contingencies:

HPS is currently in dispute with several sub-contractors that have filed various liens for nonpayment of
services related o the construction of a building. HPS contends that these elaims have no merit since
the general contractor was paid in full and is obligated to make the sub-contractor whole, HPS will
vigarously defend itsclf against these claims.

_14-
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HARMONY PUBLIC SCHOOLS

NOTES TO FINANCIAL STATEMENTS

Elimination Fntrics:

Deseription
Total Asscts
Fotal Liubilitics
Net Assets

Total Liabilities
& Net Assels

Revenue
Iixpenses

Net Income

JUNI 30, 2013

Balance
Before

Eliminations

$327,223.87%

Eliminations

GOMEZ & COMPANY

276,462,542

5,761,336

327,223 878

205,466,408

191,559,009

13,907,310

(11,527,500)

(1.527.500)

Eliminations consist of the following:

District Fmaneial Services
Rentpl Income
Total

Guarantee of Bonds:

HPS puarantecs 1,245,000 of Scries 2010 Y DBonds and $705,000 of Series 2010 7 Bonds (or Lisa
Academy, Ine. (an independent charter sehool distriet) for property Tocated in Arkansas, The outstanding
principal balunces on the bonds are $1,245,000 und $250,000 respectively al June 30, 2013, This
puarantee would require payment by HPS only in the event ol delault by Lisa Academy, Inc. The securily
interest in the property would be subrogared to HIPS, The related partnership was current with required
payments as ol June 30, 2013 and managenicnt belicves likelihood is remote that material payments will
be required under this guarantee.

Lvaluglion of Subsequent Bvents:

HP'S has evaluated subsequent events through October 21, 2013, the date which the financial statements

ware available to be jssued,

5 10927.500
600,000

5 11,527,500
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CERTIFIED PUBLIC ACCOUNTANTS
5177 RICHMOND AVE. SUITE 1100
HOUSTON, TEXAS 77056
TEL: (713) 666-5900
FAX: (713) 666-1049
http://www.gomezandco.com

INDEPENDREN I AUINTOR'S REPORT ONADIMTIONAL INFORMATION

To The Board of Dircetors of
Harmony Public Schools
Hlouston, Texas

We have audited the financiul statements of Harmony Public Schools as of and for the len month period ended June
30, 2013, and our report thereon duted October 21, 2013, which expressed an unmaodified opinion on those
financial statcments, appears on page 1. Our audit was conducted for the purpose of forming an opinion on the
linaneial statements as 2 whole, ‘The schedules Tor individual charter school dated June 30, 2013, a ten month
period, pages 17 to 76 is presented for purposes of addilional analysis and is not a required part of the consolidated
linancial slatements. Such information s the responsibility of management and was derived from and relates
directly to the underlying aceounting and other records used to prepare the finganeial statements, 'The information
has heen subjected o Lhe auditing procedures applied in the audit ol the financial statements and certain additional
procedures, including comparing and reconciling such information dircetly to the underlying aceounting and other
records used to prepare the financial statements or to the financial statements (hemselves, und other additional
procedures in accordance with auditing standards generally aceepted in the United States of America, In our
opinion, the information is Tuirly stuted in all material respeets i relation to the financial statements as a whole,

Houston, TX J
October 21, 2013

-16-
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY- HOUSTON
STATHEMENT OF FINANCIAL POSITION

JTUNE 30, 2013

{With Comparative Totals for Aupust 31, 2012)

ASSHETS

Current Asscts:
Cash
Restricted Cash
Receivables
Other Reecivables
Prepaids

Total Current Assets

Property & Equipment:
Land
Buildings and Improvements
Furmiture and Equipment

Less: Accumulated Depreciation

Other Assets:
Deposits
Bond lssuance Cost

Total Assets

LIABILITIES ANIY NET ASSETS
Current Liabilities:

Accounts Payable

Accrued Liabilities

Wagres Payable

Payroll Taxcs Payable

Interest Payablc

Duc 1o State

Current Postion of Motes Payable

Cutrent Portion of Bonds Payable
Total Current Liabilities

Long-term Liabilities:
Notes Payable Net of Current Portion
Bonds Payable Net of Discount and Current Portion

Total Liahilities

Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assets

Total Liabilitics and Nel Asscls

See accompanying notes to financial statements.
-17-

2013

2012

§ 5,467,654

5 2,709,476

6,477,299 16,884,185
4,657,745 1,204,615
318,588 040,338
87,954
16,921,286 21,835,508
7,837,301 6,223,837
57,036,915 51,695,739
3,958,722 3571837
69,732,938 61,491,413
(8476,217) (6.495.974)
61.256,721 54,995,430
1077 7,077
2,957,033 3,058,823

¥ 81,142,117

$ 79,896,908

3 673,859 & 959,632
769,527 290,884
2,356,493 478,688
298,647
1,455,509 214,334
139,383
51,648 5,000,454
1,368,229 1,008,456
6,973,913 8,181,830
494,712 96,408
63,499 884 63,332,076
70,968,509 71,610,311
4,255,380 3,545,843
5,918,228 4,740,753
10,173,608 R.286.506
§ 81,142,117 8§ 79,896,908

HARMONY PUBLIC SCHOOLS

HARMONY SCIENCL ACADEMY- AUSTIN
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2013

(With Comparative Totals for Aupust 31, 2012)

ASSETS

Current Assets:
Cash
Restricted Cash
Reccivables

Total Current Asscts

Praperty & Cquipment:
Land
Buildings and Improveinents
Fumiture and Lquipment

Lesst Accumulated Depreciation

Other Assets:
Deposils
Bond lssuance Cost

Total Asscts

LIABILITIES AND NET ASSETS
Current Liabilities:

Accounts Payable

Accrued Liabilities

Wayges Payahle

Payroll Taxes Payable

Interest Payable

Current Portion of Notes Payable

Current Portion of Bonds Payable
Total Current Liabilities

Long-term Liabilitics:
MNotes Payable Net of Current Portion
Bonds Payabie Net of Discount and Current Portion
Total Liabilitics
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assets

Total Liabilities and Net Assets

See accompanying notes to financial statements,
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2013

2012

$ 2,994,341

£ 2025018

2,444,737 2,779,867
3,454,823 947284
§,893.901 5,792,170
2,129,350 2,129,350
18,735,746 18,001,868
1,767,789 1,710,227
22,632,884 21,841,446
(3.112,242) (2,141,790}
19,520,642 19,699,655
110,814 110,814
214,939 222,343
§ 28,740,207 § 25,824,982
$ 299,302 £ 493,552
337,271 8,338
1,249,458 363,978
169,703
429,154 165,351
83,580 68,994
343,152 323,933
2,911,620 1,424,145
276,529 112,200
20,694,173 20,785,968
23,882,322 22,322,314
265,226 257,076
4,392,749 3,245,592
4,857,975 3.502,668

§ 28.740297

§ 25,824,982
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONIO
STATEMENT OF FINANCIAL POSITION
JUNE 30, 2013
(With Comparative Totals for August 31, 2012)

2013 2012
ASSLETS
Current Asscts:
Cash $ 3,211,358 2,748,886
Restricted Cash 2,001,674 1,672,138
Receivables 2,717,160 706,540
Other Receivables 4,265 4,265
Total Current Assets 7,934,456 5,131,820
Property & Lquipment:
Land 1,718,271 1,718,271
Buildings and Improvements 19,454,126 19,369,982
Fumniture and Lquipment 1.367.295 1,276,001
22,539,602 22,364,254
Less: Accumulated Depreciation (2,501,531 (1.844.569)
20,038,161 20,519,686
Other Assets:
Deposits 32,550 23,750
Bond lssuance Cost 364,698 379,944
Total Assets 3 28369866 $ 26,055,208
LIABILITIES AND NET ASSETS
Current Liabilities:
Accounts Payable $ 90,505 172,447
Accrued Liabilities 256,317 14,519
Wages Payable 014,532 264,339
Payroll Taxes Payable 121,936
Interest Payable 475,521 80,181
Due to State 0 45,003
Current Portion of Notes Payable 119,672 500,000
Current Portion of Bonds Payable 464,638 447,572
Total Current Liabilitics 2,443,121 1,525,051
LLong-term Liabilities:
Notes Payable Net of Current Portien 105,654
Bonds Payable Net of Discount and Cugrent Portion 19,890,117 20,103,500
Total Liabilitics 22,438,896 21,628,557
Net Assets:
Unrestricted 2,004,136 2,229,564
Temporarily Restricted 3,836,833 2.197.087
Total Net Assels 5,930,969 4,426,651
Total Liabilitics and Net Assels § 28,369,866 § 26,055208

See accompanying notes to {inancial slatements.
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY. EL PASO
STATCMENT OF FINANCIAL POSITION

JUNE 30, 2013

(With Comparative Totals for August 31, 2012)

ABSETS
Current Assets:
Cash
Restricted Cash
Receivables
Other Receivables
Total Current Assets

Property & Equipment:
Land
Buildings and Improvements
Furniture and Equipment

Lass: Accumulated Depreciation

Other Assets:
Deposits
Bond [ssuance Cost

Total Assets

LIABILITILS AND NLET ASSLTS
Current Liabilities:

Accounts Payable

Accrued Liabilities

Wages Payable

Payroll Taxes Payable

Interest Payable

Current Portion of Notes Payable

Current Portion of Bonds Payable
Tedtal Cutrent Liabilities

lLong-term Liabilities:
Notes Payable Net of Current Portion
Bonds Payable Nt of Discount and Current Portion
Tolal Liabilities
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assets

Total Liabilitics and Net Asscts

See accompanying notes 1o financial statements.
=20

2013

2012

% 7,386,499

£ 6,064,540

1,531,486 1,682,095
2,651,115 737,513
4,564 268,115
11,573,663 8,752,265
1,790,950 1,790,950
13,610,307 13,112,839
011,184 594281
16,312,441 15,498,070
(2,272,680) (1.570,862)
14,039,761 13,927,208
37,332 37,532
114,559 114.953
3 25765515 § 22,831,959
% 109,068 526,333
248,639 6,039
899,882 275,319
115,496
167,563 258,614
223,980 122,400
453,520 414,191
2,218,147 1,602,894
1,453,209 823,084
13,904,438 14,228 812
17,575,794 16,634,790
2,030,876 1,957,434
6,158.845 4,219,735
8,189,721 6.177,169

§ 25765515

§ 22831959
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADIEMY- FORT WORTH
STATEMENT QF FINANCIAL POSITION

JUNE 30, 2013

(With Comparative Totals for August 31,2012)

ASSETS
Clurrent Assets:
Cash
Restricled Cash
Receivables
Other Reccivables
Total Current Assets

Propenty & Equipment:
Land
Buildings and Improvements
Fumiture and Equipment

Lexs: Accurnulated Depreciation

Other Assets:
Deposils
Bond Issuance Cost

Total Asscts

LIABILITIES AND NET ASSETS
Current Liahilities:

Accounts Payable

Accrued Liabilities

Wages Payable

Payroll Taxes Payablc

Interest Payable

Current Portion of Notes Payable

Curremt Portion of Bonds Payable
Total Current Liabilities

Long-term Liabilitics:
Notes Payable Net of Current Portion
Bonds Payable Net of Discount and Current Portion
Total Liabilities
Net Assets:
Unrestricled
Temporarily Restricted

Total Net Assets

Total Liabilities and Net Assets

See accompanying notes to financial statemnents.
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2013 2012
$ 1.568650 § 725,937
4,990,333 7,436,430
3,930,449 1,377 877
35,706
10,489,432 9,575,950
2,944,614 2,944,614
34,811,284 31,558,404
2.035,134 1,942,249
39,791,032 36,445 267
(4,196 886) (3.027.621)
35,594,146 33,417,645
82,542 82,542
401,157 416,004
$ 46567277 $_43.492 141
$ B8R.179 % 1783210
399,295 11,403
1,398,007 420311
177,839
660,525 333,233
552,223 311,438
673.884 S78.B8S
4,749,951 3,438,480
1,918,116 1,599,680
33.813.628 33,955.099
40,481,696 18,993,259
1,512,235 1,553,477
4,573,347 2,945,405
6,085,582 4,498,882

§ 46,567,277

$ 43,492,141

HARMONY PUBLIC SCHOOLS

FIARMONY SCHOOI, OF EXCELLENCE
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2013

(With Comparative Totals for August 31, 2012)

ASSETS
Current Assels:
Cash
Restricted Cash
Receivables
Other Reeeivables
Total Current Assets

Property & Cquipment:
Land
Buildings and Improvements
Fumiture and Lquipment

Less: Accumulated Depreciation

Other Assets:
Deposits
Bond Issuance Cost

Total Assets

LIABRILITIES AN NIET ASSETS
Current Liabilities:

Accounts Payable

Agerued Liabilities

Wages Payable

Payroll Taxes Payable

Interest Payable

Capital Leasce Payable

Current Portion of Notes Payable

Current Portion of Bonds Payable
Total Current [Liabilitics

Long-term Liabilities:
Notes Payable Net of Current Portion
Bonds Payable Net of Discount and Current Portion
Total Liabilitics
Net Assets:
Unrestricted
Temporarily Restricted
Total Net Asscts
Total Liabilitics and Nel Asscis

See accompanying nofes Lo financial statcments.
092

2013

2012

5 2,794,007

§ 1649372

3,862,117 6,648,104
4,274,300 1,205,512
2,200 2,200
10,932,624 9,705,188
3,995,277 3,995,277
30,750,102 28,727,026
2,781,003 2,633,711
37,526,383 35,356,014
(7,150,940} (5.556,699)
30,375,442 29,799,315
69,781 59,781
424,553 438,620

& 41,802,400

$ 40,002 904

$ 321,905 % 158,346
436,912 842 863
1,518,791 444,653
195,928
645,903 116,970
8,306
441,957 1,282,783
543,333 457301
4,104,730 3,311,314
5,118,434 5,367,960
28,771,314 29.858,240
37.994.478 38,537,514
567,973 651,463
3,239,949 813,927
3.807,922 1,465,390

3 41.802.400

¥ _40.002.904
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCL ACADEMY- LUBBOCK
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2013

(With Comparative Totals for August 31, 2012)

ASSETS

Current Assets:
Cash
Resuricted Cash
Receivables

Total Current Assets

Property & lLiquipment:
Land
Buildings and Improvements
Furniture and Equipment

Iess: Accumulated Depreciation

Other Assets:
Deposits
Bond Issuance Cost

Total Asscets

LIABILITIES AND NET ASSETS
Current Liabulities:

Accounts Payable

Acerued Liabilities

Wages Payable

Payroll Taxes Payable

Interest Payable

Current Portion of Bonds Payable
Total Current Liabilities

1ong-term Liahilitics:
Bonds Payable Net of Discount and Current Portion

Total Liabilities
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assets

Total Liabilities and Net Assets

Sce accompanying notes Lo financial statements,
23

2013 2012
§ 1,419,068 5 973,960
435379 369,794
997,549 295,479
2,851,000 1,639,233
154,893 154,893
4,583,389 4,573,437
562,103 520,313
5,300,385 5,257,843
(1.783433) (1,418.645)
3,516,052 3,839,108
15,300 15,500
93,402 97,420
§ 6478640 § 5591651
$ 31,602 & 28,523
106,583 481
363476 120,524
51,430
112,716 26,085
126,392 121.565
792,199 297,178
4,561,997 4,615,309
5,354,196 4912486
(36,852) (28,026)
1,161,296 707,191
1,124,444 679,165
5 6478640 5 5.591651

[HARMONY PUBLIC SCIHIOOLS

HARMONY SCIENCL: ACADEMY-WACQO
STATEMENT OF FINANCIAL POSITION

JUNL 30, 2013

(With Comparative Totals for August 31, 2012)

AS3ETS
Current Assets:
Cash
Restricted Cash
Receivables
Other Receivables
Total Current Asscls

Property & Equipment:
Land
Buildings and Tmprovements
Farniture and Equipment

Less: Aceumulated Depreciation

Other Assets:
Deposits
Bond Issuance Cost

Total Assets

LIABILITIES AND NET ASSETS
Current Liabilities:

Aceounts Payable

Accrued Liabilities

Wagpes Payable

Payrolt Taxcs Payable

Interest Payable

Curent Portion of Notes Payable

Current Portion of Honds Payable
Total Current Liabilities

[L.ong-term Liabilities:
Notes Payable Net of Current Portion
Bonds Payable Net of Discount and Current Portion
Total Ligbilitics
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Asscts

Total Lishilitics and MNel Asscts

See accompanying notes to Nnancial statements.
.24

2013 2012
§ 4848980 3 4,067,631
2,576,077 4,658,278
4,562,007 1,733,017
12,205 19,969
11,999,270 10,478,805
8,828,501 8,828,501
29,843,411 28,657,706
2,450,146 2,108,889
41,122,058 30,685,006
(6,436,545} {4,556,270)
14,685,512 35,128,826
134,352 134,352
117,849 122,861

§ 46936983 8§ 45864935
§ 545545 8 2201060
448718 4927
1,624,606 475,241

218,349

522,043 458,080
186,269 100,414
286,941 250,052
3,833,071 3,588,765
500,990 274,622
36,491,528 36,921,606
40,825,588 40,784,993
145,868 362,129
5,965,526 4717813
6,111,394 5,079.942

§ 46936983  § 45.864.933
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY- RROWNSVILLE
STATEMENT OF FINANCIAL POSITION
JUNE 30, 2013
(With Comparative Totals for August 31, 2012)

2013 2012
ASSETS
Current Asscts:
Cash 1,435,583 51,164,469
Restricted Cash 5,702 6,384
Receivables 517,117 162,883
Other Reecivables 18,090 18,090
Total Current Assets 1,976,493 1,351,827
Property & Lquipment:
Buildings and Improvements 410,753 379,476
Furniturc and Equipment 120,317 107,749
531,070 487,225
LLess: Accumulated Depreciation {314._508) (232,512)
216,562 254,713
Other Assets:
Deposits 24.000 24.000
Total Assets $ 2217055 $§  1.630540
LIABILITIES AND NET ASSFETS
Current Liabilities:
Accounts Payable $ 33239 § 18,256
Accrucd Liabilities 61,919
Wages Payable 225262 62,133
Payrall Taxes Payable 26,269
Interest Payable 516 1,215
Current Portion of Bonds Payable 704 666
Total Current Liabilities 347.909 82,269
Long-term Liabilities;
Bonds Payable Net of Discount and Current Portion 59,613 60,294
Total Liabilities 407,522 142,563
Net Assets:
Unrestreted 167,705 155,951
‘Temporarily Restricted 1,641,828 1,332,027
Total Net Assets 1,809,533 1,487,978
Total Liabilities and Net Assets § 2217055 % 1,630,541

See accompanying notes to inancial statements.
225-

HARMONY PUBLIC SCHOCLS

HARMONY SCHOOL OF SCIENCE- HOUSTON
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2013

(With Comparative Totals for August 31, 2012)

ASSLCTS

Current Assets:
Cash
Restricted Cash
Receivables

Tatal Current Assets

Property & Equipment:
land
Buildings and Improvements
Furniture and Equipment

Less: Accumulated Depreciation

Other Asscts:
Deposits
Bond lssuance Cost

Total Assets

LIABILITIES AND NET ASSETS
Current 1iabitities:

Accounts Payable

Accrued Liabilities

Wages Payable

Payroll Taxes Payable

Interest Payable

Current Portion of Notes Payable

Current Portion of Bonds Payable
Total Current Liabilities

Long-tcrm Liabilitics:
Notes Payable Net of Current Portion
Bonds Payable Net of Discount and Current Portion
Total Liabilities
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assels

Total Liabilitics and Net Asscls

See accompanying notes to financial statements.
26-

2013

2012

$ 1955133

b 699,234

2,037,479 1,868,116
1,821,686 429135
5,814,299 2,006 484
1,087,500 1,087,500
13,829,640 13,802,178
653,831 573,882
15,570,072 15,463,561
(2,447,232 (1,768.802)
13,123,740 13,694,759
59,998 59,998
205,691 213,117
§ 19203727 % 16964358
3 55,040 § 82,373
149,361 5,604
575,551 181,582
75,636
347,808 96,214
8,759
325,586 309,162
1,538,641 674,935
29,197
14,965,703 15,039,840
16,533,541 15,714,775
196,970 249,684
2,473,216 999 899
2,670,186 1,249 583

§ 19,203,727

§ 16,964 358
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HARMONY PUBLIC SCTIQOLS
HARMONY SCIENCE ACADEMY - HOUSTON

STATEMENT OF ACTIVITIES
FOR TUHE TEN M(ONTH PERIOD ENDED JUNE 3}, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

REVENUES
Local Support:
5740 Other Revenues from Local Sources
5750 Revenae from Curricular
Total Local Support

State Program Revenues
580 Foundation School Program Act Revenue
5820 State Propeam Revenucs Distributed by
Texas Education Agency
Total State Program Revenues
Federal Program Revenues:
5020 Federal Revenucs Distributed by
Texas Education Agency
5940 Federal Revenues Distributed Directly
From the Pederal Government
Total Federal Program Revenucs
Net assets released from restrictions:
Restrictions satistied by payments
Total Revenues
EXPENSES
11 Instruction
12 Instractional Resources and Media Service
13 Curriculum Development and Instructional
Staff Development
21 Instructional .eadership
23 School Leadership
33 Hcalth Scrvices
34 Student (Pupil) Transportation
35 Food Service
36 Cocumcular/lixtracurricular Activities
41 Cicneral Administration
51 Plant Maintenance and Operations
52 Sceurity and Moniloting Scrvices
53 Data Processing Services
71 Debt Service
Total Expenses

Change in Net Assets
Net Assets, Beginning of Year
Net Assets, End of Year

Temporarily

Unrestricted Restricted Total 2012

§ 13,659,047 § § 13,659,047 512,922,477
595,123 595.123 1,074,146
14,254,169 14,254,169 13,996,624
24,236,004 24,256,004 23,060,759
100,338 1{4),338 200,279
24 356,342 24,356,342 23,262,038
2,813,588 2,813,588 2,906,054
BO&.115 BOB, 115 783,280
3,621,703 3,621,703 3,689.334

26,8001.570 {206,800,570)
41,054,739 1,177,475 42232214 40,947,996
14,496,962 14,496,962 13,618,075
6.846 6,846 57,757
2911,138 2.911.138 3.981.269
843,389 843 389 609,950
3,114,041 3,114,041 2,651,629
64,248 64,248 53,153
100,140 100,140 139,320
1,366,889 1,366,889 1,357,278
663,193 663,193 808,493
7,595,532 7,595,532 7,028,774
5,416,758 5,416,758 6,188,762
115,052 115,052 184,506
670,013 670,913 358,015
2,080,102 2,080,102 3,383,408
40,345,202 40,345,202 40,420,389
709,537 1,177,475 1,887,012 527,607
3,545,843 4,740,753 8,286,596 7,758,990
$ 4255380 $ 5918228 $ 10,173 608 S 8286396

Sce accotmpanying notes to financial statements.
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HARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN

STATEMENT OOF ACTIVITIES
FOR THE TEN MONTH PERIOQD ENDED JUNE 30, 2013
{With Comparative Totals for the Twelve Month Period bnded August 31, 2012)

REVENUES
Local Support:
5740 Other Revenues from Local Sources
5750 Revenue from Cumicular
Total Local Support

State Program Revenues
5810 Foundation School Program Act Revenues
5820 State Program Revenves Distributed by
Texas Lducation Agency
Total State Program Revenues
Federal Program Revenues:
5920 Federal Revenues Distributed hy
Texas Education Apency
5940 Federal Revenues Distributed Directly
From the Federal Government
Total Federal Program Revenugs

Net assets released from restrictions:
Restrictions satisfied by payments
Totak Revenues
EXPENSES
[l Instruction
12 Instructional Resources and Media Serviees
13 Curriculum Development and Instructional
Staff Development
21 Instructional Leadership
23 School I.eadership
33 Health Services
34 Student (Pupil) Transportation
35 Food Service
36 Cocurricular/Extracurricular Activities
41 General Administration
51 Plant Maintenance and Operations
52 Security and Moniwring Services
53 Data Processing Services
7t Deht Serviee
Total Expenscs
Change in Nel Assels
Net Assets, Beginning of Year
Net Assets, End of Year

Temporarily
Unrestricted Restricted Tatal 2012
§ 246,387 § 246,387 % 4,988
576244 576,244 774,764
¥22,631 132 631 779,752
20,179,984 20,179,984 18,654,327
139,115 139,115 176,934
20,319,100 20,319,100 18,831,261
1,377,468 1,377,468 1,615,522
63,144 68,144 375,339
1,445,612 1,445,612 1,990,862
20,417,555 (20.417,555)
21,240,186 1,347,157 22,587,343 21,601,874
11,321,259 11,321,259 10,496,828
7,747 7,747 20,146
502,289 502,289 049,454
75,030 75,030
1,971 415 1,971,415 1,937,459
4,413 4,413 3,898
122,613 122,613 90,282
595862 595 862 699,353
552,571 552,571 425,537
1,055,762 1,055,762 1,053,045
1.752.952 3,752,952 4,091,896
33,562 33,562 23097
49,065 49,065 237,796
1,187,497 1,187,497 L1i8.147
21,232,036 21,232,036 20,846,938
8.150 1,347,157 1,355,307 754,937
257076 3,245,592 3,502,668 2,747.7131
§ 265226 3 4592740 3 _4857.975 § 3,502,668

See aceoinpanying notes to financial statements.
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONIO

STATEMENT OF ACTIVITIES
FOR THE TEN MONTH PERIOD ENDLD JUNI 30, 2013
(With Comparative Totals for the Twelve Month Pertod Ended August 31,2012}

REVENUES
Local Support:
5740 Other Revenues from Local Sources
5750 Revenue from Curricular
Total Lacal Support

State Program Ruevenues:
5810 Foundation School Program Act Revenucs
5820 State Program Revenues Destributed by
Texas Lducation Agency
Total State Propram Revenues

Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Education Apency
5940 Federal Revenues Distributed Dircetly
From the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satlisficd by payments
Total Revenues
EXPENSES
11 Instruction
12 [nstructional Resources and Media Services
13 Curriculum Development and Instructional
Staff Developnment
21 Instructional [.eadership
23 School Leadership
33 Health Services
35 Food Service
36 Cocurricular/Extracurricular Activitics
41 General Administration
51 Plant Maintenance and Opcrations
52 Security and Monitoring Servicus
53 Data Processing Services
Tl Debt Service
Total Expenscs

Change in Net Assets
Net Assets, Deginning of Year
Net Assets, End of Year

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO

STATEMENT QF ACTIVITIES
FOR THE TEN MONTH PERIOD ENDLD FUNL 30, 2013

Temporatily
Unrestricted Restricted Total 2012
5 248,19 ¥ 5 248,196 3 2
378,188 378,188 333,840
626,384 626,384 333,841
14,821,573 14,821,573 9,298,263
39,583 39,583 71,051
14,861,156 14,861,156 9,369,314
1,351,488 1,351,488 843,510
11,088 11,088 292,596
1,362,576 1,362,576 1,136,106
14,583 986 (14,583.986)
15,210,370 1,639,746 16,850,117 10,839,261
7,737,504 7,737,504 5,391,614
3,468 3,468 24,679
452,343 452,343 454,446
59 982 59,982
1,499,747 1,499,747 971,733
8,142 8,142 4,106
759,785 759,785 491,472
356,322 356,322 175,106
761,908 761,908 499,452
2,444,378 2444378 1,513,456
30,212 30,212 8,111
04,250 04,259 66,760
1,137,750 1,137,750 1283413
15,345,799 15345799 10.884 347
(135,428) 1,639,746 1,504,318 (45.086)
2,229,564 2,197,087 4,426,651 4.471,737
§ 2.094,136 3 3,836,833 $ 5930969 3§ 4426651

See accompanying notes to financial statements,

229,

{With Comparative Totals for the ‘I'welve Month Period Ended August 31, 2012}

REVENUES
5740 Other Revenues from Local Sources
5750 Food Service Sales
Total Local Support

State Program Revenuces:
5810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Lducation Apency
Total Statc Program Revenues

Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Fducation Agency
5940 Federal Revenues Distributed Directly
From the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisfied by payments
Total Revenues
EXPENSES
11 Instruction
12 Instructional Resources and Media Services
13 Curricutum Development and [nstructional
Staff Development
21 Instructional lcadership
23 School Leadership
33 Health Scrvices
35 Food Serviee
36 Cocumncular/Extracurrticular Activities
41 General Administration
51 Plant Maintenance and Opcrations
52 Security and Monitoring Services
53 Data Processing Scervices
71 Debt Service
Total Expenscs

Change in Net Assets
Not Assets, Bepinning of Year
Net Assets, End of Year

Temporarily
Unrestricted Restricted Total 2012
5 290,232 % 5 290,232 $ 55,494
497.258 497,258 663,709
787,489 787,489 719,203
15,574,937 15,574,937 12,818,245
73416 73416 R3.4R7
15,648,353 15,648,353 12,903,732
1,516,198 1.516,198 1,391,920
31,343 31,343 244016
1.547.541 1.547,541 1,635,937
15.256,784 (15.256,784)

16,044,273 1,939,110 17,983,384 15,258,872
8,268,036 8,268,036 6,530,343
6,450 0,450 27411
545,500 545,500 473,256

50,000 50,000
1,612,686 1,612,686 1,407,769
2,381 2,381 4,672
662,023 662,023 512,544
420,662 420,662 447,502
817,099 817,099 806,014
2,679,335 2,679,335 2,979,808
17,036 17,036 21,344
39,670 39,670 112,841
849,942 849,942 674,232
15,970,832 15,970,832 13,697,735
73.442 1,939.110 2.012.552 1,261,137
1,957,434 4,219,735 6,177,164 4916032
§ 2030876 $_G6.158.845 3 8189721 $ 6,177,169

See accompanying notes to {inancial statements.
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HARMONY PUBLIC SCHOQLS

HARMONY SCIENCE ACADEMY - FORT WORTEH

STATEMLNT OF ACTIVITIES
FORTHLE TEN MONTIH PERIOTY ENDED JUNE 30, 2013
(With Comparative Totals for the T'welve Month Period Ended August 31, 2012)

REVENUES
Lacal Support:
5740 Other Revenues from Local Sources
5750 Revenue from Curricular
Total Local Support

State Program Revenues
5810 Foundation School Program Act Revenue
5820 State Propram Revenues Distributed by
Texas Edeucation Agency
‘Total State Propram Revenues
Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Cducation Ageney
5940 Federal Revenues Distributed Directly
From the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisfied by payments
Total Revenues
EXPENSES
11 Instruction
12 Instructional Resources and Media Serviee
13 Curriculum Development and Instructional
Suff Development
21 Instructional Leadership
23 School Leadership
33 Health Scrvices
35 Tood Service
36 Cocurncular/Extracurticular Activities
41 General Administration
51 Plant Maintenance and Operations
52 Sceurity and Monitoring Services
53 Data Processing Serviees
71 Debt Service
Total Expenscs
Change in Net Assets
Net Asscts, Bepinning of Year
Net Assets, End of Year

Temporarily

Unrestricted Restricted Total 2012
§ 247,573 3 3 247,573 5 991
720,598 720,598 772,348
968,171 968,171 773,339
22,667,392 22,667,392 17,314,988
179,233 179,233 138,084
22 846,625 22,846,625 17,453,072
1,391,405 1,391,405 1,420,080
222,437 222,437 783,519
1,613,842 1,613,842 2,203,599
22832526 (22,832 526) )
23,800,697 1,627,942 25,428,639 20,430,010
12,312,004 12.312,004 10,350,996
11,971 11,971 9270
646,160 646,160 790,704
86,881 89,881
2,502,412 2,502,412 1,840,128
18,316 18,316 41,0006
916,692 916,692 644,824
606,060 606,066 516,078
1,051,582 1,051,582 1,001,600
3,548,512 3,548,512 3,547,542
62,428 62,428 23,157
70,798 70,798 75,665
2,005,117 2,005,117 1,652,036
23,841,939 23,841,939 20,493,005
(41.242) 1,627,942 1,586,700 (62.995)
1,533.477 2,945,405 4,498,882 4.561.877
$ 1512235 $ 4573347 $ 6085582 § 440K KRD

Sce accompanying notes to [inancial statements.
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLENCE

STATEMENT OF ACTIVITIES
FOR THE TEN MONTE PERIOD ENDED JUNE 20, 2013
{With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

REVENUES
[.ocal Support:
5740 Other Revenues from Local Sources
5750 Revenue from Curricular
Total Local Support

State Program Revenues
5810 Foundation School Program Act Revenugs
53820 State Program Revenues Distribuled by
Texas Education Agency
Total State Program Revenucs
Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Education Ageney
5940 lederal Revenues Distributed Directly
From the Federal Government
Total Federal Program Revenues

Net assels released from restrictions:
Restrictions satisficd by payments
Total Revenues

EXPENSES
11 Instruction
12 Instructional Resources and Media Services
i3 Curriculum Development and Instructional
Staff Development
21 Instructional Leadership
23 School Leadership
33 Health Serviges
34 Student (Pupil) Transportation
35 Food Service
36 Cocurricular/Bxtracurmicular Activities
41 General Administration
51 Plant Maintenance and Operations
52 Security and Monitoring Services
53 Data Processing Services
71 Debt Service
Total Expenses

Change in Net Asscts
Net Asscts, Beginning of Yeur
Net Asscts, End of Year

Temporarily
Unrestricted Restricted Total 2012
5 380,454 5 3 380,454 % 151y
939,609 939,009 1,233,516
1,320,063 1,320,063 1,235,035
25827013 25,827,013 23,824370
#8153 88,153 204,092
25,915,166 25,915,166 24,028,469
1,995,100 1,995,190 1,986,609
10,332 10,332 406,589
2,005,522 2,005,522 2,393,198
25,494,666 (25,494,666)

26,814,729 2,426,022 29,240,751 27,656,702
13,146,525 13,146,525 12,222M3
22,337 22,3137 183,353
666,231 666,231 BB1.359

103,160 103,160
2,950,379 2,950,379 3,147,388
15,241 15,241 12,303
205,262 205262 279,062
1,110,671 1,110,671 1,126,724
747,049 747,049 781,299
1,230,204 1,230,204 1,483,083
4.647.53) 4,647,510 5,124,750
99418 99,418 66,400
61,258 61,258 83,016
1,802,954 1,802,954 1,951,107
26,898,219 26,898,219 27,343,468
(83,4%0) 2,426,022 2,342,532 313234
651,463 813,927 1,465,390 1,152,156
55067973 3239949 § 38070922 § 1465390

Sce accompanying notes to financial statcments.
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - LUBBOCK

STATEMENT OF ACTIVITIES
FOR THE TEN MONTIH PERIOND ENDED JUNE 30, 2013
{(With Comparative Totals for the Twelve Maonth Period Ended August 31, 2012)

Temporarily
Unrestricted Restricted Total 2012
REVENUES
Local Support:
5740 Orther Revenues from T.ocal Sources $ 70263 % 8 70,263 % 485
5750 Revenue from Curricular 146,803 146,803 204,008
Total Local Support 217,066 217,066 2{M,583
State Program Revenues:
5810 Foundation School Propram Act Revenues 5.823.613 5,823,013 5,449,114
5820 State Program Revenues Distributed by
Texas Fducation Ageney 12,353 12,353 56,319
Total State: Program Revenuces 5,835,906 5,835,966 5,505,433
Federal Program Revenue:
5920 Federal Revenues Distributed by
Texas Hdueation Agency 659,935 659,935 706,303
5940 Uederal Revenues Distributed Directly
From the Federal Government 18,018 18,018 111,074
Total Federal Program Revenucs 677,953 677,953 817,377
Net assets released from restrictions:
Restrictions satisfied by payments 6,059,813 (6,059 813)
Total Revenues 0,276,879 454,105 6,730,084 6,527,393
EXPENSES
11 Instruction 3412911 3412911 3,054,491
12 Instructional Resources and Media Services 480 480 23,657
13 Curriculwn Development and Instructional
Staff Development 212,702 212,702 304,454
2] Instructional Leadership 22,130 22,130
23 School Leadership 523,418 521,418 689,497
33 Health Services 2,007 2,007 2,098
35 Food Serviee 337,352 337,352 341,897
36 Cocurricular/Extracurricular Activitics 127 969 127,969 107,099
41 (igneral Admunistration 454,475 454,475 313,211
51 Plant Maintenance and Operations 878,074 878,974 1,005,482
52 Securily and Monitoring Scrvices 17,323 17,323 2471
53 Data Processing Scrvices 17,406 17,406 132,301
71 Debt Service 278,559 278,559 302,305
Total Expenses 6,285 705 6,285,705 6,283,063
Change in Net Assets (8.826) 454,105 445,279 243430
Net Asscts, Beginning of Year (28.026) 707,191 679,165 435,715
Net Assets, End of Year b 36831 5 1161296  § 1124449 $__679.165

Sce accompanying notes to financial statements,
3.

HARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY - WACO

STATEMENT OF ACTIVITIES
FOR THE TEN MONTEH PERIOD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

REVENUES
Local Support;
5740 Other Revenues from Local Sources
5750 Revenue from Curricular
Total Local Support

State Program Revenues:
5810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Education Agency
Total State Program Revenues

Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Dducation Agency
5940 Federal Reveaues Distributed Direetly
From the Federal Governmoent
Total Federal Program Revenues

s released from restrictions:
Restrictions satisficd by payments
Total Revenues

Net asse

EXPENSES
11 [nstruction
12 Instructional Resources and Media Services
13 Curriculum Development and Instructional
Staff Development
21 Instructional I.eadership
23 School Leadership
33 Health Services
35 Food Service
36 Cocurricular/Extracurricular Activitics
41 General Administration
51 Plant Maintenance and Operations
52 Security and Monitoring Services
53 Data Processing Services
71 Debt Service
Total Expenses
Change in Net Asscts
Neot Assets, Beginning of Ycar
Net Assets, End of Year

Tempaorarily
Unrestrigted Restricted Total 2012
$ 79,602 $ $ 79602 % 162,552
668,243 668,243 902,878
747 845 747 845 1,065,431
25,853,262 25,853,202 22,022,521
194,160 194,160 269,085
26,047,422 26,047,422 22,291,606
2,169,795 2,189,795 2,055,370
144,334 344,334 463,149
2,634,120 3,534,120 2,518,520
27,333,837 (27.333.837)
__28.081682 1,247,713 29,329,395 25,875,557
14,779,890 14,779,890 12,169,950
19,193 19,193 40,851
786,892 786,892 884,083
1O OG0 104),800
3,254,404 3,254,404 2,544,536
14,372 14,372 81,724
1,224,067 1,224,067 1,054,433
748,283 ‘788,283 591,167
1,245,280 1,245,280 1,186,912
3,905,112 3,905,112 3,487,775
60,182 60,182 28,936
162,858 162,858 197,750
1,956,613 1,956,613 1,299,612
28,297,943 28,297,943 23,567,729
(216,261) 1,247,713 1,031,452 2307828
362,129 4717.813 5,079,942 2,772,114
$ 145 868 3 5965526 3 6,111394 § 5079942

Sce accompanying notes to financial statements.
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HARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY - BROWNSVILLE

STATEMENT OF ACTIVITIES

FOR THL TEN MONTH PERIOD ENDLED JUNL 30, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

REVENUES
Local Support:
5740 Other Revenues from Local Sources
-4750 Revenue from Currtcular
Total Local Support

State Program Revenues:
5810 Foundation School Program Act Revenucs
5820 State Propram Revenues Distributed by
Texas Lducation Agency
Total State Program Revenues

l'ederal Program Revenues;
5920 Fedcral Revenues Distributed by
Texas Hducation Agency
5940 Federal Revenues Distnbuted Directly
From the Federal Gevernment
Total Vederal Propram Revenues

Net assets released (rom restrictions:
Restrictions satisficd by payments
Total Revenues

EXPENSES
11 Instruction
12 Instruetional Resources and Media Services
13 Curriculum Development and Instructional
Staff Development
21 Instructional I.cadership
23 School Leadership
33 Health Services
35 Food Service
36 Cocurricular/lixtracurricular Activitics
41 General Administration
51 Plam Maintenance and Operations
52 Security and Monitoring Services
53 Data Processing Scrvices
71 Debt Scrvice
Total Expenses

Change in Net Assets
Net Assets, Bepinning of Year
Mct Assets, End of Year

Tempaorarily
Unrestricted Restricted Total 2012

5 820 ] 3 820 ¥ 2,353
66,514 66,814 132,817
67.634 67,634 135,170
3,100,378 3,109,378 3,184,933
14,510 14,510 40,294
3,123,888 3,123,888 3,225,227
418,561 418,561 487,367

12,780 12,780
431,340 431,340 487367

3,245,427 3,245.427

3,313,061 309,801 3,022,862 3,847,764
1,765,182 1,765,182 1,842,522
152 152 26,133
103,844 103,844 153,949

12,888 12,888
370,028 370,028 463,364
817 817 529
146,509 146,509 158,385
76,070 76,070 92,474
149,791 149,791 240,418
659,575 659,575 770,103
3,397 3,397 910
9,587 9,587 13,523
3,466 3,466 1215
3,301,307 3,301,307 3.763.525
11,754 309,801 321,555 54,239
155,951 1,332,027 1,487,978 1,403,739
$ 167,705 § 1,641,828 3 ,809,533 G LABT7078

See accompanying notes Lo financial statcments.

.15,

HARMONY PUBLIC 8CHOOQLS

HARMONY SCHOOL OF SCIENCL - HOUSTON

STATEMENT OF ACTIVITILS
FOR THE TEN MONTH PERIOD LNDED JUNE 30, 2013
(With Comparative Tolals for the Twetve Moath Period Ended Aupust 31, 2012)

REVENUES
Loeal Support:
5740 Other Revenues from Local Sources
5750 Revenue from Curricular
Total Local Support

State Program Revenues;
5810 Foundation School Program Act Revenucs
5820 State Program Revenues Distributed by
Texas Education Agency
Total Statc Program Revenuces

Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Fducation Apency
5940 l'ederal Revenues Distributed Direetly
From the Federal Government
Total Federal Program Revenues

Net asscts released {romn restrictions:
Restrictions satisficd by payments
Total Revenues

EXPENSES
11 Instruction
12 Instructional Resources and Media Services
13 Curriculum Development and Instructional
Staff Development
21 Instructional Leadership
23 School Leadership
33 Health Services
35 Food Service
36 Cocurricular/Extracurricular Activilics
41 (General Administration
51 Plant Maintenance and Operations
52 Security and Monitoring Scrvices
53 Data Processing Services
71 Debt Service
Total Expenses

Change in Net Assets
Net Assets, Bepinning of Year
Net Assets, End ol Year

Temporarily

Unrestricted Restricted Total 2012
$ 24248 % § 242486 % 7
348,988 348,988 475,120
591,474 591,474 475,127
10,028,462 10,028,462 8,128,959
20,180 20,180 36,576
10,044,642 10,048,642 8,165,534
814,604 814,604 534,432
6,000 6,000 287,281
820,604 820,604 821,713
9,395,020 (9,395 .929)

9.987.403 1473317 11,460,720 9,462,375
4,869,606 4,469,606 4,257,736
6,597 6,597 27
240,885 240,885 261,552

17,780 37,780
918,106 918,106 705,357
907 907 3,715
444,389 444,389 446,007
241,892 241,892 204,161
300,475 500,475 474 485
1,798,572 1,798,572 2,001,963
51,434 51,434 19,524
46,758 46,758 86,141
882,718 882,718 906,514
10,040,118 10,040,118 9,427,184
(52.714) 1473317 1,420,603 35,190
249,684 999,899 1,249,583 1,214,392
§ 196970 § 2473216 3 2,070,186 § 1249583

See accompanying notes o financial statemoents.
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON

STATEMENT OF CASH FLOWS

FOR THE TEN MONTH PERIOD ENDELD JUNIZ 30, 2013

(With Comparative Totals for the Twelve Month Period Ended Aupust 31, 2012)

Cash Flows From Operating Activitios

Change In Net Asscts

Adjustments To Reconetle Change In Net Assets To Net

Cash Provided (Used) By Qperating Activitios
Depregiation
(Increase) Decrease in Reegivables
(Increase) Decrease in Other Receivables
(Increase) Deerease in Prepaids
(Increase) Decrease in Bond lssuance Cost
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Wages Payable
Increase (Decrease) in Payroll Taxes Payable
Increase (Decrease) in Accrued Liabilities
Increase (Decrease) in Due to State
Increasc ( Decrzasce ) in lnterest Payable

Net Cash Provided (Used) by Operating Activities

Cash Fiows From Investing Activities
Purchasc of Fixed Assets

Net Cash Provided (Used) by Investing Activities

Cash Flows From Financing Activilics
Proceeds From |Loans
Proceeds From Bonds
Repayment of Loans
Repayment of Bonds

Net Cash Provided (Used) by Financing Activities

NET INCREASE ( DECRFEASE ) IN CASH
CASH AT BEGINNING OF YEAR
CASH AT END OF YEAR

Supplemental Disclosures
Cash Paid During the Year for:
Interest

Sce accompanying notes to financial statements.
217.

2013 2012
§ 1887012 & 527607
1,080,243 2,285,162
(3,453,130) 586,356
630,750 (866.,633)
87,954 (55,716)
101,790 (754,220)
(285,773) 304,647
1,877,805 41,494
298 647
478,643 275,350
(139,383) 179,383
1,241,175 41,142
4,705,733 2,524.572
(8,241,525) (3.930.840)
(8,241,525) (3,930,840
1,409,503 915,058
18,355,194
(5,144,168) (2.436,201)
(378.251) (298,318}
(4,112.916) 16,535,733
(7.648,708) 15,129,465
19,593,661 4,464,196
§ 11944953 $ 19,993,661
$ 2980102 § 3383408

HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - AUSTIN

STATEMENT OF CASH FLOWS

FOR THE TEN MONTII PERIOD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Peried Ended August 31, 2012)

Cash Flows From Operating Aclivities
Change In Net Assets

Adjustments To Reeoneile Change in Net Assets To Net

Cash Provided (Used) By Operating Activities
Deprecialion
(Increasc) Decrease in Accounts Receivable
{Increase) Decrease in Deposits
{Increase) Deercase in Bond [ssuance Cost
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Wages Payable
Increase (deerease) in Acerued Liabilities
Increase { Decrease ) in Payroll Taxes Payable
Increase { Decrease } in Interest Payable

Net Cash Provided (Used) by Operating Activities

Cash Flows From Investing Activities
Purchase of Fixed Asscts

Net Cash Provided (Used) by Investing Activitics

Cash Flows From Financing Activities
Procecds From Loans
Proceeds From Bonds
Repayment of Loans
Repayment of Bonds

Net Cash Provided (Used) by Financing Activities

NET INCREASE ( DECREASE ) IN CASII
CASH AT BEGINNING OF YEAR
CASH AT NI OF YEAR

Supplemental Disclosures
Cash Paid During the Year for:

Imterest

See accompanying notes to financial statements,
8-

2011 2012
$ 1,355307 5 754,937
970,452 972,594
(2,467,530) (161,929)
(21,581)
7,404 9,908
(194,249) (1,272,547)
885,480 22,124
328,033 (15.690)
169,703
263,803 13,020
1,319,294 300,496
(791,440 (2.970,647)
(791.,440) (2,970.647)
252,793 93,467
435,781
(73,878) (384,213)
(72,576) (3,911}
106,339 139,124
634,193 (2,531,027)
4,504,885 7,335,912
$ 5430078 8 _ 4,804,885
$ 1087497 § 1,118147
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IIARMONY PUBLIC SCHIOOLS HARMONY PUBLIC SCHOQOLS

HARMONY SCIENCE ACADEMY - SAN ANTONIO HARMONY SCIENCE ACADEMY - L PASO
STATEMENT OF CASH FILLOWS STATEMENT OF CASII PLOWS
FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013 FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013
{With Comparative Totals for the Twelve Month Period Ended August 31, 2012) {With Comparative Totals for the Twelve Month Period Ended August 31, 2012)
2013 2012 2013 2012
Cash Flows From Operating Activities Cash Flows From Operating Activities
Change In Net Assets § 1,504,318 b (45.086) Change In Net Assets § 2,012,552 5 1,261,137
Adjustments To Reconcile Chanpe In Net Assets To Net Adjustment To Reconcile Change in Net Assets To Net
Cash Provided (Used) By Operating Activities Cash Provided (Usced) By Operating Activities
Depreciation 656,062 843,424 Depreciation 701,818 T13.686
{Increase) Decrease in Accounts Recceivable (2,010,620) (174,229) (Increase) Decrease m Accounts Reccivable (1,913,602) (32,696)
(Increase) Decrease in Other Receivables 17,203 (Increase) IDecrease in Other Reccivables 263,551 (116,574}
{Increase) Decrease in Deposits (8,800) (23,750) (Inerease) Decrease in Bond Issuance Cost 394 474
([nerease) Decrease in Bond Issuanee Cost 15,246 21,172 Increase (Deerease) m Accounts Payable (417 262) (317,461}
Net Assets ‘Transterred in from Laredo 2,469,710 Increase (Decrease) in Wages Payable 624 563 66,109
Tncrease {Decrease) in Accounts Payable (R1,943) 169 819 Increase (Decrease) in Payroll Taxes Payable 115,496
Inerease (Decrease) in Wages Payable 650,193 93,293 Increase (Decrease) in Accrued Liabilities 242,600 (146,139)
Increase (Decrease) in Payroll Taxcs Payable 121,936 Increase { Decrease ) in Interest Payable (WIH51D) (7,782)
Increase (Decrease) in Due to State (45,993) 45,993
Inerease (Decrease) in Accrued Liabilitics 241,800 {6,951} Net Cash Provided (Used) by Operating Activities 1,539.059 1,420,754
Increase ( Deercase ) in Interest Payable 395,340 16,625
Cash Flows From hvesting Activities
Net Cash Provided (Used) by Operating Activitics 1,438,439 3,427,223 Purchase of Fixed Asscts (814.371) (2,754,906}
Cash Flows From Investing Activities Net Cash Provided (Used) by lnvesting Activities (814371 (2,754 906)
Purchase of Fixed Assets {175.438) (590,989}
Cash Flows From Financing Activities
Net Cash Provided (Used) by Investing Activities (175.438) _ (590,989} Proceeds From Bonds 854,966 444 875
Repayment of [Loans (123.261) {60,640}
Cash Flows I'rom Financing Activities Repayment of Bonds (285.044)
Procceds From Loans 144,612 1,070,223
Proceeds From Bonds 706,521 Net Cash Provided (Used) by Financing Activities 446,661 378,226
Repayment of Loans (419,282) (1,291,056)
Repayment of Bonds (196,323) (168,615} NET INCREASE ( DECREASE ) IN (CASH 1,171,349 {955,926)
CASH AT BEGINNING OF YEAR 7,746,636 8,702,562
MNet Cash Provided (Used) by Finaneing Activitics (470,993} 317,073 CASH AT IEND OF YEAR § 8917985 $ 7,746,636
NET INCREASE ( DECREASE ) IN CASH 792,008 3,153,307 Supplemental Disclosures
CASH AT BEGINNING OF YEAR 4.421.,024 1,267,717 Cash Paid During the Year for:
CASH AT END OF YEAR $ 35213037 5 4421024 [nterest b 849,942 $ (74,232

Supplemental Disclosures
Cash Paid During the Year fon:
Interest 5 1,137,750 § 1,281,547

See accompanying notes to financial statements, See accompanying notes to financial statements.
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - FORT WORTH

STATEMENT QF CASHFLOWS

FOR TIIE TEN MONTII PERIOD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Period Hnded August 31, 2012)

HARMONY PUBLIC SCHOOLS
HOUSTON SCHOOL. OF EXCELLENCE

STATEMENT OF CASH FLOWS

FOR THE TEN MONTH PERIOD ENDED JUNL 30, 2013
{With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

2013 2012
Cash Flows From Operating Activities
Change In Net Assets $ 1,586,700 (62,005)
Adjustments To Reconcile Change In Net Assets To Net
Cash Provided (Used) By Operating, Activities
Depreciation 1,169,265 088 548
(Increasce) Decrease in Accounts Receivable (2,552,572) (429,337)
(Increasc) Decrease in Other Receivables 35,706 (2,860}
(Increase) Decrease in Bond Issuance Cost 14,847 41 486
Inerease (Decrease) in Accounts Payable (895,033) 1,667,969
Increase (Deereasce) in Wages Payable 977,696 133,349
Increase (Decrease) in Accrued Liabilities 387,892 11,403
Increase (Decrease) in Payroll Taxes Payable 177,839
Increase { Decrease ) in Interest Payable 327.292 56,736
Net Cash Provided (Used) by Operating Activities 1,229,632 2,404,339
Cash Flows From Investing Activilics
Purchase of Fixed Assets 3,345.765) (8.637,601)
Net Cash Provided (Used) by Investing Activities (3,345,765) (8.637.601)
Cash Flows From Financing Activities
Proceeds From Loans 916,616 232417
Proceeds From Bonds 265,500 5,010,525
Repayment of Loans {357,395 (475,392)
Repayment of Bonds (311,972) (136,613)
Net Cash Provided (Used) by Financing Activities 512,749 4.630.937
NET INCREASE ({ DECREASE ) IN CASH (1,603,384) (1,602.325)
CASH AT BEGINNING OF YEAR 8,162,367 9,764,692

CASH AT END OF YEAR

Supplemental Disclosures
Cash Paid During the Year for:

[nterest

See accompanying notes to fingncial statements,
4]

$__6,558.943

5 8,162367

$ 2005117

B 1,652,036

2013 2012
Cash Flows From Operating Activitics
Change In Net Asscts § 2,342,532 31320
Adjustment To Reconeile Chanpe In Net Assets To Net
Cash Provided (Used) By Operating Activitics
Depreciation 1,594,241 1,907,772
(Increase) Decreasc in Accounts Receivable (1.068,7488) (110,873)
(Increase) Decrease in Other Receivables (2,200)
(Increase) Decrcase in Deposits (10,000)
(Increase) Docrease in Bond [ssuance Cost 14,067 20,250
Increase (Docrease) in Accounts Payable 163,559 (544,145)
Increase (Decrease) in Wages Payable 1,074,138 10,903
Increase {Neerease) i Accrued Liabilitics (405,951) 842,863
Inercase ( Decrease ) in Payroll Taxes Payable 195,928
In¢rease { Deerease ) in Interest Payable 528,933 14 680
Net Cash Provided (Used) by Operating Activitics 2,428,659 2,452,484
Cash Flows From Investing Activitics
Purchasc of Fixed Assets (2.170,368) (2,134.247)
Net Cash Provided (Used) by Investing Activities (2.170,368) (2,134.247)
Cash Flows From Financing Activities
Proceeds From Loans 15,917 1,520,703
Proceeds From Bonds 5,105,638
Repayment ot Capital Leases (%,396) (17,061}
Repayment of Loans (1,106,269) (1,885,508)
Repayment of Bonds (1,000,895) (69.313)
Net Cash Provided (Used) by Financing Activities (2.099.643) 4,654 459
NET INCREASE ( DECREASL ) IN CASH (1,841,352) 4,972,696
CASH AT BEGINNING OF YEAR 8497476 3,524,780
CASH AT END OF YEAR § 6,656,124 5 8497476
Supplemental Disclosures
Cash Paid During the Year for:
Interest 5 1,802954 § 1951107

See accompanying notes to financial statements,
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HARMONY PUBLIC SCIIOOLS HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - ILUBBOCK HARMONY SCIENCE ACADEMY - WACO
STATEMENT OF CASH FLOWS STATEMENT OF CASH FLOWS
FOR THIE TEN MONTH PLERIOD ENDED JUNL 30, 2013 FOR THI TEN MONTII PERIOD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012) (With Comparative Totals for the Twelve Month Period Ended August 31, 2012)
2013 2012 2013 2012
Cash Flows From Operating Activitics Cash Flows From Operating Activities
Change In Net Assets 5 445,270 $ 243,430 Change In Net Assets $ 1,031,452 2,307,828
Adjustment To Reconcile Chanpge In Net Assets To Net Adjustments To Reconcile Change In Net Assets To Net
Cash Provided (Used) By Operating Activities Cash Provided (Usced) By Operating Activities
Depreciation 364,788 436,285 Depreciation 1,880,275 1,733,615
(Increase) Decrease in Accounts Reecivable (702,070 47,942 (Increase) [eerease in Accounts Receivable (2,828,990) (770,034)
(Increase) Decrease in Bond lssuance Cost 3,528 7,646 (Increase) Decrease in Other Reccivables 7,764 (19,969)
Increase (Decrease) in Accounts Payable 3,080 (75.633) ({Increase) Decrease in Deposits (134,352)
Increase ([Decrease) in Wages Payable 242,952 17,405 (lucrease) Deerease in Bond Tssuanee Cost 5012 6,015
Increase (Decrease) in Accrued Liabilities 106,102 481 Increase (Decrease) in Accounts Payable (1,745,504) 2,212,640
Inerease (Decrease) in Payroll Taxes 51,430 Increase (Decrease) in Wages Payable 1,149,365 84,172
Increase ( Decrease ) in Interest Payable 86,631 1.335 Increase (Decrease) in Acerued Liabilities 443,791 (31,985)
Increase { Decrease ) in Payroll Taxcs Payable 218,349
Net Cash Provided (Used) by Operating Activities 601,720 678911 Increase { Decrease ) in Interest Payable 64,563 43,834
Cash Flows From Investing Activitics Net Cash Provided (Uscd) by Operating Activities 226,077 5,431,764
Purchase of Fixed Assets {42,542) (34.170)
Cash Flows From Investing Activities
Net Cash Provided (Used) by Linvesting Activities (42,542) {34.170) Purchase of Fixed Asscts (1.436,962) (11.516.077)
Cash Flows From Financing Activitics Net Caslk Provided (Used) by Investing Aclivitics {1,436.962) (11,516,077
Repayment of Bonds (48,485) {35.371)
Cash Flows From Financing Activities
Net Cash Provided (Used) by Financing Activitics (48,485} (35,371 Proceeds From Loans 498,113 252,786
Proceeds From Bonds 1,405,951
NET INCREASE { DECREASE ) IN CASH 510,693 609,370 Repayment of Capital Leases - (7,748)
CASII AT THE BEGINNING OF THE YEAR 1.343,754 734,384 Repayment of Loans (194,890) (129,040)
CASH AT END OF YEAR § 1,834 447 $ 1,343,754 Repayment of Bonds (393.190) (114,027)
Supplamental Disclosures Net Cash Provided (Used) by Financing Activities (89,967) 1,407,922
Cash Patd During the Year for:
Interest g 278559 § 302,305 NET INCREASE ( DECREASE ) IN CASH (1,300,852) (4,676,391)
CASH AT THE BEGINNING OF THE YEAR 8,725,909 13,402,300
CASIT AT END OF YEAR $ 7425057 & 8,725909
Supplementa] Disclosures
Cagh Paid During the Year for:
Interest § 1956613 F 1,299.012
See accompanyinp notes to financial statements, See accompanying notes to financial statements.
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HARMONY PUBLIC SCHOOLS HARMONY PUBLIC SCHOOLS

HARMONY SCIENCL ACADEMY - BROWNSVILLE HARMONY SCHOOL OF SCHEINCL - HOUSTON
STATEMENT OF CASH FI.OWS STATEMUNT OF CASH FLOWS
FOR THE TEN MONTH PERIOIN ENDED JUNE 30, 2013 FOR THE TEN MONTII PCRIOD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012) (With Comparative Totals for the Twelve Month Period Ended Aegust 31, 2012)
2013 2012
Cash Flows From Operating Activities Cash Flows From Qperating Activities
Change In Net Assets b3 321,555 $ $4,239 Change In Net Assets § 1,420,603 5 35,190
Adjustments To Recoueile Change In Net Asscts To Net Adjustments To Reconcile Change In Net Assets To Net
Cash Provided {Used) By Operating Activities Cash Provided (Used) By Operating Activitics
Depreciation £1,996 95,377 Depreeiation 678,430 765,412
([ncrease) Decrease in Accounts Receivable (354,234) (8,220) (Inerease) Decrease in Aceounts Receivable (1,392,551) (44,632)
Increase (Decrease) in Accounts Payable 14,985 17,705 (increase) Decrease in Dond ssuance Cost 7,426 12,554
Increase (Docrease) in Wages Payable 163,129 13,128 Increase (Devrease) in Accounts Payable (26,436) (B68,202)
Increase (Decrease) in Acerued Liabilities 61,919 Increase (1deerease) in Wages Payable 303970 71,070
Increase { Docrease ) in Payroll Taxes Payable 26,269 Increase (Decrease) in Accrued Lighilities 141,757 3,605
increase ( Decrease ) in Interest Payable (699) 120 Inerease (Decrease) in Payroll Taxes 75,636
Increase ( Deerease ) in Interest Payable 251,594 6,573
Net Cash Provided {Used) by Operating Activities 314,920 202,349
Net Cash Provided (Used) by Operating Activities 1.552.429 (16,425)
Cash Flows From Investing Aclivities
Purchase of I'ixed Assets (43,845} (12,937 Cash Flows From Investing Activities
Purchase of Fixed Assots aa7411) (398.921)
Net Cash Provided (Uscd) by Investing Activities (43,845) (12.937)
Net Cash Provided (Used) by Tnvesting Activities (107.411) (294.921)
Cash Flows From Financing Activitics
Repayment of Bonds (643) Cash Flows From Financing Activities
Procceds From Loans 43,796 130,861
Net Cash Provided (Used) by Financing Activities (643) Proceeds From Bonds 318.819
Repayment of Loans {5,839 (256,019)
NET INCREASE ( DECREASE ) IN CASH 270,432 159,412 Repayment of Bonds (57.713) (21.021%
CASI AT THE DEGINNING OF YEAR 1.170.853 981,441
CASH AT IIND OF YEAR $ 441285 5 1170853 Net Cash Provided {Used) by Financing Activities (19,756) 142.640
Supplemental Disclosures NET INCREASE { DECREASE ) IN CASH 1,425,262 (272,706)
Cash Paid During the Year for: CASH AT BEGINNING OF YEAR 2,567,330 2,840,056
Interest § 3,460, & CASH AT END OF YEAR § 3992612 $ 2567,350

Supplemental Disclosures
Cash Paid During the Year for:
Interest 3 882454 § 0065250

See accompanying notes 1o finaneial stateinents, See accompanying notes to financial statements,
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON

SCHEDULE OF EXPENSES

FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013

(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

2013 2012
Expenses
6100 Payroll Costs § 21,502,044  § 18,977,453
6200) Professional and Contracted Services 8,457,985 9,245,247
6300 Supplies and Materials 2,171,891 2,876,872
6400 Other Operating Costs 5,117,490 5,797,024
6500 Debt 1,095,793 3,523,793

Total Expenses §_40.345.202

$ 40,420.389

See accompanying notes to financial statements,
-47-

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN

SCHEDULE OF EXPENSES

FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013

(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

2013 2012
Expenscs
6100 Payroll Costs $ 11,773,020 § 10,248,382
6200 Professtonal and Contracied Services 5,306,070 6,054,170
6300 Supplies and Materials 1,214,791 1,775,205
6400 Other Operating Costs 1,743,050 1,640,881
6500 Debt 1,195,104 1,128,300

Totzl Expenses

See accompanying notes to finaneial statements.
4R

4 2L202036 5 20,846,938
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HARMONY PUBLIC SCIOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONIO

SCHEDULE OF EXPENSES

FOR THE TUEN MONTH PERICL) ENDED JUNE 30, 2013

(With Comparative Totals for the Twelve Month Period Ended August 31, 20123

2013 2012
Expcnses

6100 Payroll Costs 5 8,034,915 5 5,483,922
6200 Professional and Contracted Scrvices 3,916,060 2,350,581
6300 Supplies and Matcerials 1,09),064 736,859
6400 Other Operating Costs 1,147,579 1,004,577
6500 Debt 1,156,180 1,308,408

Total Ixpenses 349,799 $ 10,884,347

See accompanying notes to financial statements,

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO

SCHEDULE OF EXPENSLES

FOR THE TEN MONTH PERIOD ENDED JUNE 30,2013

(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

2013 2012
Expenses

6100 Payroll Costs § 8473366 $ 6617342
6200 Professional and Contracted Services 4,070,667 4,087,355
6300 Supplics and Malerials 1,264,002 1,140,575
6400 Other Operating Costs 1,311,471 1,477,758
6500 Debt 850,337 674,705

Total Expenses $ 15970.832 $ 13,997 7315

Sec accompanying notes o financial statements.
-50-
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - FORT WORTI

SCHEDULE OF EXPENSES

TFOR THE TEN MONTII PERIOD ENDED JUNE 30, 2012

(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

2013 2012
Expenses

6100 Payroll Costs $ 12,881,934 9,925,185
6200 Professional and Contracted Services 5,356,485 5,058,406
6300 Supplies and Matcrials 1,698,008 2,145,764
6400 Other Operating Costs 1,880,829 1,664,468
6500 Debt 2,024,681 1,699,182

Total Expenses $ 23441939 $_20,493.005

See accompanying notes to financial statements.
-51-

HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLE

SCIHEDULE OF EXPENSES

NCL

FOR THE TEN MONTH PERIOQD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

Expenses

6100 Payroll Costs

6200 I'rofessional and Contracted Services
6300 Supplies and Materials

6400 Other Operating Costs

6500 Debt

2013 2012

3 13,898,786 § 12,861,238
7,066,508 7,320,858
1,620,162 2,295,706
2,494,208 2,892,468
1,818,555 1,973,198

Total xpenses

3 26,898.219

$ 27,343,468

See accompanying notes to finaneial statements.
_52-
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HHARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - LUBBOCK

SCHEDULE OF XPLNSLS

FOR THE TEN MONTI PERIOD ENDED JUNE 30, 2013

(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

Expcenses
6100 Payroll Costs
6200 Profcssional and Contracted Services
6300 Supplies and Materials
6400 Other Operating Costs
6500 Debt

Total Expenses

Sec accompanying notes to financial statements,

2013 2012
3,467,698 § 3,108,963
1,435,928 1,580,625
496,887 492,952
602,143 790,328
283,040 311,005
6285705 8§ 6283963

HARMONY PUBLIC SCHOOQLS

HARMONY SCIENCE ACADEMY - WACO

SCHEDULE OF EXPENSES

FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013
(With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

2013 2012
Expenscs
6100 Payroll Costs $ 14,861,703 § 11,082376
6200 Proflesstonal and Contracted Services 5,806,303 5,300,245
6300 Supplies and Materials 2712870 2,297,753
6400 Other Operating Costs 2,864,985 2,501,180
6500 NDebt 1,962,082 1,306,175

Total Expenses $

28,207,943

§ 23,567,729

See accompanying notes to financial statements,
_54-
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HARMONY PURBLIC 8CHOOLS
HARMONY SCIENCE ACADEMY - BROWNSVILLE

SCHEDULE OF EXPENSES

FOR THE TEN MONTH PERION ENDED JUNE 30, 2013
{With Comparative Totals for the Twelve Month Period Ended Aupust 31, 2012}

2013 2012
Expenses

6100 Payroll Costs £ 1,846,113 $ 1,954,950
6200 Protessional and Contracled Scervices 980,812 1,225,730
6300 Supplies and Materials 264,575 308,290
6400 Other Operating Costs 206,341 273,340
6500 Debt 3,466 1215

Tolal Bxpenscs 3 3301307 § 3763525

See accompanying notes to financial statements,
=55

HARMONY PUBLIC SCHOOLS
HARMONY SCHOOQL OF SCIENCE - HOUSTON

SCHEDULE OF EXPENSES

FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013
{With Comparative Totals for the Twelve Month Period Ended August 31, 2012)

2013 2012
Expenses

0100 Payroll Costs 3§ 5,146,050 5 4007482
6200 Professional and Contracted  Scervices 2,502,915 2,536,417
6300 Supplics and Materials 571,869 921,972
6400 Other Operating Costs 028,413 981,375
6500 1eht 890.870 919,938

Total Expenses 3 _10040.118 § 9427184

See accompanying notes to financial statements.
.56-
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HARMONY PUBLIC §CHOOLS
HARMONY SCIENCE ACADEMY - HOQUSTON

SCHEDUILE OF CAPITAL ASSITS

FOR THE TEN MONTH PERIOD ENDED JUNE 30,2013

Ownership Interest

Logal State: Federal
110 Cash § 270,053 3 11,674,900
1510 Land and Improvenents 7.837.301
1520 Buildings and Improvements 57,936,915
1539 Fumiture and Tquipment 3,923.047 35,675
Total Property and Equipment b 270,053 $ 81372163 b 35675

See accomanying notes Lo financial stalements,
_57-

HARMONY PUBLIC SCHOOLS
[TARMONY SCIENCE ACADEMY - AUSTIN

SCHEDULE OF CAPITAL ASSETS

FOR THE TEN MONTH PERIOD ENDED JUNI 30, 2013

Ownership Interest

Sce accomanyiny, notes to financial statements.
-58-

Local State Federal
1110 Cash $ 187,063 § 5,252,015 5
1510 Land and Improvements: 2,129,350
1520 Buildings and linprovements: 18,735,746
1539 Turniture and Equipment L.767.789
Total Property and Equipment $ 187063 5
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HARMONY PUBLIC SCHOOILS
HARMONY SCIENCE ACADEMY - SAN ANTONIO

SCHEDULLE OF CAPITAL ASSETS

FOR THE TEN MONTII PERIOD ENDED JUNE 30, 2013

Qwnership Interest

Local State Federal
1110 Cash 5 67,774 § 5,145,258 3
1510 Land and Improvements: 1,718,271
1520 Buildings and Improvements 19,454,126
1539 Furniture and Cquipment 1,367,295

Tatal Property and Equipment

See accomuanying notes 10 financial statements.
_59.

4 67774 327084950 &

ITARMONY PUBLIC SCIIOQLS
HARMONY SCIENCE ACADEMY - KL PASQ

SCHEDULE OF CAPITAL ASSETS

FOR THE TEN MONTH PERIOD ENDED JUNE 39, 2013

Ownership Interest

Local Staic Federal
1110 Cash 5 61,225 § 8,856,760 %
1510 land and Improvements: 1,790,950
1520 Buildings and Imiprovements; 27,810 13,582,497
1539 Fumiture and Equipment 911,184

Total Property and Equipment

See accomanying notes to financial statements,
-00-

£ R0035 825041301 &
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - FORT WORTH

SCHEDULE OF CAPITAL ASSETS

FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013

Ownership Interest

Local State Tederal
1110 Cash § 211,089 $ 6347894 §
1510 Land and Improvements: 2,944,614
1520 DBuildings and Improvements 34,811,284
1539 Fumiture and Hquipment 2,035,134

Total Property and Equipment

See accomanying notes to financial statements,
61

Se-2ll080 346038306 F

Totat Property and Equipment

HARMONY PUBLIC SCIHOOLS
HARMONY SCHOOL OF EXCELLENCE

SCHEDULE OF CAPITAL ASSETS

I'OR THE TEN MONTH PERIOD ENDED JUNE 30, 2013

Ownership Interest

Local State Federal
1110 Cash $ 206,019 $ 6,450,105 $
1510 land 3,995,277
1520 Buildings and Improvements 92,649 30657453
1539 Turniture and Lquipment 2.755.002 26,001

See accomanying notes to financial statements,
G2

S5 208668  B43.8578%7 3 26001
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - LUBBOCK

SCHEDULL OF CAPITAL ASSETS

FOR THE TEN MONTII PERIOD ENDED JUNE 30, 2012

Qwnership Interest

Local State Federal
1110 Cash b 31,858 § 1,822,589
1510 Land 154,893
1520 Buildings and Improvements 4,583,389
1539 Fumiture and Equipment 562,103
Total Property and Equipment h 31,858 $ 7122974

See accomanying notes to financial statements.
63

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - WACO)

SCHEDUILE QF CAPITAL ASSETS

FOR THE TEN MONTH PERIOD ENDELD JUNE 30, 2013

Ownership Interest

Loeal State Federal
1110 Cash 5 368411 $ 7056646 &
1510 Land and Tenprovements: 8,828,501
1520 Buildings and Improvements 29,843.411
1539 Furniture and Equipment 2433417 16,729
Tatal Property and Equipment $ 368411 § 48161975 § 16,729

See

accomanying notes to financial statements,
64,
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Total Property and liquipment

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - BROWNSVILLE

SCHEDULE OF CAPITAL ASSETS

FOR THE TEN MONTH PERIOD ENDED JUNE 30, 2013

Ownership Interest

Local State Federal
1110 Cash 5 15,097 ¥ 1,425,588 3
1520 Buildings and Improvements 410,753
1539 Furniture and Equipment 120,317

See accomanying notes to financial statements.

S 15607 31956659 3§

HARMONY PUBLIC SCIHOQOLS
HARMONY SCIIOQL OF SCIENCE - HOUSTON

SCHEDULE OF CAPITAL ASSLTS

FOR THE TEN MONTIL PERIQD ENDED JUNE 30, 2012

Qwnership Interest

Local State Federal
110 Cash 5 52,641 § 3,939,971 i
1510 Land and mprovements: 1,087,500
1520 Duildings and Improvements 13,829,640
1539 Fumiture and Fquipment 36,049 617,782
Total Property and Equipment § 88690 § 19474 803 3

See accomanying notes to financial statements,
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCLE ACADEMY - HHOUSTON

BUDGETARY COMPARISON SCIIEDULL

FOR THE TEN MONTH PERIOD ENDLD JUNL 30, 2013

HARMONY PUBLIC 5CHOOLS
HARMONY SCIENCE ACADEMY « AUSTIN

BUDGETARY COMPARISON SCHEDUILE

FOR THE TEN MONTH PERIOD ENDED JUNE 34, 213

Budgeted Amounts Variance
Actual {rom Final
Original Final Armounts Budget
REVENUES
Loval Support:
5740 Other Revenues from Local Sources 512,476,700 $13,720.984 $13,659.047 $ (61937
5750 Faod Scrvice Sales 702,000 618204 595123 (23 0K81)
l'otal Logal Support 13,178,700 14,339,188 14,254,169 (85,019)
State Program Revenues:
5810 Foundation School Program Act Revenues 24,364,164 26,277.275 24,256,004 (2,021,271)
5820 Statc Program Revenues Distributed by
Texas Hducation Agency 99,727 100,338 611
Tetal State Program Revenues 24,364,164 26,377,002 24,356,142 (2,020,660)
I'ederal Program Revenues:
5920 Federal Revenues Distributed by
Texas Educalion Agency 2,652,672 2,966,119 2,813,588 {152,531)
5940 Federa) Revenues Distributed Dircetly
From the Federat Government 290,412 ROB, 115 B0OR.115
‘l'vtal Federal Program Revenues 2,943,084 3,774,234 3,621,703 (152,531)
Total Revenues 40,485.948 44,490,424 42232214 {2,258.210)
EXPENSES
Il Instruction 14,408,934 15,153,337 14,496,962 656,375
12 Instructional Resources and Media Scrvices 224,089 6,908 6,846 62
13 Cutriculum Development and Instructional
Staff Development 3,437,426 2,913,839 2,911,138 2,701
21 Instructionai Ieadersiip 1,071,888 k53,456 R43,389 10,067
23 School Leadership 2,594,419 3,333,001 3,114,041 219,050
33 Hecalth Services 286,588 66,401 64,248 2,153
34 Swdent (Pupil) Transporiation 96,900 96,900 100,140 (3,240)
35 Food Service 1,087,337 1,463,523 1,366,889 96,634
36 Cocurricular/Extracurricular Activilies 522,000 652,130 663,193 (11,063)
41 General Administration 6,220,023 7,818,321 7,595,532 222789
51 Plant Maintenance and Operations 5,848,108 5,805,669 5416758 388911
52 Security and Monitoring Services 95,162 117,419 115,052 2,367
51 Data Processing Serviees 425,665 693 882 670,913 22,969
71 Debt Service 3492,141 2,999,686 2,980,102 19,584
Total Expenses 39,810,680 41,974 562 40,345,202 1,629,360
Change in Net Assets 675,268 2,515,862 1,887,012 (628.850)
Net Assels, Beginning of Year 8,286,596 8 286,596 8,286,596
Net Assets, End of Year $ 2061 864 $10.802.458 $10.173 608 I (62R 850

See accompanying notes to financial statements.

67-

REVENUES
Lacal Support:
5740 Other Revenues from Local Sources
5750 Food Service Sales
Totat Local Support

State Program Revenues:
5810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Bducation Agency
5830 State Revenues From State of Texas
Total State Program Revenues
Federal Propram Revenues:
5920 Federal Revenues Distributed by
Texas Education Agency
5940 Federal Revenues Distributed Directly
From the Federal Government
Total Federal Propram Revenucs

‘T'otal Revenues

EXPENSES
11 Instruction
12 Instructional Resources and Media Services
13 Cumiculum Development and Instructional
Staff Devclopment
21 Instructional loadership
23 School Leadership
33 Health Services
34 Student (Fupil) Transportation
35 Food Service
36 Cocurricular/Extracurricular Activitics
41 General Administration
51 Plant Maintenance and Operations
52 Security and Monitoring Scrvices
53 Data Processing Services
71 Debt Scrvice
Total Expenses

Chanpe in Net Assets
Net Assets, Beginning of Y car
Net Asscts, Bnd of Year

Sce accompanying notes to (inancial statements,

Budgeted Amounts Variance
Actual trom Final
Original Final Arnounts Budget
$ 22500 % 246,556 % 246387 5 (169
631,173 578,623 576,244 (2,379
653,673 825,179 822,631 (2,548)
20,734,626 21818681 20179984 (1,638,697)
138,774 139,115 341
20,734,626 21,957,455 20,319,100 (1,038,355)
1,331,323 1,468,696 1,377,468 (91,228)
287,913 68,144 68,144
1,019,236 1,536,840 1,445,612 (91,228)
23,007,535 24319474 22,587,343 (1,732,131
11,785,192 11,337,008 11,321,259 15,749
181,064 8,119 7,747 372
681,748 524,844 502,289 22,555
93,466 75,666 75,030 636
1,847,207 1,983,020 1,971,415 11,605
162,024 4,660 4,413 247
120,230 120,230 122,613 (2,383)
777678 595,945 595,862 83
478,000 559766 552,571 7,195
1,261,887 1,068,330 1,055,762 12,568
4,058,363 3,743,227 3,752,952 19,725)
33,939 34,220 33,562 658
54,233 49,563 49,005 494
1,428,060 1,187,922 1,187,497 425
22 962,131 21,292,520 21,232,036 60,484
45,404 3,026,954 1,355,307 1,671,647)
3,502,668 3,502,668 3,502,668
$.3.548072 8 6529022 % 4857975 $(1.671.647)
-68-
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - SAN ANTONIO

BUDGETARY COMPARISON SCHEDULE

FOR THL 'TEN MONTI PERIOD ENDLD JUNE 30, 2013
Budgeted Amounts

REVENUES

Local Support:
5740 Other Revenucs from Local Sources
5750 Revenue from Curricalar

Total Local Support

State Program Revenucs:
5810 Foundation School Program Act Revenues
Texas Education Ageney
Total State Program Revenues

Federal Program Revenues:
5920 Federal Revetues Distributed by
‘Texas Leucation Agency
5940 Federal Revenues Distributed Directly
From Federal Govemment
Total Federal Program Revenues

Totu] Revenucs

EXPENSES
1T Instruction
12 Instructional Resources and Media Services
13 Curriculum Development and Instructional
Staft Developnrent
21 Instructional Leadership
23 School Leadership
33 Health Services
35 Food Service
36 Cocurricular/ Extracurricular Activities
41 Ciencral Administration
51 Ptant Maintenance and Operations
52 Sceurity and Monitoring Scrvices
53 Dala Processing Services
71 Debt Serviee
Total Txpenses
Change in Net Asscts

As, Bepinning of Year
Net Asscts, lind of Year

Sec accompanying notes to (inancial statements.

Variance

Actual {ront Final
Original Final Amounts Budpet
g 8100 % 250,196 5 248196 5 (2.00m
291,000 384,829 378,188 (6,641)
299,100 635,025 626,384 (8,641)
14,995 474 15,444 671 14,821,573 (623,008)
36.364 39,583 3.210
14,995,474 15,481,435 14,561,156 (619,879}
951,021 1,370,989 1,351,488 (19,501)
292,596 11,259 11088 71
1,243,617 1,382 248 1,362,576 (19,672)
16,538,191 17,498,308 16,850,117 (648.191)
8,213,525 7,789,900 7,737,504 52,396
92,798 3415 3,468 (53)
579,293 466,600 452,343 14,257
71,978 60,228 59,982 246
1,445,671 1,348,268 1,499,747 48,521
94,1R4 8,125 §,142 (17
354,200 741,745 759,785 (18,040)
198,000 362,478 350,322 6,156
974,752 762,890 761,908 982
2,737,886 2,480,209 2,444,378 35,831
43,500 32,171 30,212 1,959
40,489 93,590 94,259 (66Y9)
1,353,436 1,139,210 1,137,750 1,460
16,229,712 15,488,829 15,345,799 143,030
308,479 2,000,479 1,504.318 (305,161)
4,426,651 4,426,651 4,426,651
$4,735130 36,436,130  $5.930969 $ (505,161}

-09-

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADLEMY - LL PASC

BUDGETARY COMPARISON SCHEDULL

FOR THIE TEN MONTH PERIOD ENDED JUNE 30,

REVENUES
Local Support:
5740 Other Revenues from Local Sources
5750 Food Service Sales
Total local Support

State Program Revenues:
5810 Foundatton School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Education Agency
Total State Program Revenues

Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Education Ageney
5940 [ederal Revenues Dhstributed Dircetly
From the Federal Governtizent
Total Federal Program Revennes

Tolal Revenues

EXPENSES

11 Instruction

12 Instructional Reseurces and Media Services

13 Curmmiculum Development and lostructional
Statt Devclopment

2t Instructional Leadership

23 School Leadership

33 Health Services

35 Pood Service

36 Covurricular/Extracurricular Activitics

41 Ceneral Administration

351 Plant Maintenance and Operations

52 Scourity and Monitoring Services

53 Data Processing Services

71 Debt Services

Total Expenses

Change in Net Assets
Net Asset, Beginning of Year
Net Assets, End of Year

See accompanying notes to financial slatements.
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2013
Budected Amounts Varianee
Actual from Final
Original Final Amounts Budpet
§ #5000 3 203484 § 200232 (3252)
547,000 516,998 497,258 (19,741)
632,000 810,482 787,489 (22,993)
11,200,004 16,239,610 15,574,937 (664,673)
87,580 80,489 13416 (7.073)
11,287,880 16,320,099 15,648,353 (671,746)
1,247.020 1,571,322 1,516,198 (55,124)
244,500 31,343 31,343
1,491,520 1,602,665 1,547,541 (55,124)
13,411,400 18,733,246 17,983,384 (749.862)
6,107,560 8,038,282 8,268,036 670,246
27,780 5,929 6,456 (527)
223,000 518,493 545,506 (7,013)
36,543 51,137 50,000 1,137
1,180,000 1,496,705 1,612,686 (115,981)
4,500 2,381 2381 0)
519,000 720,757 662,023 58,734
185,400 408,791 420,662 (11,869)
1,254,000 788,944 817,000 (28,155)
2,710,000 2,712,822 26793315 33487
19,100 17,159 17,036 123
2.565 41,170 10,670 1,500
425,100 817,249 849,042 (32,693
12,894,548 16,539,821 15,970,832 568,989
516,852 2,193 425 2:012,552 (180,873}
6,177,169 6,177,169 6,177,169
§_0.694,021 $ 8370594 $ §,149.721 3 _ (180873
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HARMONY PUBLIC SCHOOL.S
HARMONY SCIENCE ACADEMY - FORT WORTH

BUDGETARY COMPARISON SCHEDULE
FOR THLE TEN MONTI{ PERIOD ENDED JUNE 30, 2013

Budgeted Amounts Variance
Actual from Final
Original Final Amounls Budget
REVENUES
L.ocal Support:
5740 Other Revenues from Local Sources 3 13500 § 247,619 $ 247573 3 (46)
5750 Revenue from Curricular 608,000 719,408 720,598 1,190
Total Local Support 621,500 967,027 968,171 1,144
State Program Revenues:
5810 Foundation School Program Act Revenues 23,070,270 22,690,563 22,667,392 (23,171)
5820 State Program Revenucs Distributed by
Texas Bducation Agency 178,004 179,233 1,229
Total State Program Revenues 23,070,270 22,868,567 22,846,625 (21,4942}
Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas FEducation Agency 1,368,560 1,424,430 1,391,405 (33,025)
5944} Federal Revenues Distributed Direetly
From the Federal Government 290,956 222,437 222,437
Total Federal Program Revenuces 1,659,516 1,646,867 1,613,842 (33,025)
Total Reverues 25358286 25482 461 25,428,639 {53 8321)
EXPENSES
11 Instruction 13,281,322 13,006,754 12,312,004 784,750
12 Instructional Resources and Mcdia Services 223,040 12,049 11,971 78
13 Curriculum Development and Instructional
Staff Development 774,589 065,247 646,160 19,087
21 Instructional Leadership 107,857 90,083 89,881 202
23 School [eadership 2,137,837 2,464,919 2,502,412 {37,493}
33 Healih Services 231,850 17882 18,316 (434)
34 Student (Pupil) Transportation 80,000
35 Lood Serviee 542,000 984,600 916,692 67,908
36 Cocurricular/Extracurricular Activitics 448,000 612,349 606,066 0,283
41 General Administration 1,385,702 1,115,702 1,051,582 64,120
51 Plant Maintenance and Qperations 4,014,406 3,812,506 3,548,512 263,994
52 Security and Monitoring Services 19,640 61,948 62,428 {480)
53 Data Processing Services 62,429 71,017 70,798 21%
71 Debt Service 2,004,000 2,068,523 2,005,117 63 406
Total Cxpenses 25,136,092 25,073,579 23,841,939 1,231,640
Change in Net Asscts 14,594 408 882 1,586,700 1.177.818
4,408 K82 4,498 482 4,498 842
$ 4,513,476 $ 4,907,764 $ 6,085,542 § 1177818

-71-

HARMONY PUBLIC SCHOOL.S
HARMONY SCHOO. OF EXCELLENCE

BUDGETARY COMPARISON SCHEDULE

FORTHE TEN MONTH PERIOD ENDELD JUNE 30, 2013

Budgeicd Amounts Variance
Actual from Final
Original Yinal Amounts Budget
REVENUES
Local Support:
5740 Other Revenues from Local Sources £ 16,200 3 381,000 $ 380454 b3 (546)
5750 Revenues from Curricular TH2,082 944,709 939.609 (5,100)
Total local Support TY8,282 1,325,709 1,320,063 (5,646)
State Program Revenues:
5810 Foundation School Program Act Revenues 26,733,807 28,176,658 25,827,013 (2,349,645)
5820 State Program Revenues Distributed by
Texas Cducation Agency . 87,532 88,151 621
Total State Program Revenues 26,733,807 28,264,190 25,015,166 (2,349,024)
Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Hducation Agency 1,653,452 2,069,204 1,995,190 (74,014)
5940 Federat Revenues Distributed Directly
I'rom the Federal Government 406,589 10,332 10,332
Total Federal Program Revenues 2.060,041 2,079,536 2,005,522 (74,014
Total Revenues 29,592,130 31,669,435 29,240,751 (2,428,684)
EXPENSES
11 Instuction 13,906,462 14,351,431 13,146,525 1,204,906
12 Instructional Resources and Media Services 238,430 23,050 22,337 1,613
13 Curriculum Development and Instructional
Staff Development 847,104 632,022 666,231 (34,209)
21 Instructional Leadership 121,647 102,844 13,160 (316)
23 School Leadership 2,576,054 3,122,705 2,950,379 172,320
33 Hcalth Scrvices 186,603 16,113 15,241 R72
34 Student (Pupil) Transportation 300,000 315,000 295,262 19,738
35 Food Service 1,188,992 1,110,552 1,110,671 (119)
36 Cocurricular/Extracurmicular Activitics 480,000 764,885 747,049 17,836
41 General Administration 1,585,506 1,126,175 1,230,204 (104,029)
51 Plant Maintenance and Operations 5,284,519 4,610,986 4,647,530 (36,544)
52 Security and Monitering Services 106,940 103,640 99,418 4,222
53 Data Processing Scrvices 69,823 66,683 651,258 5,425
71 Debt Service 2689738 1,660,277 1,802,954 (142,677)
Total Expenses 29,582.212 28,007,263 26,808,219 1,109,044
Change in Net Assets 9918 3,662,172 2,342,532 (1,319,040}
Net Assets, Beginring of Year as Restated 1,465,390 1,465,390 1,465,390

Net Assets, End of Year § 1473308 $ 5,127,562 $ 3,807,922 $(1,319.640)

Sew secompanying notes 1o fInancial statements,
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - LUBBOCK

BUDGETARY COMPARISON SCHEDULE

FOR THE TEN MONTH PERIOD ENDLD JUNL 30, 2013

REVENUES
[Local Support:
5740 Other Revenues from Local Sources
5750 Revenue from Curricular
Totat Local Support

State Program Revenues:
5810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Cducation Agency
Total State Program Revenucs

Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Liducation Agency
5940 l'ederal Revenues Distributed Directly
From the Federal Government
Total Federal Program Revenucs

Total Revenues

EXPENSES
11 Instruction
12 Instructional Resources and Media Scrvices
13 Curriculum Development and Instructional
Staft Development
21 Instructional Leadership
23 School Leadership
33 Uealth Services
35 Tood Service
36 Cocurricular/Extracurricular Activitics
41 General Administration
51 Plant Maintenanee and Operations
52 Security and Monitoring Services
53 Data Processing Scrvices
71 Debt Service
Total Expenses
Chanpe in Net Assets

Net Asscts, Beginning of Year
Net Assets, End of Year

Ses accompanying notes to tfinancial statements.

Rudpeted Amounts

Variance

Actual {rom Final
Original Final Amounls Budget
§ 025 % 74625 § 70,263 5 (4.3062)
221,000 130,000 146,803 (3,197
221,925 224,625 217,066 (7.559)
4,827,000 5,860,013 5,823,613 (36,400)
55313 12,562 12,353 (209}
4,582,313 5,872,575 5,835,966 (36,609)
584,500 692,732 659,935 (32,797)
65,300 18,018 18,018
649,800 710,750 677,953 (32,797)
5,754,038 6,807,950 6,730,984 {76,966)
2750000 3,612,766 31,412,911 199,855
25,300 480 480
143,000 204,854 212,702 (7.848)
33,540 22,756 22,130 626
555,600 531,815 523,418 8,397
3,200 2,007 2.007
283,500 319,600 137,352 (17,752)
119,000 118,000 127,969 (9,96%)
650,878 477,327 454,475 22,852
250,300 £69,700 878,974 (9,274)
2,525 17,355 17,323 32
1.555 16,396 17,406 (1,010)
130,345 292,849 278,559 14,290
5,648,743 6,485,908 6,285,705 200,199
105,205 322,045 445279 123,233
679,165 679.163 679.165
& 784460 $1.001.210 $1.124 444 § 123,233
T3

HARMONY PUBLIC 3CTIOOLS
HARMONY SCIENCE ACADEMY - WACO

BUDGETARY COMPARISON SCHEDLUILE

FOR THUE TEN MONTH PERIOD ENDED JUNE 30, 2013

Budpeted Amounts Yariance
Actual from Final
QOriginal Final Amounts Budpet
REVENUES
Local Support:
5740 Other Revenues from Local Sources 3 9190 % 79298 % 79.602 3 304
5750 Revenue from Curricular 581,000 665,000 668,243 (3.243)
Toral Local Support 672,900 744,298 747,845 3,547
State Program Revenues:
5410 Foundation Schoal Proprain Act Revenues 25,704,930 25,852,488 25,853,262 774
5820 State Program Revenues Distributed by
Texas Education Agency 214,506 194,160 (20,340}
Total State Program Revenues 25,704,930 26.066,994 26,047,422 (19,572)
Federal Program Revenues:
5920 Federal Revenues Distribuied by
Texas Bducation Apeney 2,272,909 2,261,010 2,189,795 (71,215)
5940 I'ederal Revenues Distribuzed Dircetly
From the Federal Government 361,329 344,334 (16,995)
Total Federal Program Revenues 2,272,909 2,622,339 2,534,129 (88,2100
Totnl Revenues 28,650,739 20.433.631 29,330,305 (104,236}
EXPENSES
11 Instruction 14,651,982 14,896,020 14,779,890 116,136
12 Instructional Resources and Media Services 326,069 19,193 19,193
13 Cwriculum Development and Instructional
Staff Develapment 965,546 787,713 786,892 X21
2] Instructional I.eadership 123,384 100,040 100,800 (760}
23 School Leadership 2,852,382 3,385,397 3,254,404 130,993
33 Heaith Scrvices 147,745 14,372 14,372
35 Food Service 953,500 1,224,067 1,224,067
36 Cocurriculat/ Extracurricular Activities 441,000 787,891 THE,283 (392)
41 General Administration 1,633,062 1,245,437 1,243,280 157
51 Plant Maintenance and Operations 3,937,111 3,841,050 3905112 (64,062)
52 Security and Monitoring Services 72,300 62,335 60,182 2,354
53 Data Processing Services 69,192 154,684 162,858 (8,174)
71 Debt Services 2,319,434 1,956,613 1,956,613
Total Lapenses 28,494,908 28473017 28,297,943 177,074
Change 11 Net Assets 155,831 958,614 1,031,452 72.839
Net Assets, Beginning of Year 5,079,942 5.079.942 5,079,942
Net Assets, End of Year § 5235773 $ 6,038,550 $ 6,111,394 b} 72,839

Sec accompanying notes to {inancial statements.
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HARMONY PUBRLIC SCHOOLS
HARMONY SCIENCE ACADEMY - BROWNSVILLE

HARMONY PUBLIC SCHOOLS
HARMONY SCHOOQL OF SCIENCE - HOUSTON
BUDGETARY COMPARISON SCHEDULL RBUDGHTARY COMPARISON SCHEDULE

FOR THE TEN MONTH PHERIOD ENDED JUNL 30, 2013 FOR THE TEN MONTH PERIOD ENDED JUNL 30, 2013

oD

Budgeled Amounts Variance Budgeted Amounts Variance
Actual from L'inal Actual from Final
Oripinal Final Amounts Budgt Original Final ___Amounls Budgpet
REVENUES REVENUES
Local Support: Local Support:
5740 Other Revenues from [ogal Sources $ 2,600 £ 850 % 420 ¥ {30) 5740 Other Revenues from Local Sources % 5,400 $ 242,500 § 242486 5 {14y
5750 Revenue [rom Curricular 121,600 67,500 66,814 {6R6) 5750 Revenue (rom Cutricular 375,004} 349,571 34R 988 (583)
Total Local Suppoit 123,600 68,350 67,634 (716) Totat Local Suppon 380,400 592,071 591,474 (597
State Program Revenues: State Program Revenucs:
5810 Foundation School Program Act Revenues 2,935,300 3,251,954 3,100,378 (142,576) 5810 Foundation School Program Act Revenues 9,446,870 10,016,689 10,028,462 11,773
5R2(} Stule Propram Revenues Distributed by 5R2(} State Program Revenues Distributed by
Texas liducation Agency 15,000 14,395 14510 113 Texas Lducation Agency 20,253 20,180 {TH
Total State Program Revenues 2,950,300 3,266,349 3,123 ,RE8 (142,461) Total State Propram Revenues 9,446,870 10,036,942 10,048,642 11,700
Federal Program Revenues: Federal Program Revenues:
5920 Federal Revenues Distributed by 5920 Federal Revenues Distributed by
Texas Nducation Agency 440,500 436,051 418,561 (18,090) Texas Hducation Agency 633,318 867,875 814,604 {53,271)
5940 Federal Revenues Distributed Directly 5940 l'ederal Revenues Distributed Dircctly
From the Federal Government 12,780 12,780 From the Federal Governent 287.281 6,201 6,000 (201)
Total Federal Program Revenuces 440,500 44943 ( 431,340 (18,000) Total Federal Program Revenues 920,599 874,076 820,604 (53,472)
Total Revenucs 3,514,400 3,784,130 3.622.862 (161,268) Total Revenues 10,747,869 11,503,089 11.460,720 {42,369}
EXPENSES EXPENSES
1 Instruction 1,638,000 1,800,842 1,765,182 125,660 Il Instruction 5,027,252 5,371,206 4,869,606 501,600
12 Instrctional Resources and media Services 25,500 150 152 (2) 12 Instructional Resources and Media Services R6,153 6,694 6,597 97
13 Curriculum Development and Instructional 13 Curriculum Development and Instruetional
Stall Development 134,400 109,281 103,844 5,437 Staff Development 303,023 249232 240,885 %347
21 Instructional Leadership 13,450 12,966 12,888 74 2t Instructional Leadership 45345 38,345 37,780 565
23 Scheol Leadership 410,050 330,041 370,028 (30,087) 23 School Leadership 874,704 901,704 918,106 (16,402)
33 Health Serviees 550 828 817 11 33 Health Bervices 30,848 914 907 7
35 Food Service 175,500 159,700 146,500 13,19t 35 Food Service 375,000 469,759 444,389 25370
36 Cocurricular / Extracurricular Activities 05,000 75,900 76,070 {170y 36 Cocuwrricular/ Bxtracurricular Activities 200,000 258,836 241,892 16,944
41 General Administration 233,500 147,728 149,791 (2,063) 41 Cieneral Administration 626,039 533,139 500,475 32,664
51 Plant Maintenance and Operations 690,000 £59,984 659,575 409 51 Plant Maintenance and Operations 2,072,626 1,986,226 1,798,572 187,654
52 Security and Monitoring Services 900 3,399 3,397 2 52 Sceunty and Monitoring Services 11,000 52,500 51,434 1,066
53 Data Processing Scrvices 8,540 9,672 9,587 85 33 Data Processing Services 28,932 49,932 46,758 3.174
71 Debt Service 3,466 3,466 . 71 Debt Serviee 1,059,300 918,659 882,718 35,941
Total Expenses 3,425,390 3413857 3,301,307 112,550 Taotal Expenses 10,740,222 10,837,146 10,040,118 707,028
Change in Net Assets 89,010 370,273 321,555 (48,718) Change in Net Assets 7,647 665,943 1,420,603 754,660
Net Assets, Bepinning of Year 1,487,978 1,487,978 1,487,978 Net Assets, Beginning of Year 1,249,583 1,249,583 1,249,583
Net Assets, End of Year $ 1576988 3§ 1853251 3 1,809,533 § _(48.718) Net Assets, End of Year ¥ 1257230 3 1915526 3 . 2670186 § 754,660
Sce decompanying notes to (inancial statements. See accomnpanying notes to financial statements.
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GOMEZ & COMPANY
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CERTIFIED FUBLIC ACCOUNTANTS
5177 RICHMOND AVE. SUITE 1100
HOUSTON, TEXAS 77056
TEL: (713} 666-5900
FAX: (713) 666-1049
http:/fwww.gomezandco.com

INDEPENDENT AURITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MA'TTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WUTH GOVERNMENT AUDITING STANDARDS

I'o The Board of Directors of
Harmaony Public Schoaols
Houston, Texus

We have audited, in aceordance with the auditing standards gencrally aceepled in the United States of America and
the standards applicable to financial audits containel in Government Auditing Standurds issued by the Comptroller
General of the United States, the financial statements of Harmaony Publiec Schools (HPS) (1 nonprofil organization),
which comprise the statement of finaneial position as of June 30, 2013, and the related statements of activitios, and
cash (ows Tor the ten month period then ended, and the related nofes fo the lnancial statements, and have issued
our report thereon dated October 21, 2013,

Internal Control Over Financial Reporting

In planning and perlorming our audit of the financial stalements, we constdered TIPS interal control over
financial reporting {internil control) to determine the andit procedures thal are appropriate in the eireumstances for
the purpose of expressing vur opinion on the financial statements, but not for the purpose of expressing an opinion
an the effecliveness of P8 s internal control. Accordingly. we do not expres
the Organization's internal control,

A deficiency in interaad control exists when the design or operation of a controt does not allow management or
cmployees, in the normal course of performing their assigned tunctions, to prevent, or deteet and correet,
misstatements on a timely basis, A meterial weakness is a delicieney, or a combination of deficigneigs, in internal
contral, such that there i a reasonable possibility that a material misstatement of the entity's financial statements
will not be prevented, or detected and corrested on g timely basis, A sfenificant deficieney is a defieioney, or a
combination of deficiencies, ininternal control that is kess severe than a material weakness, yet important enougl to
merit atlention by those charpged with governance,

Our consideration of internal control was for the limited putpose deseribed in the fiest paragraph of this seetion and
was not designed to identify all deficieneies in internal control that might be inaterial weaknesses or significant
deficiencies. CGiven these limitations, during our audit we did not identily any deficiencics in internal control that
we consider (o be material weaknesses, However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As parl of obluining reasonable assurance about whether 1IPS's financial statements are free from material

misstalement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grani
agreements, noncompliance with which could have a direct und matecial effect on the determination ol (inuncial

stalement amounts, However, providing an opinion on compliance with those provisions was not an objective of
sults of our lests disclosed no instances of

our audit, and accordingly, we do not express such un opinion. The r
noncompliance or aother matters hat wre required to be reported undet Government Auditing Stendards.

an opinion on the effectiveness ol

We noted certain matters that we reported to management of HPS in & separate [etter dated Octaber 21,2013,
Purpose of this Report

The purpose of this report is solely to deseribe the scope of our testing of internal control and compliance and the
restdts of that testing, and not 1o provide an opinion oo the eflectiveness of the organization s internal control oron
complianee. This report is an integral part of an audit performed in accordance with Coversmoent Audining
Stanclrds in considering the organization™s internal contral and compliance. Accordingly, this commmunication is
not suitable for uny other purpose.

Octoher 21, 2013
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CERTIFIED FUBLIC ACCOUNTANTS
5177 RICHMOND AVE. SUITE 1100
HOUSTON, TEXAS 77056
TEL: {713) 666-5900
FAX: (713) 666-1049
hitp:/iwww.gemezandco.com

INDEPENDENT AUDITORS REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL QVER COMPLIANCE REQUIRED BY OMB CIRCUILAR A-133

To The Deard of Divectors of
Harmony Public Schools
Houston, Texas

Report on Complianee for KEach Major Federal Program

We have audited Harmony Public Schools (HPS) (a nonprofit organization) compliance with the types of
compliance requirements deseribed in the QMA Cireular 4-133 Compliunce Supplement that could have a dircet
and meaterial elleet on cach of 1LIPS s major federal programs lor the ten month period ended June 30, 2013, HPS s
mjor federal programs are identificd in the summary of auditor’s results seetion of the accompanying schedule of
findings and questioned costs,

Munagement’s Responsibility

Management is responsible for compliance with the requirements of Jaws, regulations, contracts, and prants
applicable to its federal programs.

Aunditor's Responsibility

Our responsibility is to express an apinion on compliance for cach of IIPS"s major federal proprams based on our
audil of the 1ypes of compliance requirements referred to above, We conducted our audit of compliance in
accordance with auditing standards gencrally aceepted in the Uniled States of' America; the standards applicable to
financial audits contained in Geversment Auditing Stundards, issued by the Comptroller General of the United
States: and OMB Circular A-133, Awdits of States, Local Governments, and Non-Profit Organizations, Those
standards and OMB Cireular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred 10 above that could have a dircet
and malerial effect on a major federal program oceurred. An audit includes examining, on a test basis, evidence
about HPS's compliance with those requirements and performing such other procedures as we considered
necessary in the eircumstances,

We believe that owr audit provides a reasonable basis for our opinion on compliance for cach major federal
program, However, our audit does not provide a legal determination of HP8s compliance,

Opinion on Each Major Federal Program

In our opinion, HPS complied, in all material respeets, with the types of complianee requirements referred to above
that could have a dircet and material effect on cach of its major federal programs for the ten month period cnded
June 30, 2013,

Report on Internal Control Over Compliance

Management of HPS 1s responsible for establishing and maintaining eflective internal control over complinnee with
the types of compliance requirements referred to above, In planning and performing our audit of compliance, we
considered HPS's internal control over compliance with the (ypes of requirements that could have a direet and

792

material cffect on cach major federal program 1o determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for cach major federal program and fo test
and report on internal control over complianee in accordance with OMB Circular A-[33, but not [or the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the clfcctivencss ol 1PS s internal control over compliance.

A deficiency ininernad control ever comptiance exisls when (he design or operation of @ control over compliance
dows not allow management or employees, in the normal course of performing their assigned functions, to prevent,
or deteet and correet, noncomplianee with a type of compliance requirement of 2 federal program on a timely basis.
N material weakness on internal contraf over complionce is a deficiency, or combination of deficiencics, in internal
control ever compliance, such that there is a reasonable passibilily thal material noneomplianee with a type off
compliance reguircnent of'a federal progeam will not be prevented, or detected and corrected, on a timely basis. A
sienificant deficiency in interaad comeol over complionee is a deficieney, or a combination of deficiengics
internal control over compliance with a type of comnplianee requirement of a federal propraim that is Jess severe than
amaterial weakness in internal control over compliance, yet important enough to merit attention by those charged
wilh governunee.

Our consideration of internal control over compliance was for the mited purpose described in the Tirst parapraph
of this section and was not designed to identity all deficiencics in internal control over compliance thal might he
maferial weaknesses or signilicant deficiencics, We did nol identify any deficieneies ininternal control over
cuompliance that we consider to be material weaknesses. However, material weaknesses may exist that have not
heen identificd.

The purpose of this report on inlernal conteol over compliance is solely 1o deseribe the scope of our testing of

inteenal control over compliance and the resulis of that testing hased on the requirements of OMB Circular A-133.
Accordingly, this reporl is nol suitable for any other purpose.

Houston, 'TX
October 21, 2013
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HARMONY PUBLIC SCHOOLS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE THEN MONTH PERIOD ENDED JUNE 30, 2013

Summary ol Audit Results

1. Unmadified opinion issued on the financial stalements.

2. No signilieant deliciencics or maferial weaknesses on internal control over financial statements,
3. No instances of noncompliance, which is material (o the financial statements,

4, No significant deficiencies or material weaknesses on internal control over major federal award
PrOETAIs,

5. Unmodified opinion issued on compliance with mujor federal award programs.

6. 'The audit did not diselose any sudit findings which are vequired to be reported under scetion 510 (a) of
OMB A-133,

7. Major programs:

LLS. Department of Education CI'DA Number
Race to the Top-ARRA §4.416A
Passed — Through Texas lidueation Ageney

Title I Part A #4.010A
Title I1, Part A 84.367A
IDEA I3 Formula & IDEA B High Cost 84.027A

* denotes cluster

8. A $481,825 threshold was used o distinguish between Type A and Type B programs as described in
section L5820 (b) of OMB A-133,

9. Harmony Public Schools docs not qualify as a low-risk audilee,

Questioned
Current Year I'indings Cost
No audit lindings were noted as per governmental auditing slandards and
seetion 519 (a) of OMB A-133 % -0-

-81-

HARMONY PURLIC SCHOOLS
SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS

FOR THI TEN MONTI PERIOD ENDLD JUNE 30, 2013

Summary Schedule of Prior Year Findings

Ne audit findings were noted as per section 300 (£) of OMB A-133 for the year ended August 31,2012

-82-
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HARMONY PUBLIC 5CHOOLS

SCHEDULL OF EXPENDITURES OF FEDERAL AWARDS HARMONY PUBLIC SCHOOLS
FORTHIE TEN MONTI PERIOGD CNDED JUNE 30, 213 NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Federal Grinyor! Foderal Pass - Through T T R g o - n - . .
Vs - Through Grantor/ CFDA Entity ldentifying FOTTIHE TEN MONTH PERICIY ENDER JUNL 30, 2013
Nuitiber MNuwnher Expenditures
(e ugation
RACE TO THE TOP - DISTRICT §4.416M B416AII0301 s 1,229,874 o a . . N e - P
HARMONY QUALITY REPLICATION & EXPANSION  R4,242M URIMI100 10 424741 NOTE 1 - SIGNIFICANT ACCOUNTING FOLICIES
Total LS. Department of Education 1.654 614
- Basis of Presentation
L8 Dpurtiment of' Edugation
“ussed + Through Texas Education Ageney: - ) . ) ) L .
VIITLE [ PART A-IMPROVING BASI ¥4.010A 1361010101552% 477,500 I'he aecompanying sehedule of federal awards (the Schedule) includes federal grant activity of FIPS under
TITLE [, PART A-IMPROVING BAST R4H0A 1361010103 1503 195,440 programs of the federal government Tor the ten month period then ended June 30, 2013, The information in this
;‘:-[r:_: : ';:g immgz}:g ﬁ::: i:g:m :;213:3:‘]‘;:*;22 I?g:‘l‘zz S_yuhcdu]c is presented in aceordance with the requirements L‘)i- OMB Cireolar A-133, Audits of States, "‘f"-'“[
TEILE I, PART A-IMPROVING BASI R4.010A 1610101101858 534 883 Governments, and Non-Urofil Organizations. Because the Schedule presents only a selected pottion of the
[ITLE T, PART A-IMPROVING BASI F4.010A 13610101101562 333,784 operation of HPS, it is not intended to and does not present the financial position, changes in net asscls or cash
TITLE L PART A-IMPROVING BASI RAHOA 1361101152808 203,657 Nows of HPS.
TIILE I, PART A-IMPROVING BAST $4.010A 13610101161507 K37.671
TITLE L PART A-IMPROVING BASI 840107 13610101220813 453,750
TIILE |, FART A-IMPROVING BASI B4.010A 13610101227816 539,788 Sunmary of Significant Accounting Policies
10FA-B FORMULA §4.027A 136600010158286000 221,745
IDEA-B FORMULA X027 1366000103 TR0 36000 53,485 Uxpenditures reported the Schedule are reported {he acerual basis of nee ling. Such expenditures are
1O A FORMUIT A 440274 1366000 107 1 R0G6000 Py Xp s reporled on the Schedule are reported on the acerual basis of accounting. Such expenditures are
IDEA-B FORMULA K.027A 1366000110 18466000 528919 recognized following the ¢ost principles contained in OMB Chreular A-122, Cost Principles for Non-profit
[DEA-B FORMUEA R4.0278 13660001 1018586000 513,526 Organizations, wherein cerlain types ol expenditures are not ullowable or are limited as to reimbursement,
INFA-B FORMULA §4.027A 136600011018626000 200,035
IDEA-B FORMULA RA027A 13660001 | $2R056000 114,794 . - .
IIEA-B FORMULA H4.027A 13660001 1618076000 WL Pass-through entity identitying numbers are preserted where available.
[DEA-I FORMULA H4.027A 13660001 22081 36000 313,881
IDEA-B FORMULA B4.027A 136600012278 166000 332,739
IDEA-B FORMULA 840274 136600607 1H066000 40,998
TITLE Il PART A-LEP $4.305A 1367001015528 15,895
TITLE IIL PART A-LEP A4.303A 1367L00107 180 6,602
[ITLR I, PART A-LEP §4.365A 1367L001101546 43,050
TITLE [l PART A-LEP 84,3057 1367L001101858 34,492
TITLL L PART A-LEP §4.365A 1367100101562 10,234
TITLE M, PART A-LEP $4.3654 1367001161507 39.73%
TITLE IIl, PART A-LEF RA.363A 1367001220813 4,307
TTILE Il PART A-LEP 84.365A 13671001227816 26,4546
TITLE Il PART A-LEP 243654 13671001152805 IRTR
TITLL I PART A-LEP 84.265A 1367100103 1803 3.550
I'TTLE 1L, FART A-TEACHER & PRI §4.367A 13694501015528 50,214
TITLE I, PART A-TEACHLR & PRI 543674 13644350193 1503 14,853
TITLE 1L, PART ASTRACHER & PRI RA6TA 1369450107 1 k06 48,308
TITLE 1|, PART A-TEACHER & PRI ¥4.367A 13694501 101846 72,657
TITLE I, PART A-TEACHER & PRI ¥4.367A 13694501 101853 43,151
TITLE IL FART A-TEACHER & IKI B4.307A 13694301 101862 498
TITLE 1, FART A-TEACHER & PRI 8§4.367A 12694501 1 52805 41,054
TITILE H, PART A-TEACHER & PR] ¥4.367A 1369450116107 76.589
TITLE §l, PART A-TEACHER & PRI §4.367A 13694501220813 349,505
TITLE I, PART A-TEACIER & PRI H4.367A 1369501227516 45,081
Total .8, Department of Education b QUTE2IE
U8, Department of Agricuiture
Pased « Throwgh Toxas Feucation Agency:
Fudleral Fooul Serviee Reimbursement
School Breakfast Progrum {$BP) 10.553 TI431201 3 REGTH
School Broakist Progrim (341 10,583 401301 711,549
National Schuol Lunch Prg-N§ELF 10,555 71301201 451,549
Matingl Sehaol Loneh Prg-NSLP 10,555 71301301 24070.218
Totil 1,5 Trepastnent of Agriculture b 327.9%9
Totul Expenditures ol Federal Awards 5 16,060,822
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TEL: (713) 666-5900
FAX: {712} 666-1049
hitpiwww gomesandco.com

INDEPENDENT AUDULQR'S REPORT

To The Buard of Dircctors of
Harmony Public Schools
Tloustan, Texas

We lave audited the aceempanying statement of fmancial position of Tharnmony Public Schowls (@ nonprolit
orpanization) (HPSYas o August 31, 2012, and the related statements ol aetivitics und cash flows for the yoar then
ended. Fhese fnancial stalements are (he responsibility of HPS™s management, Ourresponsibilily i 10 express an
opinien on these financial statements based on our audit.

We condueted our audil in accordance with auditing standards ponerally aceepted in the United Stas of America
and (e standurds applicable w financial audits comined in Governmont Auditing Standards, issucd by he
Comptroller General of the United States. Those standards require that we plan and perforn the audit to obtain
reasenable assurance about whether the finaacial staements are free of material misstatement, An nudit ineludes
examining, on a test basis, cvidenge supporting the amounts and disclosures fn the financial stalements. An audit
also ingludes ass aceounting priuciples used and the significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonuble busis for
our opinion,

In vur opinion. the (nancial statements referred 1o previously present (airly, in all material respeets, the fnaneial
position of IS as of August 31, 2012, and (he changes in its net assets and its cash ows for the year then ended
i conformity with accounting pringiples gencrally aceepted in the United States of America.

In aceordance with CGovermment Auditing Siederds, we have also issued our report dated Junuary 4, 2013 on our
cansideration of 1IP&'s internal control over financial reporting ad on our tests of its compliance with certain
provisions of Taws, regulations, contracts, and grant agreenients and other matters. The purpose of that report is to
deseribe the seope of our lesting of internal controel ever financial reporting and complianee and the results of that
Lesling, and not to provide an opinion on internal control over financiul reporting or on complianee. That report is
an inegral part of an audit performed in accordunce with Gevernment Auditing Standards and should be

comsidered in assessing, Lhe results of our audit,

Our audit was conducted for the purpose of Torming an opinion on the Tinancial statements as o whole, The
aceompanying schedule of expenditures ol Tederal awards is presented for purposes of additional analysis as
required by U8, Office of Management and Budget Circular A-133, Awdite of Stertes, Local Govennments, amd
Non-Frofit Orgenizagions, and is nol o reguired part of the finaneial statements. Such information is the
responsibility of management and was derived from and relates dircetly o the underlying accounting und other
records used te prepare the financial statements. The information has been subjected 1 the auditing procedures
applicd in the audit of the finuncial statements and certain additional procedures, including comparing and
reconeiling such information direetly 10 the underlying accounting and other regords wsed fo prepare the financial
stalements or 1o the financial statements themselves, and other additional procedures in accordanee with auditing
hed in the United States of America. In our opinion, the schedule of expenditures of!
y stated i all material respeats in relation to the linancial stolements us a whole,

standards generally a
lederal awards is 1

e 5/%5/

Houston, T /
January 4, 2013

Current Assets:
Cash
Restricted Clash
Receivablus
Other Reeeivables
Prepaids

lotal Current Assels

Property & Equipment:
Land
Buildings and [mprovements
Furniture and Equipment

Less: Accumulated Bepreeiation
Other Assets:

Deposits
Hond 1ss

anee Cost

Totul Assets

LIABILITIES AND NLT ASSETS
Current Liabilities:

Accounis Payuble

Accrued Liabilitics

Wages Payable

Interest Payable

Due to State

Capital Lease Payable

Current Portion of Notes Payable

Current Portion ol Bonds Payable
Total Current Liabilities

Long-term Liabilities:
Notes Payahle Net of Current Portion

Honods Fayable Net of Discount/Premium and Current Portion

Total Liabilities

Not Assets:
tnrestricted
Temporarily Restricled

Total Net Asscls

Total Liabilitics and Nel Assets

s o financial stafements.
s

See accompanying no

S 22825524
44,205,391
4,840,385
[.297,153
87,054
77,250,408

24,873,193
209.878,657
15.138.340
253,800,190

(28.613.744)
215,276,446

555,040

$ 6513721
1,185,056
3.086,767
1,750,275

185,370
8,396
7.485.482
3.911.782
24,126,853

8.273.953
238.900,751

§ J08.155 585
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TIARMONY PURLIC SCHOOLS

STATEMENT OF ACTIVITIES

FORTIIE YEAR ENDED AUGUST 31,2012

SUPPORT AN REVIEENUL
Federal Grants
State and Local Grunts
Donations
Interest lncome
Other Income
Net Assets Released From Restrietions
Total Revenues

IXPENSES
Salaries
Lmployee Benelits
Payroll Tax Expense
Professional Fos
Oceupuncy
Lgquipment Fause
Supplics
Interest
Repairs & Maintenance
Ltilitics
Travel
Insurance
Other Expense
Depregiation
Amortization

Total Expenscs

Change In Nel Asscls
Net Assets, Beginning ol Year
Nel Assets, Ending of Year

See acemmpanying notes o linancial statements,

Unrestricled

Temporarily
Restricted

Total

$ §OIR290028 5 18.290,028
14K,026.334 148,926,334
700,126 700,126
113,722 113,722
7.500,319 7,500,319
164.658.598 (164,058 598)
172,972,765 2537764 175,530,529
74,832,273 74,832,273
10,010,597 10,610,597
1.569,260 1,569,260
17,524,847 17,524,847
8,942,449 8,942,449
2,103,208 2,103,298
14,734,184 14,734,184
12,571 988 12,371,988
3,594,993 3,594,003
3,360,979 3,360,979
2,747,084 2,747,084
502,239 502,339
5,879,064 5,879,004
10,644,083 10,644,083
274,021 274021
169.891.459 169.891,459
3,081,300 L2.557.704 5,039,070
7853741 23361215 31214950

TS 10935047

$ 25918979

§_30.854.0%

KR

HARMONY PUBLIC SCTIOOLS
STATEMENT OQF CASIH FLOWS

FOR THL YEAR ENDED AUGUST 31, 2012

Cash Flows From Operating Activities

Change in net assels

Adjusiments to reconcile change in net assels to nel

Cash provided (used) by operating activities
Depreciation
{Increase) Decrease i Accomnls Reccivable
{Increase) Decrcase in Other Receivable
{Increase) Decrease in Deposits
{Increase) Decrease in Bond Issuance Cost
Increase {(Deerease) in Accounts Payable
Increase (Deercase) in Wages Payable
Inerease (Dercase) in Acerued Linbilitics
Increase (Decrease) in Due 1o State
Inerease (Duercase ) in Interest Payable

Net Cash Provided (Used) by Operating Activities

Cash Flows Fron Investing Activitics
Purchase of Fixed Assets

Net Cash Provided (Used) by Investing Activities

Cash Flows From Finaneing Activitics
Procecds from Loans
Procecds from Bonds
Repayment of Capital Leases
Repayment of Loans
Repayment of Bonds

Net Cash Provided (Uscd) by Financing Activitics
NETINCREASE { DECREASE ) IN CASH

CASIT AT BEGINNING OF YIEAR
CASILATEND OF YEAR

Supplemental Disclosures
Cash Paid During the Year for:
Interest

See accompanying notes to lnaecial statements.

e

$ 5639070

10,644 083
(831.539)
(1,031,339)
(155,933)
(634,716)
1,294,451
487,936
920,061
185,370

184,024

16,702,074

_(32,603.820)
__(32.605.8%4

4,435,037

31,720,469
(24,800
(7,173.596)

(§80.000

28,077,101

12,173,351

54.800.564

A 67,033,915,

$§ 12,571,948
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HARMONY PURBLIC SCTHOOLS
NOTES TO FINANCIAL STATHEMENTS

AUGUST 31,2012

Orpanizalion:

Harmony Public Schools (ITPS), a nonprofit organization, provides curricula for students in grades
kindergarten through 12, The schowl was incarporated fin the State ol Texas in September 1999, under the
Texas NonaProfit Corporation Act, The Internal Revenue Service deteemined that TIPS was exempt from
federal income tax under seetion 501¢1) ol the Internal Revenve Coda as an organization deseribed in
Seetion 5013

Pursuznt 1o its charter pranted by the State Board of Hducation in accordance with Texas lducution Code
Seetion 12, Subehapter 12, Open-Enrollment Charter School, TIPS aperates as part of (he state public
sehool system subjeel (o all federal and state laws and rules governing public schools, TIPS is also subjuct
fo all laws and rules pettaining to open-enroliment charter schools i seetion 12 of the Texas Education

Code.
CHANGL OF ORGANIZATION NAMIL

OnJune 13, 2012 1108 filed a certificate of amendment with the Offiee ol he Sceretary of State of Texas
(0 change (heir organization name from Cosntos Foundation, Ine, o1 Tarmony Public Sehoels which was
approved on June 14, 2012, On August 3, 2012 1PS received approval (rom TEA to change heie charter
holder name from Ciosmeos Foundation, Ine. to Harmony Public Schools for all of the districts.

Summary ol Stpnificant Accounting Policics:
RASIS O PRESENTATION

HPS reports s Sinancial information based on the Firanciad Aceonting Standerds Boared Accounting
Standards Codification V58 Not-for-Profic Enritics-205 Presentation of Finuncial Statements. Under
FASB ASC 958-205, an Qrganivation bs required (e report information regarding its finaneial position und
g of net assets: unrestricled net aszets, lwemporar

ed nel assets,

activilics according o three cla
aned permanently restricted nol asscls.

PRINCIPLES OF CONSOLIDATION

The eonsolidated Tinaneial statements include all of the sgencies accounts, All significant intercompany
balances and transactions have buen clinunated.

SUPPORT AND REVENUE
Support and revenue are recorded based on the acerual method,

CASH DONATIONS AN BONATED SERVICES

Cash donations are considered (0 be available for unrestricted use unless specifically restricted by (the
donor. No amounts have been refleeted in the finuncial statements (or donaled services sinee ne objective
basis js available o measure the value ofsuch donations, Neveribeless, o substantGal number of volunteers
have donated their Gme in connection with the program serviee and administration of the organizaion.

HARMONY PUBLIC SCHOOLS

NEYT

TO FINANCIAL STATEMENTS
AUCGLST 31, 2012
CONTRIBUTIONS
In wecordance with Finwncial Accounting Siwiderds Bourd Accownting Stundards Codification 958 Not-
Jor-Prafic Entities-605 Revenue Recopnition, contributions received are recorded as unrestricted,

Llemporarily restricted, or peemanently restricted support depending on the exislenee or naure of any donor
restriclions.

Summary of Significant Accounting Policies: (Continued)

PROPERTY AND EQUIPMLNT

Property and equipment purchased by HIPS are recorded atcost, Donations of property and equipment arc
recorded at their fair value at the date ol the gill. Al asscts aequired with a value in excess ol $5,000 are
recorded as fixed asscts. Depreciation is provided on the straight-line method based upon estimated uselul
lives of ten years for cquipment. Gains or losses on retired or on sale of property and equipment arc
reflected in income for the period. The proceeds from such sales which are not legally required or
expected 1o be reinvested in properly and cquipment are transferred to unrestricled nel assels,

PLEDGES AND ACCOUNTS RECRIVARLE

Contributions are recognized when the donor makes o promise (© give (o [IPS which is in substance,
unconditional. Contributions that are restricted by the donor are reported as inereases in unrestricted net
assels if the restrictions expire in the year in which the contributions are recognized. Al other donor-
rusiricled contribulions are reporied as increases in temporurtly or permanently restricted net assets
depending on the nature of the restrictions. When a rastriction ex pirves, temporarily restiicted net assels ure
reclassificd to unrestricted net assels.

Na provision has been made [or uncollcelible promises (o give and accounts receivable as of the statement
ol financial position date, given that none have been identified.

FUNCTIONATL EXPENSES

Lixpenses are charged (o cach program based on direet expenditures ineurred, Funetional expenses which
cinnol readily be related 10 a specific propram are charged o the various programs buscd upon hours
worked, square footage, nuwber of program saff, or other reasenable methods for allocating — the
organizalion's maltiple {unction expenditures,

INCOMECTAXES

HPS qualilies as a tax-exempt orpanization under section 5G1(c} (3) of the Imemnal Revenue Code and,
therefore, lias no provision for income taxes.

CABH AND CASH EQUIVAILENTS

Lor purpose of the statement of cash flows, cash and cash cquivalents are comprised of cash on hand and
in banks,

-0-
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HARMONY PUBLIC SCTIOOLS
NOTES TO FINANCIAL STATEMENTS

AUGLIST 31,2012

tificant Ageounting Policics: (Continued)

Sumniury ol
LSTIMATTS
T'he preparation of Fnancial statements in conformity with generully uceepted aceounting principles

requires manapement to make estimates and asswnptions that alfest eerfain reporled amounts and
disclosures. Accordingly, setual results could dilfer from those estimates.

Pension Plan:

The charter school contributes t the Teacher Retirement System of Texas (TRS), u cost sharing, multiple-
employer defined benetit pension plan with one exeeption; all risks and couts are not shared by the charter
school, but are the liability of 1the State of Texas. TRS admindsters retirement and disubility unnuitics, and
death and survivor benelils to ciuployees and benefieiarios of employees of the public sehool syslems of
Texas. I operutes primarily under the provisions of the Texas Constitution, Aricle XVI L 67, und
Texas Government eode, Title 8, Chaplers 803 and K05 rexpectively. The Texas State legislature has the
authority (o establish and amend benefit provigions of the pension plan and may, under certain
circumstances, grant specinl authority t the TRS Board of Trustees, RS issues a publicly available
(inancial report that includes financial statements and required supplementary information for the delined
benefit plan., 'That report may be obtained by writing to the TRS Communications Departinent, 1000 Red
River Street, Austin, Texas 78701 or by calling the TRS Connnunications Department at 1-800- 223-8778,
or by downloading the report form the ‘TRS Internet wehsite, www.Irs.slateIx.us, under the TRS
Publications |[euding,

Comtribution requirements are not actuarially determined bul are established and amended by the Texas
state lepislatre, The state funding policy is as follows: (1) the state constitution requires the legislatuee to
eslablish o member contribution rate of not less than 6.0% and not mare than 10% ol the yggregate annual
compensation of all members of the system; (2) A stale statute prohibits benefit improvements or
contribution reductions if, as a result ofa particular action, te time required W amortize TR unfunded
actuarial labilitics would be inceeased 1o a period that exceeds 31 years, or, i the amortization period
already exeeeds | years, the period would be increased by such action, State law pravides for a member
contribution rate ol 6.4% lor fiscal year 2012, 2011 and 2010, and a stale coutribution vate of 6,0% for
(iscal years 2012, 0.644% for fiscal yoar 2011 and 2010, The charter s¢hool™s cmployee contribulions (o
the system for the years ending August 31, 2012 were 54,647,884 cqual to the required sontributions for
the year. Other contributions made from foderal and private grants and Crom the eharter school for s
above the statutory minimum for the year ending August 31, 2012 was $-0-,

Budaet;

I'he ofTicial school budget is prepared for adoption for required Governmental Fund Types, The annual
budget is adopled on a basis consistent with generally accepted aceounting principles and is formally
adopted by the Bowrd of Directers,

HARMORY PUBLIC SC'HOOLS

LNTS
AUGHSET 31,2012
Operating Lease Commitment:

HPS is currently leasing its office equipment and building on a non-cancelable operatin
HPS minimum annual lease commitment is as [ollows:

Year months o 1pust 31,
2013
2014
2015
2010
2017

Lotal
Operating lease expense amounted to $11,045.747 Tor the year ended August 31, 2012,

N

Pyyable:

HPS s oblizations under notes payable consists ol the following:

Note pavable te a bank, secured by land and buildings, The note is dated August 3,
2000, und has o variable interest rafe, puyable in monthly installinents ol 379,917
and a fage amount of $6,650,000. The date of maturity is Awgust 31, 2015,

Nole payable ter g bank, sceurcd by lund and buildings, The note is dated December
I8, 2009, and Lus o 6.5% interest rate, payable in 20 installments of 397,156 and a
face amoutl of $4,300,000, Fhe date of maturity is October 5, 20135,

Note puyable to a finanse company, seeured by land and buildings. The nele is duted
June 15,2000, and has 1 6.15% interest rate, payable in 360 installments of $39,804
and 4 face amount o $4.200,000. The date of maturity is Junuary 1, 2013,

Note payable to u finance company, secured by land and buildings, The note is daled
June 15, 2009, and has # 6.25% interest vate, payuble i 360 installments ol $15,542
and a face amount ol $2.110,000, The date of matrity is Junuary 1, 2013

Note payable (¢ a church, sceured by land. The note is dated December 9, 20171, Las
2 5,50% interest rate, payuble in 24 monthly installments of $2.921 and o Juce
amnunt of §225,000, The date of malurity is August 1, 2014,

Revolving line of eredit with a bunk unsceured, payable on demand with an interest rute
ol 6.50%. The date of maturity is January 23, 2013, Sce note H.

Total noles puyable
[Legs Current Portion

Notes Payable

1 lease.

_Amount
$ 9,296,321
5,542,467
4178113
3,201,582
169605

b 4848629

4.100,667

3,589,125

1,490,014

225,000

1,500,006
$ 15759435

{7.485.482)

e BT3I33
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HARMONY PURLIC SCHOOLS
NOTES TO FINANCIAL STATHMENTS

AUGUST 31,2012

Iayable; (Continued)

Maturities ol notes payable over the next five years ave as (ollows;

Year cinding Aup !
85,482

3 K
2014 920,681
2015 . 7,353,161
Total 15,759,324

Capilal Leases:

FIPS has acquired equipment under the provisions of three semaining long-term leases. For finaneial
reporting purposes, minimum lease payments o the cquipment have been capilalized.

The First lease expires Tanuary 2013, The cquipment under capital lease as of August 31, 2012 has a eust
ol 341,600, imulaled mmortization of $37.149 and a nel book value of $4,451, Amortizaiion of the
cquipment Is included i depreeiation expense.

I'he second lease expives Fehroary 2013 The equipient onder capital lease as ol August 31
cont of 836,883, acenmudated amortization 532,937 and anet book vulue 053,946, Amar
cquipment s included in depreciation expensc.

The luture minimum lease payments under capital lease logether with their present value as of Augast 31,
2012 s as {ollovs:

Total minimum lease payments § 8,653
I.cas amount represenling mterest (257)
Present value of net minimun {ease payments 8,306

Revolvine Line of

1HPS, Tne, has a $1.500,000 revolving line of credit with a bank. All advances on the eredit line arc payable

on denand and curry an interest rate of 6.50%. The credit line is unsecured. HPS, Ine. hud draws on the
line of eredit thal totaled Lo $1,500.000 as of August 31, 2012,

Restricted cash at avgust 31, 2012 consisted of project funds, debt service, debl service reserve fund
and sinking fund bond cash accounts, These funds are (o be solely used in the construction and
aceuisilion of new facilitics and repayment of bond labilities and cannot be used Tor normal operating
cxpenditures,

A

NARMONY PUBLIC SCHOGLES
NOTES TO FINANCIAL STATEMENTS

AUGUST 31,2012

Bonds Payable:

HIPS, Ine. s sceured bond Bnancing pursaant 1o Chapter 33 ol the Texas lducation Cexle o Qualilicd
Tux Lxempt” Lducation Revenue Series Bonds, 2007A, 2008A, 2010A, 201 1A and 2012A in the anounts
of $28,860.000, $30,075,000, $50,000.000 $55,930,000 and §31,350,000 respectively, TIPS also has
Taxable lducational Revenue Bonds, € Series (Qualilicd School Construction Bonds) 20000 and 2011Q
in e amounts of $39,910,000 and $5,085.000 respectively. The bonds are limited obligations of the
jssuer payable solely from revenues reecived by the issuer pursuant to o lown agreement between the issucr
and the borrower.

Bonds payable al August 31, 2012 consist of the following:

2007A Bonds. 5,35% interest; principle due annually commensing Fobruary
13, 2011 and interest due i semi-annual insallments, commencing August
15, 2008; Maturity dates range from 2011 1o 2037, B 27.835,000

2008A Bonds, 6.25% interest; principle due annually commeneing February
13, 2003 andd interest due in semi-annual installments, commencing February
15, 2007 Mulurity dutes range from 2013 10 2038, 30.075,000

2010A Bonds, 6.0% ~ 6.2% interest: principle due annually eommencing
202% and interest due in semi-annual installments, comnencing February 15,
2011, Malurity dates range from 2028 to 2040, 50,000,000

20100 Bonds, 8.125% interest; principle 1s deposited annually (0 a sinking
fund account und nterest due in semi-annual installments, commeneiig
February 15, 20117 Bond matures in 2027 39,910,600

JOTLA Bonds, 8.125% interest; principle due annually commencing May 15,
2013 and interest duc in semi-anoual installments, commencing November
15, 2011 Muturity dates range from 2013 (0 2041, 58,930,000

2011¢) Bonds, 8.125% interest; prineiple due annually commencing May 15,
2013 and interest duc in semi-anoual installments, commencing November
15, 2011; Maturity dates ranpe from 2013 (0 2026. 5,085,000

-10-
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HARMONY PURBLIC 5CTIOQ0LS
NOTES TO FINANCIAL STATEMENTS

AUGUST 31,2002

Bonds Payahle: (Conlinucd)

2012A Bonds, 4% - 5% interest: principle due annually commencing February
15, 2014 and interest duc semisannually commencing August 15, 2012; Malturily

dates range from 2014 (0 2042 _____ 31,350,000
Total § 243275000
Less unamortized discount (#02,123)
P"lus original issue premiwm 339,650

Less current portion (3,911.782)

Future manarities of long-1erm debtac August 31, 2011 are as follows;

rending Aupust 31, Amount
2012 E DT
ana 4,586,379
2014 476777
2015 4,951,032
2016 5,151,198
Thereafier 219,906,831

2432 00
Less unamottized discount (802,123}

Plus original 1ssue prenzium 339,030

Amount of bond net af discount and premium
HPS must maintain & debt service fund which is required (o maintain a minimum balance for the 20074,
2008A, 2010A, 2011 A and 2012A scrics bonds in the amounts ' 51,021,296, $2,4990.614, $5,009,000,
$5,039,469 and $2,035.125. At Aupust 31, 2012, the debt service funds for the 2007A, 2008A, 2010A,
20TTA and 2012 A series bonds hud a bulance of $1,067,170, $1,515.265, $5.031,476, §5,051.439 and
F2O35,R2R respectively, [IPS applied for, and was awarded, a grant 2009 from the Texas Credit
Enhancement Program in the amount of $1,000,000 to sccure the $2,023.338 debt service fnd
reguirement for the 2007A series bonds. This grant ean be used o sceure other debtservice reserve Tunds
a5 deemed necessary,

-1t1-

HARMONY PURLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS

AUGUST 31,2012

Commitments and Continges

P8 peceives funds (hrough state and federal programs that are govermned by various statutes and
regulations. $tate program (unding is hased primarily on student attendanee data submitted o the Texas
Liducation Agency and is subjeet o audit and adjustnent, Expenses chorged to federal programs are
subjeet 1o audil and adjustment by the grantor ageney. The programs adiministered by the charter seliool
have comples complianee requirements, and should state or Tederal auditors discover areas of
nencomplianee. charter school funds nay be subject to refind il so determined by the Texas Fdueation
Ageney or (he grmtor ageney.

Heahh Carg Coverage:

During the year ended August 31, 2012, emaployces ol HES were covered by o group insuranee plan, ‘The
school paid premiums up for teachers, $625 for pssistant principuls, $823 [or principals und central
ollice udministrators, $1,025 for assistant superintendents, cluster superintendents, and superitendents,
for vach campus per month per cmployee (depending upon coverage seleeted) 1o the plan. Employees, al

their option, authorized payroll withholdings to pay premiums for dependents. All premiuns were paid o
a licensed insorer,

Femporarily Restricled Net Assels:

Tempotarily restricted nel assets at Auglst 31, 2012, are available for the following periods:

Periods alter August 31, 2012
State Fonds
Tolol restricted (unds

25918979

Mel assels were relensed from restrictions by incurring expenses safisfying the resteicted purposes or by
oceurrence of alher events speeilied by donors as [pllows:

State Fund ¥ 140,368,570
'ederal Funds
Total resirictions released

ale of Deposils:

i1 Paso has renewed a $300,000 eight month certificate of deposit with a variable interest rate, and
sted i o $1.500,000 twelve month eeriificate ol deposit with a variable interest rate as of August
31, 2012, The centificates of deposits mature on April 20, 2013 and January 23, 2013 respectively.
Investments in certilicates of deposit total ST,816.476 at August 31, 2012,
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HARMONY PUBLIC SCIHOOLS
NOTES TO FINANCIATL STATEMENTS

ALCGUST 31,2012

Consolidation of 11

ny Put

On June 30, 2012 Tarmony Public Schools submitied a request for Consolidation of Districts o the Texas
Liducation Agency for the consolidation of two ol'its Distriet numbers fo the purpose ol restructuring, and

realigning somc ol their cumpuses.

Harmony Public Schools previously held eleven (11 Distriet numbers covering (hity=six (30) campuses in
several Texas cities. On June 30, 2012 the agency returned and consolidated (he following districts:

o Harmony Science Academy — Laredo #240-804  Consolidated its ussets under Harmony Seience
Acudemy — San Antonio District # 015-828

The consolidation was approved by (he Texas Fiducation Ageney on June 30, 2012, We understand that
the acadenic history and records of the conselidaled charters will continue to exisl repardless of the
consofidation, Bieetive Tune 30, 2012, Gic conselidation of the (weo (2) districts were unplemented.

As required by TEA, o separate audit report for Hamiony Science Academy - Larcdo #240-804 Tor theten

monih period ended June 30, 2012 was performed see pages 77 (o 82, The assets of Harmony Seicnee

Acudemy — Latedo were transforred and consolidated with Harmony Science Acadeny — Sun Antonio, All

campus [inancial activity subsequent o June 30, 2012 is now recerded under Harmony Science Acadenty
San Antonio,

Pricr Period Adjustiment

Net assets were restated al August 31, 2011 due to eeclassification ofa bond Lubility and an overstatenent
and understatement of bond cost of issuanes cash accounts. Below Is a table that shows the chunges o
Beginning net assets and reconeiles (he restated net ussets on eaeh distriet’s (nancial statements, The rasult
of this change had a vzero effeet on ned assets as a whale, but did increase/decrease individual district nel
assels ul August 31, 2011,

I'he charter school™s adjustments are as tollows:

Houston — Reclassilication of bond hability § 0 (66,733)
Houston - Bond Issuance Cost Transier to Forl Worlh (32,840)
Fort Worth - Bond Issuance Cost Transfer from Houston 32.846
lixeellence — Reclassification of bond liability 66,733
Net effect of the charter sehool™s adjustinents o (-

13-

HARMONY PUBLIC SCHOOLS
NOTES TO FINANCIAL STATIMENTS
AUGUST 31,2012

Ilimination Entries;

Balance

Bcfore Consolidated
Deseription i Eliminations Balance
I'otal Assets 4 3OR.I55.585 : i ___.“ﬁ ﬂ)H:H 5
Total Liabilitics 271.301,559 - 271,301,550
Nt Assets 36854010 - M6RA4026

Total Liabilities
& Net Assets 308,155,585

Revenue 187,170,530 (11,640.000) 175,530,530
Fixpenses O IRIS3LAG0 (11640,000) _ 169,591.460
Net Income 8 ses0070 o . $

Hliminations consist of the following:

Districl Financial Services & 10,920,000
Reotal Income 720,000
Total _§

During the fiscal year end August 31, 2011 TUA conducted & grant auclit of Title Tand Idea T3 funds. The
preliminary report on an audit of the administration of federal awards issued on April 8, 2011 identified
question cost of'$ 544.649.47, TISA did not ugree witl the (indings, disputed $521.340 and submitted their
response in July 2011 1o TEA. On September 28, 2012 TEA finalized their audic and requested (hal
Harmony Seicnee Academy  Touston #101-846 rawurn $79,70% and $59.674 ol Title Laud 1A B funds
respectively, They also requested that Hurmeny Science Academy - Laredo #240-804 return $14.859 and
S31,134 of Fitle Lund IDEA I3 funds respectively. A liubility for the amounts requested Lotaling $155,376
was ucerued as of Awgust 31,2012,

_14-



12508

w

HARMONY PURLIC SCHOOLS
NOTES 1O FINANCIAL STATEMENTS

AUGUST 31, 2012

Guaranree of Bonds:

The Corporation guaranives $1,245 000 of Series 2010°Y Bonds and $703,000 o Series 2010 7 Bonels for
Lisa Acudemy, Ine. (un independent charter school district) for property located m Arkansas, The
outstunding priveipal balances on the bonds are $1,245,000 and $485,000 respectively at August 31, 2012
This gugrantee would require payment by HPS only i the event of default by Lisa Acudemy, Ine. The
seeurily interest in the properly would be subrogated o HPS, The related parmership was eurrent with
required payments as of August 31, 2012 and management belicves likelihood is remote that material
paymenis will he required urder this guarantec.

1PS submitted o request 1o change its accounting period (0 TEA. Oo August 3, 2012 THA approved a
change in fiseal yoar from September | through August 31w July | theough June 30 Tor all distriets under
1HPs.

On December 17,2012 the U8, Department of Education announced that 1P is the recipient of Race to
the Top-Distriet funding in the amount of $29,866,398. The funds will be received over the next four
years. HPS joing just sixteen charter schouls and independent sehool districts nationwide i receiving this
round of grants.

Lvaluation of Subsequent

HIPS has evaluated subsequent events through January 4, 2013, the date which the financial statements
were available 10 he issued.

GOMEZ & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
5177 RICHMOND AVE. SUITE 1100
HOUSTON, TEXAS 77056
TEL: {713} 666-5900
FAX: (713} 666-1049
hitp:liwww.gomezandco.com

INDEPE]

T AUDITOR'S REPORT ON ADDITIONAL INFORMATION
To The Board of Dircetors of

Harmony Public Schools

[Houston, Texas

We have audited the inangial stmements of Harmony Public Sehools as ofand for the year eoded August 31,2012,
and have issucd our report thercon dated January 4. 2613, which contained an unyualified opinion on those
finuncial statements, Cur audit was performed For the purpose of forming an opinion on the lnaneial statements
dated as a whole, The schedules (or individual churter sehool dated August 31, 2012 pages 17 o 76 and the
schedules for individual charter school - Laredo dated June 30, 2012, a ten wenth periad, pages 77 to 82 are
presented for purposes of additional analysis and are nota required part of the gonsolidated nuancial stiatements,
Such information is (he responsibilily of munagement and was derived from and relutes divectly to the underlying,
aceeunting and other records used to prepare the financizl statements. The information has been subjected 1o the
auditing procedures applied in the andit of the fnancial statements and certain additional procedures. including
und reconeiling sucly information direetly o the underlying aceounting and other records used 1 prepure
the luancial statements or (o the (inancial statements themselves, and other additional procedures in accordance
with auditing standards senerally aceepted in the United States of America. In our opinion, (he information s
Cairly stated in all material respeets in relation fo the linancial stalenwnls as a whole.

0
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!
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Junuary 4, 2013 . 7
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HARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY-HOUSTON
STATEMENT OF FINANCIAL POSITION

HTARMONY PUBLIC SCHOOLS
TIARMONY SCHIENCE ACADEMY- AUSTIN
STATEMENT OV FINANCIAL PPOSITION

(S%0)

AUGUST 31,2012
ASRSHTS

AUGUST 31,2012

I's

Current Assets: Current Assels:
Cash 02,709,476 Cash S 2025018
Restricted Cash 16,884,185 Restricted Cash 2,779,867
Receivables 1,204,615 Receivables 987.284
Other Receivables 940,338 Total Current Asscls 5,792,170
Prepaids B7.954
l'otal Current Asscls 21,835,508 Property & Liquipment:
Land 2,120.350
Property & Eyuipment: Buildings and Improvenents 18,001 868
Fand 6,223,837 Furniture and Lguipment 1.710.227
Buildings and lprovements 51,695,739 21,841 446
[Furniture and Equipment 3.571.H37 Less: Accumulated Depreciation (2. 141.790)
61,491,413 19,699,655
[ess: Accumulated Depreciation (0,495,974
54,995,439 Other Asscts:
Deposits 110,814
Hher Assets! Bond Tssuinee Cost 232,343
Deposits 7,077
Hend ssuunce Cost 3,058,823 Total Asscls 4,982

l'otal Asscts

LIABILITINES AND NET ASSETS

3 79.890.908

LIABILITIES AND NIET ASSETS
Current 1inbilities:
Accounts Payable

$ 493,552

Current Liabilities; Accrued Liabilities R338
Acgounts Payahie 3 959,632 Wages Payable 303,974
Acerued Liabilitics 290,584 Interest Payable 165,351
Wages Payable 478,688 Currenl Portion of Notes Payable 68,994
Lnterest Payable 214,334 Current Portion of Bonds Payable
Due to State 139,383 Total Current Liabilitics
Current Portion of Notes Payable 5,000,454

Curreni Portion of Bonds Payable

1,008,456

Long-term Liabilities:

Total Current Liabilities B 181830 Notes Payable Net of Current Portion 112,200
Bonds Payuble Net of Discount and Current Portion 20,785,968
{ong-term Linbilitics:
Notes Payable Net of Clurrent Portion 96,405 Total 1iabilities 22.322314
Bonds Payable Net of Diseount and Cureent Portion 63,332,076
Net Assets:
Total Liabilities 71,610,311 Unrestricied 257,076
Temporarily Restricted 3,243,592
Net Assels:
Unrestricted 3,545,843 Total Net Assets 3,502,008
Temporarily Restricted 4,740,753
Total Liabilities and Net Assets S 35824982
Total Nel Asscls K.28O,596

Total Liabilitics and Net Assets

See secompanying notes to financial statements.
217-

§ T79.896.908

See acconpanying notes to financial statements,
RN
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HARMONY PUBLIC SCLHOQOES

THIARMONY SCIENCE ACADEM Y- SAN ANTONIO

STATEMENT OF FINANCIAL POSITION

AUGUST 31, 2012

ASSETS
Currenl Asscls:
Cash
Restricied Cash
Receivables
(hher Receivables
Total Current Assets

Property & liquipment:
Land
Buildings and Improvements
Furniture and Equipent

Less: Accumulited Deprecistion

Other Assets:
Deposits
Boud [ssuance Cost

Total Assets

LIARILITIES ANIY NETT ASSLETS
Current [iubilities:

Accounts Payable

Accrued Tiabilities

Wagos Payable

Interest Payable

Due Lo State

Current Portion of Notes Payable

Current Fosrtion of Bonds Payable
Tonal Current Linhilitics

Longsterm Liabilities:

Bonds Payable Net of Discount and Current Portion

Total Liabilities
Net Assets:
Unrestrieted
Temporarily Restncled

Total Net Assets

Total Liabilitics and Not Asscts

Set aecompanying noles to financial statements.

§ 2,748.880
1672138
706,540
4
5131,

1718271

19,369,982
1276001

22.364.254

(1.844.569)
20,519,686

23,750
379,944

208

H 172,447
14,519
264,339

KO, 181

45993
500000
447,572
1,525,051

21,028,557

X L1 L,

2,229,504
2,197,087

4.426,651

&, 26055208

HARMONY PURBLIC 5CTIOOLS
HARMONY SCIENCT ACADEMY- EL PASO
STATEMENT OF FINANCIAL POSITHON

ALIGLUST 31,2012

Current Assots:
Cush
Restrieted Cash
Ruccivables
Other Reeeivables
Total Current Asscts

Property & Equipment:
land
Buildings and Improvements
Furniture anel Lquipment

less: Accunulated Depreciation

Othier Assels:
Deposils
Bond lssuanee Cosl

Tolal Asscts

LIABILITIES AND NET ASSETS
Current Liabilities:

Accounts Payable

Acerued Lisbilities

Wages Payable

[nterest Payable

Current Partion of Nates Payable

Current Portion of Bonds Payable
Total Current Liahilities

Fong-lerm Liabilitics:
Notes Payable Net of Current Portion
RBonds Payable Net ol Discount and Current Portion
Towal Liabilitics
Nt Assets:
Unrestricted
Femporarily Restricled

Fotal Net Assets

Total Liabilities and Not Assots

Sec accompanying nates to financial statements.
-20-

6004541
1,682,095
737,513
268,115
R,732,265

1,790,950
13.112.839

594281
15,498,070

(1,570.8621
13,027,208

37,532
114,953

- 1hAe

$ 22531959

5 526,333
6,039
275,319
258,614
122,400
414.191
1,602,894

823,084
14,228 812

16,654,790

1.957.434
4219735
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HARMONY PURLIC 5CHOOLS HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACAINIMY- FORT WORTH TARMONY SCHOOL. OF EXCELLENCLE
STATEMENT OF FINANCIAL POSITION STATEMENT OF FINANCIAL POSITION
AUGUST 31,2012 AUGUST 31,2012
ASSETS ASSLTS
Current Asscls: Currenl Assets:
Cash b 725937 Cash $ 1649372
Restricted Cash 7.430.430 Restricted Cash 0,048,104
Reccivables 1,377,877 Receivables 1.205.512
Other Receivables Other Receivables 2.200
Fotal Current Assets Tatal Current Assets 9,705,188
Property & Bguipment: Property & Liquipment:
Land 2944.614 [and 3,005.277
Buildings and [nprovements 31558404 Buildings sind hnprovenents 28727020
Furniture and Eguipment 1.942.249 Furniture and Fguipment 2,633,711
36,445.267
Less: Accumulated Depreciation (3,027.621)_ Less: Accumulated Deprecialtion
33.417.645 29,799.315
Other Assets: Other Ass
Deposits R2.542 Deposi 39,781
Hand [ssuance Cost 416,004 Band Issuance Cost 438.020
Total Asscts Total Asscts 5 40.002.904
TIABILITTES ANIY NET ASSICLS LIABILITIES AND NET ASSETS
Current iabilities: Current Liabilites:
Accounts Payahle $ 1,783,210 Accounts Payable 5 158,346
Accrued Liabilities 11,403 Acerued Liabilities 842,803
Wiges Payable 420.311 Wages Payable 444,653
Interest Payahle 333,233 Interest Payable 116,97
Current Portion of Notes Payable 311,438 Capital Lease Payable 2,300
Current Porfion ol Bonds Puyuble 578,885 Current Portion of Notes Payable 1,282,783
Total Current Liabilities 3,438,480 Current Portion of Bonds Payable 457301
Total Current Liahilitics 331,314
Long-term Liabilitics:
Notes Payable Net ol Current Portion 1,599,680 Longaterm Linbilities:
Bonds Payable Net of Discount and Current Portion 33,955.099 Notes Payable Net of Current Portion 5.307.960
Rands Payable Not of Discounl and Current Portion 29.458,240
Total Liabilities 38,993,259
Total Linbilitics 38,537,514
Not Assels;
Unrestricted 1,552,559 Net Assels:
Temporarily Restricted 2,946,321 Unrestricted 651,463
Temporarily Rustricted H13.927
Tonal Net Assets 4,498 #82
Total Net Assets 1,465,390
Total Liabilitics and Net Asscls 343492141
Total Liabilitics and Net Assets 340002904
See pecompanying noles Lo fimancial statements, See nceompanying notes to lnancial statements.

21- 22
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HARMONY PUBLIC SCHOOLS HARMONY PUBLIC 5CHOOLS

HARMONY SCIENCE ACADEMY- LUBBOUK HARMONY SCIENCE ACADEMY-WACO)
STATEMENT OF FINANCIAL POSITION STATEMENT OF FINANCIAL POSITION
AUGUST 31,2012 AUGUST 31,2012
ASSETS ASSETS
Current Assels: Current Assels:
Cash ) 973,900 Cash $ 4067631
Restrivted Cash 309,794 Restricted Cash 4.03R.27%
Reeeivahles 295 479 Recuivables 1,733,017
Total Current Asscts 1,639,233 Other Receivables 19,969
Fatal Current Assuls 1HL47%.805
Property & quipment:
[and 154,893 Property & Tiguipment:
Butldings and lmprovements 4,573,437 Land 8.828.501
Furniture and lquipment 529,513 . Buildings and Improvements 2H.657,700
5,257,844 Furniture and Hquipment 2,198.8%9
[.ess; Accnmulated Depreciation 1.418.645 319 685,096
3,839,198 Less: Accumulated Depreeiation (4.556,270)
35,128,820
Other Assets:
Neposits 15,800 Other Assets:
Bond lssuance Cost 97420 Deposits 134,352
Boud Issuance Cost 122 861
Total Assets 5 5,591.651,
Total Asscts $ 45864935
LIABILITIES AND NI ASSETS
Current Liabilities: LIABILITIES AN NET ASSITS
Accounts Payable ) 28,523 Current Linbilities:
Accrued Liabilities 481 Aceounts Payable 2,291,050
Wages Payable 120,524 Accrued Liabilities 4,927
Interest Payable 26,085 Wages Payable 475,241
Current Portion ol Bonds Payable — 121.565 Interest Payable 458,080
Total Current Linhilitics 297,178 Current Portion of Notes Payaldle 109,414
Current Portion of Bonds Payable 250052
Loug-term Liabilitics: Totul Current Liabilities 3.588.765
Ronds Payable Net of Discount and Current Portion o 4.615.309
Lotg-term Liabilitics:
Total Liabilities 4.912,480 Notes Payable Net of Currend Portion 274,622
Bouds Payable Nt of Discount and Current Portion 36,921,600
Net Assets:
Unrestricted (28,020) Total Linbilitics 4784993
Temporarily Restricted 707,191
Net Assets:
Tonal Net Assets 679,163 Unrestricted 362,129
Temporanly Restricted 4717 RI3
Total Liabilities and Net Asscls 391,651
Total Net Assets 5079942
Total Liabilities and Net Assets uSJ_S@_,ﬂ

See accompanying notes 1o financial stalements. See accompanying notes to finanelal statements.
-23- -24-
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADIMY- BROWNSVILLL

STATEMENT OF FINANCIAL POSITION

AUGUST 31, 2012

Current Assels:
Cash
Restricted Cash
Receivables
Other Reeeivables
Tenal Current Assels

Property & Equipment:
Buildings and lmprovements
Furniture and Equipment

5 1,104,409
6,384

162,843
18,004

1,351,827

379476
107.749
487,225

Tess; Accumulated Depreciation 232512
254,713
Other Assots:
Deposits 24.000
Total Assets 3 1.630.541
LIABILITIES AND NET ASSLETS
Current Liabilities:
Accounts Payable $ 18,250
Wiages Payable 62,133
Interest Payable 1,215
Current Portion of Bonds Payable GO0
Total Current Liabilitics H2.200
Long-enn Liabilities:
Bouds Payable Net ol Discount and Current Portion 60,294
lotul Liabiliics 142.563
Net Assots:
Unresiricted 155951
Temporarily Restricted 1,332,027
Tetal Net Assets 1.447.978

Tetal Liabilities and Netl Asscts

See accompanying notes {o financial stalements.
5.

¥ 1,030,541

HARMONY PURBLIC 3CIHTOOLS
HARMONY SCHOOL OF SCIENCE- HOUSTON
STATEMENT OF FINANCIAL POSTTION

AUGLST 31,2012
ASSETS
Current Assels:
Cash
Restricted Cash
Recetvitbles
Total Current Assets

Praperty & Equipment:
[and
Buildings and Improvements
Iurniture and Bguipment

Less: Accumulated Depreviation

Other Assels:
Deposits
Bowd [ssuance Cost

Total Assets

LIABILITIES AND NIET ASS
Current Liabilities:

Accounts Payable

Acerued Liabilitics

Wiges Payable

[nterest Payable

Current Portion of Bonds Payable
Total Current Liabilities

Long-term Liabilitics:
Bonds Payable Net of Discount and Current Portion

Total Liabilitics

Unre:
Temperarily Resicted

Total Net Assets

Towl Liabilities and Net Asscts

See necompanying notes o financial statements,
226

S 694,234
1,868,110
429.135
2.996.4%4

1087500

13,802,178

X
15467561

(1,708,802
13,694,759

59,998
213,17

b §2,373
5,604
181,582
00,214
309,162
674,935

15.039.840

18714775
249,684
900,899

1,249,583
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TTARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - HOUSTON

STATEMENT OF ACTIVITIS

FFOR THE YEAR ENDED AUGUST 31,

2012

Temporarily

Unrestricted Restricted Total
REVENUES
Local Suppart:
5740 Other Revenues from 1ocal Sources § 12,022,477 b 12022477
5750 Revenue frow Curricular 1,074,146 1,074,146
Total Local Support 13,996,624 13,996,624
State Program Revenues
5810 Foundation School Program Act Revenue 23.060.759 23,060,759
5820 State Program Revenues Distribuled by
Texas Education Agency 201,279 201.279
Total State Program Revenues 23,262,038 23,262,038
Federal Program Revenues:
3620 Federa) Revenues Distributed by
I'exas Lducation Agency 2.906.054 2,906,054
5040 Federal Revenues Distributed Directly
I"'rom the Federal Government 783,280 783,280
Total Federal Program Revenues 3,689,334 3,689,334

Net assets released rom restrictions:

Restrietions satisfied by payments _27970.434 (27,970,434)
Total Revenues 41,967,058 (1,019062) A(,947 996
EXPENSES
11 Instruction 13,618,075 13,618,075
12 Instructional Resources and Media Serviee 57,757 57757
13 Curriculum Development and Insiructional
Stafl Development 3,981,269 3.981.269
21 Instructional Leadership 609,950 609,950
23 School Leadership 2.651,629 2,051,029
31 Guidance. Counscling. and Evaluation
33 Ilealth Services 53,153 53,153
34 Student (Pupil) Transportation 139,320 139,320
35 Food Serviee 1,357,278 1,357,274
36 Cocurricular/Extracurricular Activitivs k08,493 508,493
41 CGeneral Administration 728779 T028.774
51 Plant Maintenance and Operations 0,188,762 6,188,762
32 Seeurity and Monitoring Services 184,506 184,506
53 Data Processing Scrviees 354,013 355,015
71 Debt Serviee 3383408 3,383.408
Total Bxpenses _ .. 40.420.389 40,420,389
Change m Net Asscels 1,546,608 (1.019.062) 527,607
Net Assets, Beginning of Year as Restated 1.999.175 3,759,815 7.758.990
Nel Asscls, Eud ol Year $ 3545843 S 4740753 % H2H6.590

See accompanying notes 1o financial statements,
27-

[TARMONY PURBLIC SCTHOOLS
TIARMONY SCIHENCE ACADEMY - AUSTIN

STATEMUNT OF ACTIVITIES

TORTTIE YEAR ENDLD AUGUST 31,2012

REVENUES
Local Support:
3740 Other Revenues from Local Sources
3750 Revenue [rom Cuorricular
Total Local Support
State Program Revenues
3810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Vedueation Agency
“Total State Program Revenues

Federal Program Revenue:
53920 Federal Revenues [hstributed by
I'exas Bducation Agency
5940 Vederal Revenues Distributed Direetly
From the Federal Government
Total Federal Program Revenues
Net agsets released from restrictions:
Restrictions satisficd hy payments
Total Revenues
EXPENSES
11 Instruction
12 Instructional Resourees and Media Serviees
13 Curriculura Development and Insteuctional
Stadt Development
23 School Leadership
31 Guidance, Counseling, and Lvaluation
33 Health Services
34 Student (Pupil) Transportation
35 lood Service
36 Cocurricular/Extracurricular Activitics
41 General Administration
51 Plant Mamtenanee and Operations
52 Security and Monitoring Services
53 Data Processing Services
71 Dbt Serviee
Total Lxpenses
Change in Not Asscls
Net Assets, Beginning of Year
Net Assots, Pnd of Year

See accompanying notes Lo financial statements,

Temporarily

Unrestricted Restricted Total

% 4988 § 5 4088
774.764 774,764
779,752 779,752
18,634,327 18,654,327
176,934 176,934
18,831,261 18,831,201
1,615,522 1,615,522
375,339 375,339
1,990,862 1,990,862

20,168,849 (20,168.849)
220,948,001 653,273 21.601.874
10,496,824 10,490 528
20,140 20,146
649 454 040 454
1,937,459 1,937,459
3.R9K 3,898
90,282 90,282
699,353 609,353
425 537 425,537
1.053.045 1.033,045
4,001,896 4,001,806
23,007 23.097
237796 237,796
L11K147 1,118,147
20.846.038 20.846.938
101,664 653,273 . 754.937
155.412 2592319 2,747.731

§ 087076 § 3245592

5 3502668

28
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[TARMONY PUBLIC SCHOOLS

ITARMONY SCIENCE ACADEMY - SAN ANTONIO

STATEMENT QI ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2012

REVENUEY
Loenl Support:

Temporarily

5740 Other Revenues frem Local Sources
5750 Revenue from Curricular
‘Total Local Support

State Program Revenues;
5810 Foundation School Program Act Revenues
5820 State Propram Revenues Destributed by
Tuxas Hducation Agency
Totul State Program Revenues

Federal Progeam Revenuoes:
3920 Federal Revenues Distributed by
Texas Hducation Agency
5940 Yederal Revenues Distributed Direetly
I'ront the Federal Government
Total Federal Program Revenues

Net assets released (rom restrictions:
Raestrictions salislicd by payments
Total Revenues

EXPENSES

11 Instruction

12 Instructional Resources and Media Services

13 Curriculum Development and nstructional

StalT Development

23 School Leadership

33 Mealth Serviees

35 Food Service

36 Cocurriculw/xracurricular Activitics

4] CGeneral Administration

51 Plant Maintenance and Operations

52 Seeurity and Monitoring Scervices

53 Data Processing, Services

71 1xehi Se
Total Expenses

C

Change in Net Assets

Net Assels, Beginming of Year

Net Assets Transferved [n From Taredo
Nel Assels, Lnd ol Year

See accompanying notes 1o financial stalements.

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO

STATEMENT O ACTIVITIES

FPOR T YEAR ENDER AUGUST 31, 2012

Temporurily

Unresiricted LRestricted “T'olal
% 2 % 2
333,840 333.840
333,841 333.841
0,298,263 9,298,203
71,051 L0581

9,369,314 4.369,314

843,510 843,510

292,596 292.596

1,136,106 1,130,106

11,932,848 (11,932 848)

12,266,680 (1.427.428) 10,839,261
5301614 5,391,014
24,679 24,679
454,446 454,446
971,733 971,733
4,106 4,106
491,472 491,472
175,146 175.106
499,452 499,452
1,513,456 1.513,456
ENBH 8,111

066,760 06,760
1283413 1.283.413
10,884 347 10,884,347
1,382,342 (1.427.428) {45,0806)
BOR,639 1,193,388 2.002.027
38.543 2.431.127 2,469,710

§ 2220564 S 2197087 4,420,651

9.

Unrestricted Restricted Total
REVENUES
5740 Other Revenues [rom Local Sources b 55494 % % 55,494
5750 Food Serviee Sales _ 063,709 _ 663,709
Total Lecal Support 719,203 719,203
State Propram Revenues:
5810 Foundation School Program Act Revenues 12,818,245 12.818.245
5820 Stale Program Revenues Distributed by
Texas Eduention Agency B5487 85487
Total State Program Revenucs 12,903,732 12,903,732
Federal Program Revenuces:
5920 Federal Revenues Distributed hy
Texas Education Agency 1,391,920 1,391,920
5940 Federal Revenues Distributed Direetly
From the Federal Government . 244,016 244016
Total Federal Progrom Revenues . 1,635,937 1.635.937
Net assets released Irom restrictions:
Restrictions satisficd by payments 13,435,584 (13,435,584y
Total Revenues 14,154,787 1,104,085 15,258, 872
EXPENSES
11 Instruction 6,530,341 6,530,343
12 losteuetional Resources and Media Scrvices 27411 27,411
13 Curriculum Development and Instruetionat
StafT Development 473,256 473,256
23 School 1 eadership 1.407,769 1,407,769
33 [Health Setviees 4,672 4,672
35 lood Service 512,344 512,544
30 Cocarricular/Extracurricular Activitics 447 502 447,502
41 General Adiministration K0G6.014 806,014
S0 IPlant Maintenance and Operalions 2,979,808 2979 RHOR
52 Seeurity and Monitoring Serviees 21,344 21.344
53 Data Processing Services 112,541 112,841
71 Debt Serviee 674032 . 674,232
Total lixpenses 13,997,735 13.997.735
Clanpe in Net Assels 157,082 1.104.085 1.261.137
Net Assets, Beginning of Year 1,800,382 31158650 4416032
Net Assets, End of Year b 1957434 § 4.219.735 36177109

See accompanying noles Lo Inancial statements.

-30-
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - FORT WORTH

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDEIDY AUGUST 31, 2012

Temporarily

Unrestricted Restrieted Towl
REVENUES
1.ocul Support:
5740 Other Revenues from Loeal Sourees k3 991 5 b 991
53756 Revenue from Curricular 772348 772,348
Total Local Support 773,339 773339
State Program Revenues
SRIO Feundation School Program Act Revenue 17,314,958 17.314 088
5820 State Program Revenues Distributed by
Texas Edcucation Apcncy 138,084 138,084
Tatal Stale Program Revenues 17,453,072 17,453,072
Federal Program Revenues:
5920 Pederal Revenues Distributed by
Texas Lelucation Agency 1,420,080 1,420.080
5940 Federal Revenues Distributed Direetly
From the Federal Government 781510 783.519
Total Federal Progran Revenues 2.203,509 2,203,509
Net asscts released (rom restrictions:
Reswictions satisfied by paymients 19657017 _ (19.637.017)
Total Revenucs 20,430,350 (340} 20,430,010
EXPENSES
Instruction 10,330,996 10,350,996
12 Instructional Resources and Media Servicee 9,270 9,270
13 Curriculum Development and Instructional
Stafl Development 790,704 790,704
23 School Leadership 1,840,128 1.840,12%
33 Health Services 41,006 41006
35 Food Service 644 824 044,824
36 Cocurricular/lixtracurticular Activitics 516,078 516078
41 CGeneral Administration 1,001,600 1,001,600
51 Plant Maintenance and Operations 3,547,542 3,547,542
52 Seeurity and Maonitoring Services 23,157 23,157
53 Duala Processing Services 75,665 75,605
71 Debt Service 1652036 1,652,036
Fotal Nxpenses 20,493,005 20,493,005
Change in Net Asscts (62,049) (346) (62,995)
Net Assets, Beginning of Year as Restated 1,610,126 2,945,751 4,561,877
Net Assets, End of Year § 1.533.477 ‘h 2945 405 $ 4498882

See accompanying notes Lo financial statements.

-31-

HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLENCLE

STATEMENT O ACTIVITILS

POR THE YEAR ENDED AUGUSTT 31, 2012

REVENUES
Local Support;
5740 Other Revenues rom FLocal Sources
5750 Revenue from Curricular
Total Local Support

State Program Revenues
5810 Foundation School Propram Act Revenues
5820 Stute Program Revenues Distributed by
Texas Bducation Apency
Total $taw Program Revenues

Federal Program Revenues:
3920 Federal Revenues Distributed by
Texas Fdueation Ageney
5040 Federal Revenues Distributed Direc(ly
From the Federal Governmenl
Total Federal Program Revenues

Net assels relcased [rom restrictions:
Restrictions satisficd by payments
Totul Revenues

EXPENSES
11 lostruction
12 [nstructional Resources and Media Services
13 Curriculum Pevelopment and Instructional
Staf! Development
23 School Leadership
33 lealth Services
34 Student (Pupil} Transportation
35 Food Serviee
36 Cocurticulat/Extracurricular Activitics
41 CGeneral Administration
51 Plant Maintenasce and Operations
52 Sceurity and Monitoring Services
53 Data Processing Serviges
71 Debt Serviee
Total ixpenscs

Chanpe in Net Assets
Nat Assels, Beginuing of Y ear as Restated
Net Assets, End of Year

See accompanying noles to (inancial statements.

Temporarily

Unrestricted Restricted Tolal

i 1,519 $ % 1519

1,233.500 1,233,516

1,235,035 1,235,035

23.824.376 23,824,376

204,092 204,002

24,028,469 24,028,469

1,UR6,600 1,986,609

406,589 406,589

2,393,198 2,393,108

25975900 _ {25,975.990)

27,211,025 445677 27,656,702
12,222,713
183,353

881,350 k81359

3.147.384 3,147,388

12,308 12,305

279,062 279,062

1,126,724 1,126,724

TH1.299 TRI200

1,483.983 1483983

5.124.750 5,124,750

66,400 (6,409

83,010 83016

1,951,107 1,951,107

27343408 27,343 408

132,444 44, 313.234

783,900 368,250 1,152,156

S 631463 & BI3927  § 1463390

35,
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HARMONY POBLIC SCTEOOLS
HARMONY SCIENCT ACADEMY - LUBROCK

STATEMENT OF ACTIVITIES

PORTHHE YEAR ENDEDR AUGUST 31,2012

Temporarily

Unrestricted - Restrieled Total
REVENUES
Toeal Support:
5740 (nher Revenues from Local Sources 5 445 5 8 485
5750 Revenne from Curricular 204,098 204,008
Totul Local Support 204,583 204,583
State Program Revenues:
5810 Foundation School Progriun Act Revenues 5,449,114 5449114
5520 State Program Revenues Distributed by
Texas Uducation Agency 56,319 56319
Fotal State Progrom Revenues 5,505,434 5,505,434
Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Fdueation Agency 706,303 706,303
5940 Federal Revenues Distributed Directly
Irom the Federal Government 111.074 111,074
Total Federal Program Revenues 817,377 217377
Nel assels releused (rom restrictions;
Restrictions satislhed by payments 0,078,374 (6,074 .574)_
Total Revenues 0,283 157 244,236 0,527.393
EXPENSES
11 [nstruction 3,054,491 3054491
12 Instroctional Resourees and Modia Serviees 23,657 21,657
13 Curriculum Development and Instructional
StafT Development 304,454 304,454
23 School Leadership 689,497 080497
33 Health Services 2,098 2,098
35 Food Serviee 341,897 341.897
30 Cocurricwlar/Fxiracurricular Activities 107099 107,099
41 Generul Adnunisteation 318,211 318211
31 Plant Maintenance and Operations 1,005,452 1,005,482
52 Seeurity and Monitoring Services 2471 2,471
53 Dlata Processing Scrvices 132,301 132301
71 Debt Service 302,305 _ 302,305
Total Lxpenses 0.243.963 0,283.903
Chanpe in Net Asscls (BO6) 244236 243.430
Net Asscts, Boghing of Year . 127,220) 462955 435.735
Net Assets, End of Year S (2K036) & 707,191 % 679165

See accompanying notes (o financial statements,
33

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADIEMY - WACQ)

STATEMENT OF ACTIVITIES

FOR 'TTIE YEAR ENDED AUGUST 31, 2012

Temporarily

REVENUES
Local Support:
5740 Other Revenues from Local Sources

Unrestricted

Restricted Total

5 162,352 b

$ 162,552

5750 Revenue from Curricular 902 878 902.878
Tetal Local Support 1,065,431 1,063,431
State Program Revenues:
SR10 Foundation School Propram Act Revenues 22,022,521 22,022,521
SR20 Slate Program Revenues Distributed by
'exas Vidueation Agency 269,085 209,085

Total State Program Revenucs

Federal Program Revenucs:
5920 Federal Revenues Distributed by

22.201.600

22,291,600

Texas Bducalion Agency 2,055,370 2,055,370
3940 Fuderal Revenues Distributed Dircetly

I'rom the Federal Govermment 403,149 463,144

Total Federal Program Revenues 2,518,520 2,518,520

Net assets released from restrictions:
Restrictions satis(ied by payments

569033

(22.569.033)

22
23,634,464

Total Revenues 2.241.092 25,875,557
EXPENSES
11 Instruction 12,169,950 12,169,950
12 Instruclional Resources and Media Scrvices 40,851 40,851
13 Curriculum Development and Instructional
Stall Development RR4,083 RA4.083
23 School Leadership 2,544,536 2,544,536
33 llealth Serviees B1.724 #1.724
35 Food Service 1.054 433 1.054.433
36 Cocurriculard/Ixtracurricular Activities 301167 591,167
41 General Administration 1186912 1,186,912
51 Plant Maimtenancee and Operations 3,487,775 3,487,773
52 Security and Monitoring Services 28936 2K,936
53 Data Processing Services 7,750 197,750
71 Debt Serviee 1,299.612 1,299,612
Folal Bxpenses 23,567,720 _ 23.507.729
Change in Nel Asscls 66,735 . _2.241.093 2,307,828 _
Net Assets, Beginning of Year 205394 2,476,720 2,772,114

Net Assets, Iind ol Year

See accompanying notes to financial stafements.

b 362,129

$ 4707813 % 5079942

e
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TIARMONY PUBLIC SCHOOLS

FARMONY SCIENCE ACADEMY - BROWNSVILIE

STATEMENT OF ACTIVITIES

FOR THE YEAR BENDEDY AUGUST 31,2012

RLEVENUES
Local Support;
5740 Other Revenues from Local Sources
5750 Revenue from Curricular
‘Total Local Suppart

State Progrinm Revenues:
3410 Foundation Schooel Program Act Revenues
5820 State Program Revenues Distributed by
Texns Fucation Apency
Total State Propram Revenues

Yederal Program Revenues:
3920 Pederal Revenues Distributed by
Texas Fducation Agency
Total Federal Program Revenues

Net ngsets released from restrictions:
Restriclions satis(ied by payments
Total Revenues

kS
Insiruction
12 Instructional Resources and Media Services
13 Curriculum Development and Instructional
Staft Development
23 Schoeol Loadership
33 lcalth Serviees
35 Food Scrvice
36 Coewricula/Tixtracurricular Activities
41 General Administration
51 Plant Maintenance and Operations
82 Scecurity and Monitoring Services
53 Data Processing Serviees
71 Debt Serviee
Total Lxpenses

Change in Net Agsets
ssety, Beginning of Year
Nt Assets, Bnd of Year

See acconipanying notes 1w Mnancial statements,

lemporarily

Unregtricted Restricted Total
$ 2353 % § 2353
132,817 132817
135170 135,170
3184933 3,184,933
40,204 40,294
) 3225227 3,025,227
4§7.367 447,367
487.307 487,367
3,665,085 (3.663.085)
2,800.253 47,509 3447764
1,542,522 1,842,522
26,133 26,133
153,049 153,949
463,304 463,304
529 529
158,385 158,343
92,474 92474
240418 240,418
770,103 770,103
910 910
13,523 13,523
L2135 1,215
3,763,523 _ 3,763,525
36,730 47,509 §4.239
119,221 1.284,518 1,403.739

§ 1332027 & 14R7.978

HARMONY PUBLIC SCHOOLS

FIARMONY SCHOOL,

OF 8CIENCLE - HOUSTON

STATEMENT OF ACTIVEITES

FOR THE YEAR ENDEI AUGUST 31,2012

REVENULES
Local Support:
5740 Other Revenues from Local Sources
5750 Revenue from Curticular
Tatal Locul Support

State Program Revenues:
5810 Foundation School Program Act Revenues
SK20 Slate Program Revenues Disteibuted by
Texas Education Agency
Total State Program Revenues
bederal Progrinn Revenues:
5920 Pederal Revenues Distributed by
Texas BEducation Agency
5940 Pederal Revenues Distributed Direelly
I'rom the Federal Government
Total Federal Program Revenues
MNed assels released from restrictions:
Restrictions satisfied by payments
Total Revenues
EXPENSES
11 Instruction
12 Instructional Resourees and Media Services
13 Curriculum Development and Instructional
Stafl Development
23 School Leadership
33 llealth Services
35 Food Serviee
36 Cocurrieular/Extracurricular Activitics
41 General Administration
51 Plant Maintenanee and Operistions
32 Seeurity and Monitoring Serviees
53 Data Processing Services
71 Debt Service
Tolal Expenscs

Change in Nel Asscts
Nt Assets, Bepinning of Year
Net Agsets, Lnd of Year

See uccompanymy notes to (inancial statements.

Temporarily

Unresirieted Restricled Total

$ 7 b % 7
475,120 475,120
475,127 475,127
8,128,959 8,128,959
0576 36,576
R.105.534 §.105,934
534,432 534432
287,281 287,281
821,714 821,714

K.EU0 488 (K.B99.48K)
9374014 $7.761 9,462,375
4,257,736 4,257,736
27 27
261,552 201,552
705,357 705,357
31715 3,715
446,007 446,007
264,161 204,161
474 485 474 485
2,001,963 2,001,963
19,524 19,524
86,143 #6,143
96,514 . 906.514
9,427,184 9427184
(52,570) 87,761 35,190
302,254 912,138 1,214,392

b 249,084 5 999,899

S 1,249.583

6.
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HARMONY PURLIC SCHOOLS
HARMONY SCHINCT ACAREMY - HOUSTON

STATEMENT QF CASIIFLOWS

FORFHE YEAR ENDED AUGUST 31, 2012

Cash Flows F'rom Operating Activitics

Chunge ln Net Assets

Adjustments To Reeoncile Change In Net Assets To Net

Cash Provided (Used) By Operating Activilies
Depreeiation
{Increase) Decrease in Accounts Receivable
(Inerease) Deerease in Other Receivables
{Increase) Decrease in Prepaids
(Inerease) Decrease in Bond Issuance Cost
Inereuse (Pecrcase) in Accounts Payable
Tnerease (Deercase) in Wages Payable
Inercase (Decrcase) 10 Acerued Liabilities
Tnerense (Decrease) in Due (o State
Inerease ( Decrease ) in Interest Payable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From Investing Aclivitics
Purchase of Fixed Assots

Net Cash Provided (Used) by Investing Activitics

Cash Flows From Financing Activitics
Proceeds From Loans
Progeeds 1'rom Bonds
Repayment of Loans
Rupayment of Bonds

Net Cash Provided (Usced) by Financing Activities

NET INCREASL ( DECREASE ) IN CASEH
CASH AT BEGINNING OF YEAR
CASH AT END OF YEAR

Supplemental Dis
Cash Paid During the
Interest

See accompanying notes to Mnancial stalements.
37

5 527,607

2285162
580,356
(R66,033)
(55,716)
(754,220)
304,647
41,494
275350
139 383
41,142

2,524,572

(3,930,840
. (3.930.840)

913,058
18,355,194
(2,430.201)

298318

16,535,733

15,129 465
__9.464,194,

§ 19393 601

B N

S 3353408

HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY « AUSTIN

STATEMENT OF CASITITOWS

FOR THE YEAR ENDED AUGUST 31,2012

Cash Flows From Operating Activilies

Change [n Nel Asscls

Adjusiments To Reconeile Change in Net Assets To Nel

Cosh Provided (Used) By Operating Activitics
Depreciation
(Increase) Deereise in Accounls Receivable
(Increase)y Decrease in Deposits
{Enercusey Deereise in Bond lssuanee Cost
Increase (Decrease) in Accoutts Payable
Inerease (Duerense) in Wages Payuhle
Increase (deerease) in Acerued Liabilitics
[nerease ( Decrease b in lnderest Payable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From lnvesting Activities
Purchase of Fixed Asscts

Neot Cash Provided (Used) by Investing Activities

Cash Flows From Financing Activities
Procecds From Loans
Proceeds From Bonds
Repayment of Toans
Repayment of Bonds

Net Cash Provided (Used) by Uinancing Activitics

NET INCREASL ( DECREASE ) IN CASII
CASH AT BEGINNING OF YEAR
CASTTAT END OF YEAR

Supplewental Disclesures
Cash Paid During the Year for:

Interest

Sce aceompanying notes 1o {inancial statements.
RIS

$ 754,937

972,594
(L6192
(21,581)
9,00§
(1,272,887
22,124
(15.600)
13,020

300490

— NALTA

(2.970.647

(2.970,647)

93.467
435,781
(384.213)
(5.911)
139,124
(2,531,027
7335912

$ 4804885

5 1,118,147
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HARMONY PUBLIC SCTIOOLS
FIARMONY SCTENCE ACADREMY - SBAN ANTONIO

STATEMENT OF CASH FLOWS

PFORTHE YEAR BENDED AUGUST 31,2012

Cash Plows From Operating Activitics
Change In Net Assets
Adjustments To Reconcile Chanpe In Net Assets To Not
Cash Pravided (Used) By Operating Activities
Depreciation
(Inerease) Ducrease in Accounts Receivable
(Increuse) Deercase in Other Reecivables
in Deposils
) Deercase i Bood Issuance Cost
ets Transferred in from Laredo
Inerease (BDecrease) in Accounts Payable
Increase (Decrease) in Wages Payable
Inerease (Deerease) m Duce to State
Increase ([Decrease) in Acerued Tiabilitics
Increase ( Deerense ) in Interest Payable

Net Cash Previded (Used) by Operating Activitics

Cash lows From Investing Activities
Purchase of Uixed Assets

Net Cash Provided (Used) by Investing Activitics

Cash Flows From Financing Activitics
Proceeds From Loans
Proceeds From Bonds
Repayment of Louns
Repayment of Bonds

Net Cash Provided (Used) by Finnmeing Activilics

NET INCREASE ( DECRLEASE ) IN CASI
CASITAT BEGINNING OF YEAR
CASH AT END OF YEAR

Supplemental isclosures
Cash Paid During the Year o
Interest

Sce accompanying noles to (nancial statements.
2392

5 (45.086)

843,424
(174,229)
17,203
(23.750)
21,172
2469710
169,819
93,293
45,903
{6,951}
16,625

3427223

590,089

590,989

1,070,223
706,521
(1.291,056)
(168,615)

317,073

3,153,307
1.267.717
$ ..4,421,024

TTARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO

STATEMENT O CASH FLOWS

FOR THE YEAR ENBLD AUGUST 31, 2012

Cuash Flows From Operating Activitics
Change Tn Net Asscets
Adjustment To Reconeile Change in Net Assels To Net
Cash Provided (Used) By Operating Activitics
Iepreciation
(lncrecusey Deerease i Accounts Receivable

(Increase) Duerease in Other Receivahles
{Increasce) Decrease it Bond Issuance Cost
Ingrease (Deerase) in Accounts Payable

Inerease (Decreuse) in Wages Payable
Increase (Decrease) in Acerued Tiabilities
[nerease  Decrease ) in loterest Payable

Net Cash Provided (Used) by Operating Activitices

Cash Flows From Investing Activitics
Purchasc of Fixed Asscls

Nat Cash Provided (Used) by Investing Activities
Cash Flows From Financeing Activitics
Proceeds Vrom Bowds
Repaymend of Loans
Net Cash Provided (Used) by Financing Activitics
NET INCREASE ( DECREASH ) IN CASH

CASH AT BEGINNING OF YEAR
CASH AT END OF YTAR

Supplemental Diselosures

Cash Paid During the Year for
Interest

See accompanying notes to financial statements,
-40-

$ 1,261,137

713,686
(32.696)
(116,574)

474

(317.461)
66,109
(146,139

) (7.762)

1.420.754

(2,734.906)
(2,754,900)

444 K75
606,649

378,220

(955.926)
8,702,562

$ 7,746,636,

3. 074292
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACAIEMY « FORT WORTH

STATEMENT OFF CASH FLOWS

FORITIE YEAR BNDED AUGGUST 31,2012

Cash Flows Frons Operating Activitics

Change [n Net Assets

Adjustments Lo Reeoncile Change In Net Assets To Net

Cash Provided (Used) By Operating Aclivities
Depreciation
(Increasc) Decrease in Accounts Reecivable
(Increase) Deerease in Other Receivables
(Inerease) Decrease in Bond Issuance Cost
Increase (Decrease) in Accounts Payable
Inerease {Decreuse) in Wages Pavable
Increase (Decrease) in Acerucd Liabilities
Increase { Decrease ) in Interest Payable

Nl Cash Provided (Used) by Operating Activitics

Cash Flows From Investing Activitics
Purchasc of Fixed Asscts

Net Cash Provided (Used) by [nvesting Activitios

Cash Flows From Financing Activitics
Proceeds rom Louans
Proceeds 'rom Bonds
Repayment of Loans
Repayment of Bonds

Net Cash Provided (Used} by Finuncing Activities

NETINCREASL ( DECREASE ) IN CASH
CASITAT BEGINNING OF YEAR
CASH AT END OF YEAR

supplemental Diselosures
Cash Maid During the Year lor
Intcrest

See accompanying notes (o linancial slatements.
4]

$ (62,995}

RLERL
(429.337)
(2,860}
41,486
1,667,969
133,349
11.403
56,730

2,404,339

— =Y

(8,637.601)
(8,637,601)

232,417

5,010,523
(475,392)
(136.613)

4,030,437

(1.602,325)

9,764,692

5162367

_1.652.036

TTARMONY PURLIC 5CHOOLS
HOUSTON SCTIOOL O EXCELLENCE

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED AUGUST 31,2012

Cash Flows From Operating Activities

Change In Net Assels

Adjustment To Reconcile Change In Nel Assets Ta Nel

Cash Provided (Used) By Operating Activities
Depreciation
(Increase) Deercase in Accounts Reccivable
(Inerease) Decrease in Other Reecivables
(Increase) Decrease in Bond [ssuanee Cost
Increase (Decrease) in Accounts Payable
Inerease {Decrease) in Wages Payable
Increase (Deerease) in Acerued Liabilitics
Increase { Deerease ) in Inferest Poyable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From [nvesting Activities
Purchase of Fixed Assets

Net Cush Provided (Used) by Investing Activities

Cash Flows From Finaneing Activilies
Proceeds From Loans
I'roceeds From Bonds
Repayment of Capital 1.cases
Repayment of Loans
Repayment ol Bonds

Net Cash Provided (Used) by Financing Activilies
NET INCREASLE ( DECREASLE ) IN CASH

CASH AT BECGINNING OF YEAR
CASIEAT END OF YEAR

Supplemental Disclos

Cash Paid During the Year for:
Interest

See uecompanying notes 1o tinancial statenicots.
42

s 313,234

1,907,772
(110,873)
(2.200)
20.250
(544.14%)
10,903
842,563
4680

2402484

2,134,247

(2.134.247)

1,520,703
5,105,638

(17.061)
(1,885 508)

(69313
4.654.459

4,972,696
31.524.780

§ 1951107
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HARMONY PUBLIC SCHOOELS
HARMONY SCIENCE ACADEMY - LUBBOCK

STATEMENT OF CASH FLOWS

FOR TTIE YEAR ENDED AUGUST 31, 2012

Cash Flows From Operling Activitics

Change In Net Agsets

Adjustment To Reeoneile Change In Nel Assets To Net

Cuash Provided (Used) By Opetating, Activitics
Depreciation
(Inerease) Deerease in Accounts Receivable
(lnerease) Decrease in Bond Yssuanee Cost
Increase (Deerease) in Accounts Payable
Increase (Decrease) in Wages Payable
Ingrease (Decrease) in Acerued Liabilities
Increase ( Decrease }in Interest Payable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From Investing Activilics
Purchise of I'ixed Assets

Net Cash Provided (Used) by Investing Activities

Cush Flows I'rom Vinancing Activities
Repayment of Bonds

Net Cash Provided (Used) by Fimancing Activifics
NLT INCREASE ( DECREASD ) INCASH

CASH AT THL BEGINNING OF THE YEAR
CASIEAT END OF YEAR

Supplemental Disclosures
Cash Paid During the Year lor;
Interest

See nceompanying notes to financial statements,
43

243,430

436,285
47,942
7,646
(75,633)
17,405
481

678911

(34,170
(3170

(35.371)
(35.371)

609,370

734384

§_ 302,305

HARMONY PUBLIC SCHOOLS
THARMONY SCIENCE ACADEMY « WAL

STATEMENT OF CASH FTLOWS

FORTTIE YEAR ENDEIY AUGUST 31, 2012

Caxh Flows Irom Operating Activilics

Chinge In Nut Assels

Adjustments To Reconetle Change In Net Assets 'To Ne

Cush Provided (Used) BBy Operating Activities
Depreciation
(Inerense) Decrease in Accomnls Receivable
{Increase) Deercase in Other Receivables
(Inerease) Decrcase i Deposits
{Increase) Deerease in Bond [ssuance Cost
[nerease (Deerease) in Accounts Payable
[nerease (Decrease) in Wapes Payable
[nerease (Pegrease) in Acerued Liabilitics
[ncrease { Decrease ) in Interest Payable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From Investing Aclivilies
Purchase of Fixed Assels

Net Cash Provided (Used) by [nvesting Activifics

Cash Flows rom Financing Activitics
Proceeds From Loans
Proceeds From Bonds
Repayment ol Capital Leases
Repayment of Loans
Repayment of Bonds

Net Cash Provided (Used) by Financing Activities
NET INCREASE ( DECREASI ) IN CASH
CASH AT THE BEGINNING OF THE YEAR
CASH AT END O YEAR

Supplemental Disclosures

Cash Paid During the Year for:
Interest

See accompanying notes 10 financial stulements.
44

2307 H2R

1,733,615
(770,034)
(19,969)
(134,352)
6018
2,212,040
84,172
(31,983)

43.434

5,431,764

T DR R

11,516,077
11.516.077

252,786

1,405,951
{7,748)
(129.040)

114,027

1,407,922

(4.676.391)
13,402,300

PR LT S TS

§  ¥.725909

§

§ 1,290,612



69-D

HARMONY PURBLIC SCTIOOLS
HARMONY SCIENCE ACADEMY - BROWNSVILLY

STATEMENT OF CASHFT.OWS

FOR THE YEAR BNDED AUGUST 31,2012

Cash Ulows From Operating Activities
Change In Net Assots
Adjustments To Reconcile Change In Net Assols To Net
Cush Provided (Used) By Operating Aclivities
Depreciation
(Inerease) Decrease in Accounts Receivable
serease) in Accounts Payable
Tnerease (D ¢} in Wages Payable
Inercase { Decrease ) in Interest Payable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From Investing Activities
PPurchasce of Fixed Asscts

Net Cash Provided (Used) by Investing Activities

NET INCREASE ( DECREASE ) IN CASII
CASH AT THE BEGINNING OF YEAR
CASH AT ENDOF YEAR

See accompanying notes (o finmnetal stalements,
45,

b §4,239

95,377
(8,220
17,703
13,128
120,

202,349

_u29m
. (2937

189.412
981441
§1170.853

HARMONY PUBLIC SCHOOLS
[TARMONY SCHOOL OF SCIENCL - HOUSTON

STATEMENT OF CASH FLOWS

FORTTE YRAR ENIED AUGUST 3, 20012

Cagh Plows Prom Operating Activities

Change In Net Agscts

Adjustments To Reconcile Change In Net Assets To Nel

Cash Provided (Used) By Operating Activities
Depreciation
(Inerense) Deerease i Accounts Receivable
(Increase) Decrease in Bond fssuance Cost
tnerease {Deerease) in Aceounts Mayable
Increase {Decrease) in Wages Payable
Increase {Deerense) in Other Liabilities
[nerease { Deerease ) in Interest Payable

Net Cash Provided (Used) by Operating Activities

Cash Flows From Investing Activitics
Purchase of Fixed Asscts

Net Cash Provided (Used) by Envesting Activities

Cash Flows From Fmancing Activities
Proceeds From Loans
Proceeds From Bonds
Repayment of Loans
Repayment of Bonds

Nat Cash Provided (Uscd) by Fmancing Activities
NET INCREASE ( DECREASE ) IN CASI

CASILAT BEGINNING OF YEAR
CASH AT END OF YEAR

Supplemental 1i
Cash Paid During the Y
Inlerest

See accompanying noles Lo financial statements.
A6

3 35,190

763,412
(44.632)
12,554
(808,202}
71,070
5,605
0,578

— (16425)

__ (398901
(398.921)

130,861
ITKE19
(286,019)
(21.021)
142,640 _
(272,706)

2840050

$...2.567350

$ 900,250
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HARMONY PURBLIC 5CHOOGLS
HARMONY SCIENCE ACADREMY - [IOUSTON

SCHEDULE OF EXPENSLES

FOR FIIE YEAR ENIDED AUGUST 31, 2012

Expenscs
6108 Payroll Costs
6200 Professional and Contracted  Scrvices
6300 Supplics and Materials
6400 Other Operating Costs
6500 Debt

Total Lxpenses

See accompanying notes 1o financial stalements,
47-

5 18,0977.433
9,245,247
2,876,872
5,797,024

3.523.793

S 40420389

e SV SV A0

HARMONY PUBLIC SCHOOLS
HARMONY SCTENCE ACADEMY - AUSTIN

SCHEDRULE OF EXPENSES

FOR THE YEAR ENDED AUGLST 31, 2012

Expenses
a100 Payroll Costs
0200 Prolessional and Contracted Services
6300 Supplics and Materials
G400 Crher Operating Costs
6306 Dbt

Total xpenses

Sec accompanying notes (o financial statements.
8-

% 10,248,382
6,054,170
1,775,205
1,640,881
1,128,300

e a A L0, WAL

20 Kd6 93K
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACANEMY - SAN ANTONIO

SCHEDULL O EXPENSES

FORTHE YEAR ENDED AUGUST 31,2012

Expenses
0100 Payroll Costs 5
6200 Professional and Countracted Services
6300 Supplics and Materials
6400 Other Operating Costs
6500 Delbt

Total Expenses § 10,884,347

See accompanying notes to financial stateiments.
_49.-

5,483,922
2,350,581

736,859
1,004,577

1.308.408

[TARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EIL PASO

SCHENULE OF EXPENSES

FORTHE YEAR ENDER AUGUST 31, 2012

Expenses

G100 Payroll Coats $ 6,617,342
6200 Professional and Contracted Serviees 4,087,355
6300 Supplics and Materials 1,140,575
6400 Other Operating, Costs 1,477,758
G300 Deht 674,705

Total Fxpenses $_13,997.935

Sce accompunying notes to finuncial statements.

-50-



LD

THARMONY PUBLIC SCHOOLS
HARMONY SCIENCT ACAREMY - FORT WORTH

SCHEDULE OF BEXPENSES

FOR LI YEAR ENDED AUGUST 31,2012

Expenses
6100 Payroll Costs
6200 Professional and Contracted Services
6300 Supplics und Materials
6400 Other Operating Costs
6300 Debi

Iotal Lixpenses

See accompanying notes o Anancial sialements.
51-

$ 9025185
5,058,406
2,145,764
1,664,468
1,699,182

S 20493005

TIARMONY PUBLIC 8CTIOO1.S
HARMONY SCHOOL QU EXCELLENCE

SCHEDULE OF EXPENSLS

FOR THE YEAR ENDELD AUGUS'T 31, 2012

Fxpenses
6100 Payrall Costs
6200 Prolessional and Contracted  Scrvices
6300 Supplics and Materials
6400 Onhicr Operating Costs
6500 Debt

Total Expetises

See accompanying notes to tinaneial stalements,
49

$ 12,861,238
7,320,858
2,295,706
2,802,468

1973108

§ 273434068
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TIARMONY PUBLIC SCTIOOLS
ITARMONY SCIENCE ACADEMY - LUBBOCK

SCHENULL OF EXPENSES

FOR THE YEAR ENDED AUGUST 31, 2012

Expenses
6100 Payrol]l Costs
6200 Profussional and Contracted  Services
6300 Supplics and Maiterinls
6400 Other Operating Costs

6300 Dobt A,

Total Lixpenses b

See necompanying noles to financial statenents.
A1

HARMONY PURBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - WACO

SCHEDRULE OF EXPENSLS

FOR'THE YEAR ENDED AUGUST 31, 2012

Expenscs
G100 Payroll Costs
6200 Professional and Contracted Services
63060 Supplics and Muaterials
6400 Other Operating, Costs
H300 Drebt

Total Expenses

See accompanying notes (o (inancinl statements,
5.
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HARMONY PUBLIC SCHOOLS

THARMONY SCIENCI ACADEMY - BROWNSVILLE

SCUEMULE OF EXPENSES

FOR THLE YEAR ENDED AUGUST 31,2012

Expenses
6100 Payrell Costs
6200 Professional and Contracted  Services
6300 Supplics and Matenals
6400 Mher Operating Costs
6500 Bebt

Total Expenses

See accompanying notes 1o financial statements.
83,

§ 1,954.930
1,225.730
308,290
273,340

L1215

2.763.525,

[TARMONY PURBTIC 5CTHOOLS
HARMONY SCHOOL OF SCIENCE - [TOUSTON

SCHEDULLOF EXPENSLS

FORTHE YEAR ENDED AUGUST 31,2012

Expenses
G100 Payroll Costs
6200 Professional and Contracted Services
6300 Supplics and Materials
6400 Other Operating Costs
6500 Debt

Toral Lixpenses

See accompanying notes Lo linancial statements,
-56-

$ 4067482
2,536,417
021,972
UK1.378
919.938

$ 9427184
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HARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON

SCHEDULE OF CAPITAL ASSETS

FORTLEE YEAR ENDED AUGUST 31, 2012

1710 Cash

1510 Land ind Improvements
1320 Buildings and huprovements
1539 Furniture and Eguiptient

Total Property and Fguipment

Owmnership Interest

1ocal

State

liederal

%

270,053

4 19.323,608
6,223 837
51,695,739
3,530,162

35675

3 80,779

Sec accomanying notes to [inancial staiements,

57

HARMONY PUBLIC SCTEOOLS
HARMONY SCIENCE ACADEMY - AUSTIN

SCHEDULE OF CAPITAL ASSETS

FOR THLE YEAR ENDED AUGUST 31, 2012

[110 Cagh

1510 Lund and Taprovements:
1520 Buildings and Improvements:
1339 Fumniture and Lguipment

Total Property and Equipment

Ownership Interest

Locul Stule Federal
b $ 4.804.885 b
2,129 350
18,001,868
1,703,094 7.133
M $36,039,197 h 7.44%

See accomanying notes 1o financial statciments.

-58-
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HARMONY PUBLIC 8CHOOLS
HAKMONY SCTENCE ACADEMY - SAN ANTONIO

SCHEDULE QI CAPITAL ASSETS

FORTHE YEAR ENDED AUGLST 31, 2012

Ownership [nterest

Local Stafe lederal
1110 Cash ¥ % 4,421,024 3
1510 Lol and Improvements: 1.718,271
1520 Buildings and Improvements 19,369,982
1539 Furniture and Lyuipment 1,276,001
Total Property and Liquipment b} 526785278 h

See accomanying noles Lo fimancial stalenents.
50

HARMONY PUBLIC SCHOOLS
FIARMONY SCIENCE ACADEMY - LL PASO

SCHEDULE OF CAPITAL ASSITS

FOR TIHE YEAR ENDED AUGUST 31, 2012

Ownership Interest

Local Slate Pederal
1110 Cash S 164.K00 § 7.581.836 3
1510 Land and lmprovements: 1,790,950
1520 Buildings and haprovements: 13,075,189 37,650
1539 Furniture and Equipment o 5370.444 2} 437
Total Property and Jquipment § 164800 $230(84190 4 GLART

See accomanying notes to linancial stlements,
-640-
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TTARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - FORT WORTTI

SCHEDULE OF CAPITAL ASSIITS

FORTTIE YEAR ENDED AUGUST 31, 2012

Ownership Interest

Local State Federa]
1110 Cash 5 $ 81023067 b
1510 Land and Improvements: 2944614
1520 Buildings and fmprovements 31,558,404
1539 Furniture and Hquipment 20495 915093 6,66
Total Property und Lguipment § 20495 % 44580478 h 0,661

See nccomanying notes to (inancial statements,
61

HARMONY PUBLIC 5CHOOLS

FTARMONY SCHOOL OF EXCLLE

SCHEDULE OF CAPTTAL ASS

LINCHE

18

FOR THE YEAR ENDED AUGUST 31,2012

Owinership Interest

Local State Federal
11160 Cash 4 354248 $ 8.14322% S
1510 Land 3,993,277
1520 Buildings and Improvements 39,850 28,687,176
1539 Turniture and Lquipmenl 2.007.710 26,001
Total Property and Lguipment 4 394008  £43.433 307 S 26,001
See accomanying notes to finaneial statements.

62-
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HARMONY PUBLIC 3CHOOLS
HARMONY S8CIENCE ACADEMY - [LUBBOCK

SCHEDULYE O CAPITAL ABSETS

FORTHE YEAR ENDED AUGUST 31,2012

Ownership [nferest

Local Stale Foderal
1110 Cash $ $ 1,343,754
1510 Tand 154,893
1520 Buildings and Improvements 4,573,427
1339 Furniture and Fquipment 529,513
Total Property and Lguipmient - $ 0,001,597

See accomanying notes o financial statements,
-03-

HARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY - WACO

SCHERUTE OF CAPTIAL ASSETS

FORTHE YEAR ENDED AGGUST 31, 2012

Chwinership Interest

Local Slate Federal

1110 Cash § 308411 § 8357498 b

1510 Land and Improvements: R,828.501

1520 Buildings and Improvenents 28,657,700

1539 Pumitwre and Eguipment . 282,160 16,729
Total Propeny and lguipment § 368,411 5 dB.025.865 b 16,729

See accomanying nofus to financial statements,
G4
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TIARMONY PUBLIC SCHOOLS
FIARMONY SCIENCE ACADEMY - BROWNSVILLE

s

SCHEDUTE OF CAPITAL ASS

FORTHE YEAR ENDED AUGUST 3T, 2012

Ownership luterest

focal Alalg luoderal
1O Cash i3 $ 1170833 §
1520 Buildings and hnprovements 379476
1539 Vurniture and Fquipment 107,749
Total Property and Fquipment $.. 51658078 %

See accomanying noles to financial statements,
-65-

HARMONY PUBLIC SCTHOOLS
HARMONY SCHOOL OF SCIENCE - HOUSTON

SCHEDULYE OF CAPITAL ASSETS

FOR TIHE YEAR ENDEDY AUGUST 31, 2012

Ownership fulerest

1.ocul State bederal
1116 Cash b $  2.567,350
1510 Land and Improvements: 1.0§7,500
1520 Ruildings and huprovements 13,802,178
1539 Furniture and Equipment _ 573,882
Total Propertly and Fguipment b b 18030911

See accomanying noles Lo financial statements,
00~
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - LHOUSTON

BUDGETARY COMPARISON SCHEDULE

FORTHEEYEAR ENDED AUGUST 31,2012

Budgcled Amounts Variange
Actual from Final
Original L'inal Amounts Budgel
REVENUES
[ocal Sapport:
$740 Other Revenoes from Local Sources $13,170,300  §12931.000  $12,922477 % (3.523)
$750 Food Service Sales 398,000 L, 163,000 1,074,146 (2¥.854)
Total Local Support 13,569,300 14,034,000 13,996,024 (37.376)
State Program Revenues:
SK10 Fommdation School Program Act Revenues 23,442,236 24,005,567 23,060,759 (944 ROR)
3820 Stote Program Revenues Distribuled by
Texas Hducation Agency 200,000 201,279 1,279
Total State Program Revenues 23,442,236 24,205,367 23202038 (943,529)
Federal Propram Revenues:
5920 Federal Revenues Disteibuted by
Texas Education Agency 2,003,154 3,240,377 2,900,054 (334,323)
5040 Federal Revenues Distributed Dhreetly
From the ederal Governuent 610,003 785,637 783,280 (2.357)
Total Vederal Propram Revenues 3.274,087 4.026.014 3.680.334  _  (336,680)
Total Revenues 40,285,623 42265941 40,947,996 (1.317.585)
EXPENSES
11 Instruction 13,542,704 14,668,870 13,618,075 1,050,795
12 Instructional Resources and Media Services 272,415 601,072 57,757 3215
13 Currienlum Development and [nstructional
Stafl Development 499,046 3,907,749 3,981,269 {73.520)
I Tostructional Leadership 2,119,764 617,041 609,950 7,001
23 School Leadership 2,069,603 2 652,666 2,651,629 1,037
33 Tlealth Services 165,406 57,576 53,153 4,423
34 Stdent (Pupil) Transportation 136,000 139320 {3,320
35 Vood Serviee 1,011 1,350,500 1,357,278 (6.778)
36 Cocurricular/Extracrricular Aclivilics 195,000 %00,500 808,403 (7,993
41 General Administration 10,407,642 7,552,527 7,028,774 523.7533
51 Plant Maintenanee and Operations 5.502,008 6,221,201 0, 18R,762 32,529
52 Sceurily und Monitoring Scrvices 230,544 185,359 | 84,506 853
53 Data Processing Services 373,605 433,946 358,015 75,931
71 Debt Serviee 3.130.524 3.457.068 3,383,408 73.660
Total Fxpenses 3R.500,359 42,102,065 40,420,3 L.oK1.070
Change in Nel Asscls 1.776.204 163,510 527.007 364,001
Nut Assels, Beghiming ol Y car as Restated 7.758.,990 7.758,990 7,758,990
Nut Assets, End of Year $ US35054 % 7920306 5 RIH6SU6 B 364001

Sec accompanying notes 10 (inancial siaiements.

6H7-

HARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN

BUDGETARY COMPARISON SCHEDULE

FORTHI YEAR ENDED AUGUST 3L, 2042

REVENUES
Local Support:
5740 Other Revenues Irom Local Sources
5750 Food Scrviee Sales
Total Logal Support

State Program Revenues:
5810 Youndation School Progrant Act Revenues
S820 State Program Revenues Distributed by
Fexas Lidueation Agency
5830 State Revenaes Prom State of Texas
Totl State Progrmn Revenues
Federad Program Revenues:
5920 Federal Revenues Distributed by
Texas Fducution Ageney
5940 Federal Revenues Distributed Direetly
trom the Federal Governmen
Total Federal Program Revenues
Total Revenues
EXPENSES
11 Instruction
12 lostructional Resources und Media Serviees
13 Curriculum Development and Instrugtional
Stall Development
23 School Leadership
33 Health Services
34 Swdent (Pupil) Transportation
35 lood Serviee
30 Cocurricular/Bxracurricular Activities
A1 General Administration
51 Plamt Maintenance and Operations
52 Security and Monitoring Services
53 Irata Processing Scrvices
71 Ikeht Service
Total Expenses
Clhange in Net Assels
Nel Assets, Bepinning of Year
Nel Assets, lnd o Year

See accompanying notes to [inancial stements.

Budpeted Amounts Varianee
Actual from Final
Crigingl Final _Amounts Budpet
% 13,500 4,299 b 4.9K% % (11}
516,600 778,012 774,704 _ (3,848}
530,100 ELEROD 779,752 (3859}
17,567,099 18,447.748 18,654,327 206,579
184.100) 176,934 (7.1006)
17,567,099 18,631 848 1831360 199,413
1.532.708 1.645.,007 1,615,522 (29,485)
287913 375.339 375.339
1,849.621 2,020,346 1000062 (29484
19.937.820 21.435.803 21,601,874 1606.069
10,234,757 10,739,254 10,496,828 242,426
132,790 21,884 20,146 1,73
219,042 652,967 49,454 3513
1,599,685 1,953,797 1.937.459 16,338
112,201 4,134 3,898 236
#0000 96,310 90,282 6028
036,600 713,025 699,353 13,672
380,000 426,607 425,537 1,070
1,959,745 1,127,382 1,053,045 74,337
3929935 4.217.869 4,091,589 125,973
28.550 23,140 23,097 43
3.000 219,110 237,79 {18,680)
546.253 1,120,060 l18,147 2513
10,002,604 21,316,139 0846038 460201
119.666 754,937 635.271
2.747.731 2,747,731
2,807,397 § 3.502.00K 5. ..035,27)

-04-



TTARMONY PUBLIC SCHOOLS HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONK) HARMONY SCIENCE ACADEMY - L PASO

BURGETARY COMPIARISON SCHEDULLS BUNGETARY COMPARISON SCHEDULE

POR THE YEAR ENDED ALUGUST 31,2012 FORTIE YEAR ENDED AUGUST 31,2012

Budgeted Amounts Variance
) Actual from Einal Budueted A | Variance
Original inal Amounts Budget Uddgeted Amounty . ‘“m!?w
— Actual from Final
REVENUES Criginal Final Amounts Isudpet
Local Support: ) .
5740 Othier Revenues [Tom Loeal Sources 5 18010 b 2 13 2 ¥ REVENUES
5750 Revenuc from Curricalar 209000 302,750 333,840 31090 Logal Suppert: i L
5760 Revenues from Intermedinle Services 0,099,999 §.099.999 5740 Other Revenues from Tocal Sources b 3600 % 64608 5 55494 % (9.114)
Potal Loeal Support 006 302.752 333.841 31090 5750 Lood Serviee Sales 267,992 663.709 603,709
' Fotal Local Sugport 271,592 728317 719,203 {9,114)
State Progrinm Revenues: .
FR10 Founcdation School Program Act Revenues 8,491,614 9,250,000 9,298,203 48.263 blim" Program R‘UWI'“CN: .
Texas Edueation Apency 1700 71,051 21051 5810 Foundation Schoul Progran: Act Revenues 11,741,074 12,146,795 12.818.243 071,450
Total State Propram Revenues 8,493314 9321051 9309314 48,263 SHZ(? Blale i'r()gregn Revemues Distributed by
[exas Lidugation Agency BSART §5.447
Jederal Program Revenucs: ‘Total Stale Program Revenues 11,741,074 12,232 282 12,903,732 671,450
5920 Federal Revenues Distributed by
Texas Education Apency 754,944 805373 843,510 38,137 Vederal Program Revenues:
@) 5940 Federal Revenues Distributed Phveetly 5020. !-cdct';s! l{cvc.nucs Distributed by o ¢ a1 6m o1 09
60 From Federal Government 292,596 292,390 202,590 wmllfmih‘lIid]l(l:fillll(l:lf\;: lwlybmbd Direetly 1.199.901 1.391.920 1391920
Towal Fedoeral Proer: WIS ) 2 d vetiues L Cr 0
= Total Federal Program Revenugs 1,047,540 1.097.969 1,130,100 38,137 Froon 1o Lodotal Croscrmont 144,500 244,016 (484)
Total Revenues 9767870 10721772 _10.839.261 117.489 Total Federal Progeam Revenues 1,199,901 1636420 1.635.937 (483)
Tatal Revenues 13,212,567 14,597,019 _ 15258872 001,853
EXPENSES
11 Insteuetion 4,812,984 4,973,535 5,391,614 (418,079) EXPENSES
12 Instructional Resources and Media Services 94,004 27,473 24679 2,794 11 Instruction 6,512,864 6.330.343 6,530.343 (200.000)
13 Curriculum Development and Tnstructional 12 Instructional Resources and Media Services 108,612 25059 27411 (1.452)
StalT Development 135,000 454,000 454,446 (440} 13 Curriculum Develepment and Instructicnal
23 School Leadership §30,449 980,000 071,733 8,267 Staff Developent 245,162 473,256 473,256
33 [lealth Services 34,031 4,240 4,100 134 23 School Leadership 965,761 1,457 892 1.407.769 50,123
35 Food Service 300,500 474,988 491,472 (16.484) 33 Health Bervices 87,057 4.672 4,672
36 Cocurricular/ BExtracurricular Activifics 129,000 166,433 175,106 (£.673) 35 Food Service 455.000 495,621 512,544 (16,923)
41 General Administeation 1.075.024 500,000 499,452 548 36 Cocarricular/Tixtracurricular Activitics 172,992 447 296 447,502 (206)
51 Plant Maintenance and Operations #97,000 1,500,000 1.513.450 (13,450) 41 Genetal Administration 1,320,816 794,344 800.014 (11,630)
52 Securily and Manitoring Scrvices 20,000 7616 8011 (495} 51 Plant Maintenanee and Operations 2,536,500 3,021,917 2,979,808 42,109
53 Duta Processing Serviees 9,700 61,310 66760 (5.450) 52 Security and Monitoring Services 40,500 {0,829 21,344 (1.515)
71 Debt Serviee 1,265,000 1,245,330 1,283,413 (38,083} 53 Dan Processing Services 24,000 112,841 H12.841
latal Lxpenses 9603342 10,394,925 10,884 347 (489.422) 71 Deht Serviees 56,090 609,501 674,232 (4.731)
Tolal Expenscs 12,525,954 13,833,512 13,997,735 (144.224)
Change in Net Assels {04.488 320,847 {45.080) {371.933)
Net Asscls, Beginning of Year 2,002,027 2,002,027 So2mT Change in Net Asscts 086,613 743,508 1,201,137 517.6029
Nel Assets Franslerred [n From Laredo 2,469,710 2,469,710 2,469,710 Net Asset, Beginning ol Yenr 4,916,032 4916632 4910,032
Net Assets, Eud of Year $4.636025  $4.708 584 $4.476 651§ (3171.913) Net Assets. Ind of Year S 50602645 8 §,659.540 8 6.177.169 5 517.6209
See accompanying notes to financial statements. See accompanying notes to financizl statements.
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - FORT WORTIT

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDEDR AUGUST 31, 2012

REVENUES
Local Support:
5740 Other Revenues [rom Local Sourees
5730 Revenue lrom Curricular
Foal Tocal Suppart

State Propram Revenies;
5810 Foundation Schoel Propram Act Revenues
5820 State Program Revenues Distributed by
Texas lducation Apency
Total State Propran Revenus

Federal Program Revenues:
5920 Federal Revenues Distributed by
Pexus Bducation Agency
3940 Federal Revennes Distributed Directly
Front the Federal Government
lotal Federsl Propram Revenues

Fotal Revenues

EXPENSES
11 lustruction
12 [nstructional Resources and Media Scrviees
13 Curvieulum Pevelopment and [nstructional
ST Develepment
23 Schwal Leadership
33 lhealth Services
35 lood Service
30 Cocurricular/Extracurricular Activilics
41 General Admintstration
51 Plamt Maintenanee and Operalions
52 Seeurity and Moniloring Services
53 Data Prox
71 Debt Service

seing Sorvices
Total Lixpenses
Change in Net Asscts

Net Asscls, Beginning of Year as Restated
Net Asscls, nd of Year

See ncermpanying neles to (inancial statements,

Budpeted Amounts

Variance

Actual from linal
. Original Iinal _ Amounts Rudget
3 4800 % 1025 3 991 ¥ 34)
512,000 183710 772,348 (11.362)
SloR00 784,735 773,339 (11.396)
16,107,649 16,732,696 17,314,985 582,202
134,110 138,084 (20)
16_,1()7,649 16,870,806 17,453,072 582,260
1,390,013 1,448.978 1,420,080 {28,894)
290,955 997,207 TR3.519 (213,748)
1,680,968 2,446,245 2,203,599 (242.040)
_ 18305417 20,101,786 20,430,010 328,224
8,714,324 10,060,299 10,350,996 (290,697)
139,294 9510 9.270 240
306,329 833,048 790,704 02,344
1,500,016 1.888.422 1,840,128 48,294
166,089 43,434 41,006 2,429
515,000 692,000 644,824 47,170
352,000 506,351 516,078 (9,727)
1.779.011 083,019 1,001,600 (17.681)
3089750 3,605,405 3.547.542 147 K63
56,500 23,742 23,157 585
23,000 70,350 75,6065 {5,315)
1,399,144 1,723,144 1,652,036 71.108
18.034.463 2().549.624 20,493,003 56,619
270,954 (447 .434) {02.9935) 54,843
4,561,877 4.501.877 4501877
5 4832831 5 4.114.039 3 4498 BRI §  3Kd 543
71-

HARMONY PURLIC SCTIOQLS
HARMONY SCHOOL OF EXCELLENCE

BUDGETARY COMPARISON SCHEDULT

FORTHL YEAR ENDED AUGUST 31,2012

REVENUES
Loeal Support:
5740 (nher Revenues from Local Sources
5750 Revenues from Currieudar
Tatal Local Support

State Progrant Revenues;
SE10 Foundation School Program Act Revenues
5820 Stute Program Revenues Distributed by
Texas lidueation Agency
Total State Program Revenues

Federul Program Revenues:
5920 Iederal Revenues [Distributed by
Texas Education Ageney
5940 Federal Revenues Distributed Direetly
From the Federal Goverminent
"I'otal Federal Progrum Revenues
Tetal Revenues
EXPENSES
11 Instruction
12 Instructional Resewrces and Media Serviees
13 Curriculum Development and Instructional
Stall Development
23 School Leadership
33 lealth Services
34 Swdent (Pupil) Transportation
35 Yood Scrviee
36 Cocurricular/Tixtracurricular Activities
41 General Administration
51 Plant Maintenanee and Operations
52 Security and Monitoring Services
53 Data Processing Scrvices
71 Iebht Serviee
F'onad Expenses

Change in Net Asscts
Net Assets, Beginning of Year as Restated
Net Assels, nd ol Yeur

See accompanying noles (o {inaneial statements.

Budgetud Amounts

Varianes

Actual from Final
Original Final __Aanounts Budget
b 54515 $ 1,612 hd 1519 5 (43)
768714 1256473 1,233,516 {22957y
#13,229 1.238 085 1235035 {23,050)
22214232 23874370 23,824,376 {50,060
204,604 204,092 (516)
22214232 24,078,984 24,028 469 {5(1,515)
1,908,135 2,079.030 198G,600 (92,421
406,589 410,404 406,589 (3.905)
2,314,724 2,449,524 2,393,148 {96.326)
25,352,185 27,820,393 27.056,702 (ORI )
12,434,705 12,449,583 12222713 226,870
282,776 194,820 13,353 11.467
342,085 880,213 RRI359 4,854
1,985,203 3.200,540 3,147 388 62,158
101,558 13,006 12,305 7M1
2RO, (62 279 062 10,000
682,000 1,186,724 1,126,724 00,000
375,000 781,419 TR 209 120
2,378,807 1.567.638 1,443,983 R3.,655
4,436,000 5,302,404 5,124,750 177,054
71,950 66,908 66,400 490
43,500 B3.178 83016 162
1.873.479 1.903.980 1.951.107 12,873
25,207,803 27.8994.481 27,343 4068 651,013
¥4.382 (167.5H8) 313,234 481,122
1.152.156 1.152.150 1,152,156
b 1,230,538 b _ 984208 $_1,465.390 § 481,122




HARMONY PUBLIC SCITOOTS

HARMONY SCIENCE ACADEMY - LUBBOCK

BUDRGETARY COMPARISON SCITEDULL

LFORTHID YEAR ENDLELY AUGUST 31, 2012

€8-D

Actual
Original [inal Anmounts
REVENUES
Local Support:
5740 Other Revenues from Local Sources 2400 511 483
5750 Revenue from Curricular 5.000 205.000 204 098
Total Local Support 10,400 205,511 204,583
State Program Revenues:
5810 Foundatiou School Program Act Revenues 5837.617 5,696,654 5449114
5420 State Program Revenues Nistributed by
Texas Felueation Apency 35,000 50,319
Total Stale Program Revenues 5,837.017 5.751,654 5,5()5‘434.
Faderal Program Revenues:
56920 LFederal Revenues Distributed by
Texas Lducation Agency 617,770 647,976 706,303
5940 Uederal Revenaes Distributed Directly
T'rom the lederal Gevernment 42,660 1,074 111,074
l'otal Foederal Progrom Revenues 700.430 809,050 817377 i
Tatal Revenucs 6.548.453 6,760,215 6,527,393
FXPENSES
11 Instruction 3,299,565 3.262.763 3,054,491
12 Instructional Resources and Media Services 40,037 22,184 23,657
13 Curriculum Development and Instroctional
Stall Development 169,002 324,254 304,454
23 School Leadership 437,387 727,835 GROAG7
33 Health Serviees 71.042 2,300 2,098
35 Lood Serviee 308,000 350,400 341,887
36 Cocurrieulur/xirncurriculnr Activities 1 10.006 107 04949
41 Generul Adnunistration 777,768 312,437 318211
51 Plant Mamtenanee and Operations 965,780 1,063,080 1,003 482
52 Sceurity and Monitoring Serviees 11,500 2,350 2471
53 Data Processing Serviees 20,000 125,000 132 361
71 Dbt Serviee C2BB2TL 302,305 302,308
Total Expenses 6,388,892 6.605.112 6,243,963
Change in Net Assets 159,561 161,103 243,430
Net Assets, Bepinning of Y ear 435.735 435,735 435,735
Net Assets, Iind of Year 595,290 396,837 3 679,105

See sceompanying notes 1o finaneial stalements.

Budgeted Amounts

FIARMONY PUBLIC SCHOQLS
FIARMONY SCIENCE ACADEMY - WACQ

BUDGETARY COMPARISON SCHEDULLL

FOR THLE YEAR ENDED AUGUST 31,2012

73

REVENUES
Local Support:
53740 Other Revenues (rom Local Sources
5750 Revenue from Curricular
Total Local Suppon

Slate Program Revenues:
S8&10 Foundation Schoal Program Act Revenues
5920 Stare Program Revenues Distributed by
Texas Fdueation Ageney
Teal State Program Revenues

Foderal Progrum Revenues:
5920 Federal Revenues Distributed by
Texas Edueation Ageney
54940 Federal Revenues Distributed Directly
FFrom the Federal Government
Total Federal Program Revennes

Total Revenues

EXPENSES

11 Iastruction

12 lastructional Resources and Media Services

13 Corrienlum Develepuent and Instructional

Stall Development

23 School Leadership

33 Tlealth Serviees

35 Food S¢

36 Cocurricular/ Extracurricular Activitics

41 General Administration

51 Plant Maintenance and Operations

52 Seeurity and Monitoring Services

53 Data Proc

71 Debt Se
l'otal Expenses

e

sing Services

wes

Change in Nel Assets
Net Assets, Beginning of Year
Net Assets, Lnd of Year

Sew nccompanying noles 10 financial stalcinents.

Budgeled Amounty

Variance

S 4042673

Actunl from Final
Originat _Xinal Amounts Budget
83,800 159.621 102,552 2.931
103,000 002,R7K 902878
L6800 1.062.4%4 1,065,431 2.931
20,272,453 22,004,592 22,022,521 17,929
277.024 209 RS {7.939)
20,272453 22.281.0160 22,291,006 9,990
2,029,024 2,117,311 2,055,370 (01.941)
462,728 463,149 421
1,029,024 2,580,039 2,518,520 (01.519)
22,488,277 25.4924.154 25,875,557 (48 508)
12,050,144 12,421,355 12,169,030 251,405
1RR.019 40,451 40.851
477971 R95,104 ¥B4,083 11,081
2,106,783 2,555,063 2,544,536 11,127
124,617 R4.879 81,724 3,155
750,175 1,074,010 1,054,433 10,577
391,167 391,167
20171518 1.222,529 1,186,912 35617
2,920.570 3,637,022 3487778 150,147
29,200 28,042 28.936 [
50,000 197.750 197,750
876,292 1.303.363 3.751
21,754,204 24,053,595 485,866
733,083 1,874,559 2307528 437.26%
2772114 2,772,114 2772114 )
5 3,506,097 $ 5.079.942 437,269

74-
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TIARMONY PUBLIC SCHOOLS
: HARMONY PURBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - BROWNSVILLE .
: NARMONY SCHOOT, OF SCHENCL - TTOUSTON
BUNGITTARY COMPARISON SCHEDULLE . .
BUDGETARY COMPARISON SCHEDULE
PORTHE YEAR ENINID AUGGUST 31,2012 a1 . " :
FORTHE YEAR ENDED AUGUST 31, 2012
Budgeicd Amounls Varignee Budgeted Amounts Varianee
Actual {rom Fingl Agtual {rom Final
Criginal Final Amounls __ Budpet Original |"il1gl_] o Amounts _ Budpet
REVEN REVENUES
Local Support: Toeal Support:
3740 Other Revenes (bom Focal Sowrees 3 3100 3 2,408 % 2,353 % (53) 5:74‘10 Other Rcvvcnncs from Local Sources § 4.620 5 7 5 7 b
5750 Revenue from Curricular 136,000 139,168 132,817 (6,351) 5730 Revenue from Currieulur 298000 470000 475,120 5,120
Total Tocal Support 139,100 141,576 133,170 (6.,406) Total Local Suppert 302,620 470,007 475127 3,020

State [rogram Revenues: Stale Program Revenues;

S810 Foundation School Progran Aet Revenues 3,248 529 1.179,304 3184933 5620 3810 Foundation School Program Act Revenues 7.687.102 R.384.217 ®,12%.959 (255,258)
5820 State Program Revenues Distributed hy 5820 State Program Revenues Distributed by
'exas dueation Ageney 4] 421 (1.127) Texas Hduention Apeney 36.482 . 9
Total State Propram Revenues 3048829 ~ 320,725 " 4’5()2_ Tota] State Program Revenues 7687102 8,420,609 {253.165)
Lederal Propram Revenues: Vederal Program Revenucs:
“ederal Revenues Distributed by 3920 tederal Revenues Distributed by
T iducation Ageney 207783 509,461 487.367 Texas Fducation Agency 540.067 550,225 534,432 (15.793)
Totul Federal Progran Revenues 227283 506401 7367 5940 Federal Revenues Distribeted Dircetly
— — Fraom the Federal Government 287,281 287,281 2R7.281
Totul Revenues 3,615,212 3871762 3,847,764 o (23.99%) Total Federal Program Revenues #36,348 337506 R21.714 (15.792)
EXPIENSES Total Revenues 8,826,070 9728212 9462375 {265K3TY
1T Instruction 1,720,024 1,720,924 1,542,522 {121.59%8) T
12 Instructional Resources and media Serviees 32,000 26,232 26,133 119 EXPENSES i
13 Curriculum Development and Instructional L Instruetien 4307379 4.704.241 4,157,736 446,505
SralT Development 51.048 157,425 153,949 3,876 12 Instructional Resources and Media Services 50,4010 7 7
23 Schaol Leadership 391 048 464,145 463,364 781 13 ('url:i}:ulum Development and Instructional
33 ealth Services 33,304 338 320 9 Staff Development 65,507 264258 261532 2,706
35 Food Service 135,000 152403 158,385 (5.980) 23 School ! eadership 630032 33 03397 6093
36 Cocurricular / Extracurricular Activitics 110,000 03.467 02,474 993 3 IJCE]M\ _‘wr.\'lucs 12,899 3750 375 33
41 General Administration 33KO18 252,911 240,418 12,493 35 f‘}“‘d : 290,500 453,000 446,007 6.993
51 Pl Maintenance and Operations 764,505 777 860 770,103 7757 36 (‘nc;urncu]nr/ _li.\ Eu‘l‘iculé\r Activitics 235,000 270,060 264,161 3.839
52 Seeurity and Monitering Services 3,160 927 910 17 41 General Administration 790,331 480,293 474,485 LRI
53 1am 1‘1toccssinu Survices 2,500 13.043 13,523 170 51 Plant Mainlenance and Operations 1.5200987 1,991,760 2,001,903 (10,263)
71 Debt Service - §.21% 1215 52 Sceurity and Monitoring Services 9.500 20,000 19,524 476
Total Expenses 1.3K1.507 3.662.112 3‘7(,_1_5_; (1“1.4|3i 53 Data Processing Serviees 2.004) $1,200 K6.143 (4043
12 25 71 Deht Service L R46000 907000 b06514 486
Clunge in Net Assels 33,615 209,630 34.239 (125.411) Total Erpenses B.786.010 9.893.083 0.427.184 405,899
Net Assets, Beginuing of Year 1.403,739 1403.739 1.403.739 . e )
Net Assats, Eud of Year § 1437354 S 1613386 § LARTYTR. & (133411 Changs in Nt A.“Uls 19454 871) _ _asdon 200061
i e sets, Beginning ol Year 1,214,392
§_L248583 8 200061
See accompanying noles (o financial stalements, 1 R
Sec accompunying notes to financial statements.
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HARMONY PUBLIC SCHOOLS
[TARMONY SCIENCE ACADEMY- LARLDO
STATEMUNT OF FINANCIAL POSITION

JUNE 30,2012

ASSIETS
urrent Assgts:
Cash
Restricted Cash
Total Current Assets

Property & liyuipment:

Buildings and [mprovements

Furnifure and Eqguipment

Less: Aecumulated Dopreciation
Other Assels:

Deposits

I'otal Asscts

LIABILITIES AND NET ASSETS
Current Liabilities:

Accounts Payahle

Total Current Liabilities

Long-term Liabilitics:
Bonds Payable Net ol Discount and Current Portion

Tolal Liabilitics
Not Assuls:
Unrestricted
Yemporarily Restricted

Total Net Assets

Total Liubilities and Net Asscls

See accompanying notes 1o financial statements.
77

§ 2,286,751
2,245
2,290,046

03.832
302248 _
396,080

(135342
260,738

23,750

5 2580534

17,178
93,646

110,824

38,5K83

5K?
2,431,127

2469710

§ 2,580,534

HARMONY PLBLIC 5CHOOLS
HARMONY SCIENCT ACAIEMY « LAREDO)

STATEMENT OV ACTIVITIES

FORTHE TEN MONTHS ENDED JUNE 30, 2012

Temporarily
Unrestricted Restricted Total
REVENUES
Local Support:
5740 Other Revenues from Loeal Sources % 4225 b b 4,225
5750 Revenue from Cugricular 231,839 o 231839
"Total Local Suppart 236004 236,064
State Program Revenues:
5810 Foundation School Progeam Act Revonues 3 8580506 3.H58.0506
5820 Stute Program Revenues Distributed by
Texas Education Apency 32,590 _ 32,590
Total State Program Revenucs 390,645 3,890,645
lederal Program Revenues:
5920 Federal Revenues Distributed by
Texis Lducation Ageney 596,016 596,016
Tetal Federal Propram Revenues 596,016 596,016
Nt assets released lrom restrictions:
Resirictions satislicd by payments 4.305.090 (4.305.690)
Total Revenues 4,541,760 180,963 4.722.725
LEXTENSLES
11 lostruction 1,938,520 1,938,520
12 Instructional Resources and Media Services 1.614 1.614
13 Curriculum Development and Instructional
Staff Development 00,311 90,311
23 School Leadership 370,495 370,495
33 ealth Services 485 485
35 Jood Serviee 237311 23731
36 Cocurricular/lixtracurricular Activitics 199,300 199,306
41 General Adounistration 532,808 532808
51 Plant Maintenanee and Operations 1,107,163 1,107,163
52 Sceurity and Monttoriog Services 24,381 24 381
53 Data Progessing Services 122, 722
Total Expenses 4,503,177 4.503.177
Chanpe in Net Assets 34,583 180,963 219,548
Nel Assets, Begiming of Year 2,250,162 2.250.162
Net Assets, Lnd of Year b 18,543 0§ 2431127 5 2469710
Sce accampanying noles 1o (nancial statenents.

-7h-
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HARMONY PUBLIC SCHOOLS
HARMONY SCHINCE ACADEMY - LARLEDO

STATEMENT OF CASH FLOWS

FOR THETEN MONTIS ENDED JUNE 30, 2012

Cash Flows From Operating Activitics

Chanpe [n Net Assets

Adjustments To Reconcile Chanpe Tn Net Assets To Net

Cash Provided (Used) By Operating Activities
IXepreciation
(Increase) Decrease i Accounts Receivable
(Increase) Decrease m Other Receivables
) in Aceounts Payable
Inerease (Deerease) m Wages Payable
Increase (Ducrease) in Acerued Liabilitics
Inerease { Duecrcase ) 1n Interest Payable

Net Cash Provided (Used) by Operating Activitics

Cash Flows From Investing Activitics
Purchase of Fixed Asscls

Net Cash Provided (Used) by Investing Activities
Cash Flows From Financing Activities
NET INCREASE ( DECREASLE ) IN CASII

CASH AT THI BEGINNING O YEAR
CASH AT NI OF YEAR

See pecompanying noles to (nancial statements,
7Y

b 219548

7.5
200,042
14.883
17,178
{63,111)
(14.882)
(LK)

474.086

(20,508)
(20,508)

453.518
1,842,528
g

52,296,046,

[IARMONY PURLIC SCHOOLS
HARMONY SCIENCE ACADEMY - LAREDO

SCHEDULE OF EXPLENSLES

FOR THICTEN MONTHS ENDED JUNI 30, 2012

Expenses
OLO0 Payroll Costs $ 0 2,030.401
6200 Professional and Contracled Services 1,768,104
6300 Supplics und Materials 424 6045
6400 Other Operating. Costs 279067
Total Lxpenses § 4503177
See accompanying notes to financial statements,

-0
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - LAREDO

SCHEDULE QF CAPITAL ASSETS

FORTHIL TEN MONTIS ENDED JUNE 30, 2012

Onwnership Tnlerest

ITARMONY PUBLIC 5CHOOLS
HARMONY SCIENCE ACADEMY - LARIEDO

BUDGHTARY COMPARISON SCHEDULE

FORTHI TEN MONTHS ENBED JUNI 30, 2012

Budpeted Amounts

Togal State Fedural
1110 Cash b §2.290,046 %
1520 Buildings and Improvements 03832
1339 1fwrniture and Fauipment ~ 302,248
Total Property and Equipment b $2.692126 h

See aceomanying noles to linancial statcments.
-81-

REVENUES
Local Suppaort:
5740 Other Revenues from Local Sources
5750 Revenue (rom Currieular
Total Local Support

State Program Revenues:
K10 Foundation Schoal Program Act Revenues
3R20 State Propgram Revenues Distributed by
Fexas Lducation Ageney
Total State Program Revenues

Federal Program Revenues:
3920 Federal Revenues Disteibuted by
Texag Lducation Apency
Total Federal Progrum Revenues

Total Revenues

EXPENSES
1T [nstruction
12 Instrictional Resources and media Services
13 Curriculum Development and [nstructional
StafT Development
23 5chool Leadership
33 Ucalth Serviees
35 leod Serviee
36 Cocwrticular / Extracurncular Activitics
41 General Administration
51 Plant Maintenanee and Operations
52 Sceurity and Moniloring Scrvices
53 Data Processing Scrvices
Total ixpen

o
Change in Net Assels

Net Assets, Beginning of Year
Net Assets, Iind of Year

See accompanying notes 1o {inancial statements.

Varianee

Actual from Iinal
Qriginal Final Amounts Rudget
b 3,100 $ 4,260 b 4.225 ¥ (35)
270,000 230.000 231.839 1.839
273,100 234,260 236,064 1,804
4,308,914 3,900,000 3.858.050 (41,944)
32000 32,590 590
4308914 3,932,000 3. 890,045 (41,359
331618 042,225 596,016 (46,209}
131,618 042225 596,010 (46,200}
4913632 4.808 485 4,722,725 (83.760)
2,125,968 1,950,500 1.938,520 11,980
46,994 1,600 1,614 (14)
68,642 90,000 90,311 1
404,798 360,000 370,495 (10.493)
1,250 500 483 15
230,000 261,000 237311 23.089
200,000 211,000 199,306 11,694
574,271 540,000 332,868 7,132
1,195,073 1,110,600 1,107,163 2837
7,250 25,500 24,381 1119
2,100 750 722 28
4,856,346 4.550,850 4.503.177 47,673
57.280 257.035 219,548 (38.087)
2,230,162 2.350,162 2,250,162
§ 2307448 § 2507797 8§ 2469710 § . (ARO8T)
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CERTIFIED PUBLIC ACCOUNTANTS
5177 RICHMOND AVE. SUITE 1100
HOUSTON, TEXAS 77056
TEL: (713) 666-5900
FAX: (713) 666-1049
hitp:/iwww.gomesandeo.com

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE ANBD OFHER MATTERS BASEDR ON AN AUDIT OF FINANCIAL

To The Board of Directors of
Haruony Public Schouls
Touston, Texas

rended August

We have audited the financial statements of Harmony Public S¢hools (TIPS us of and for the ye
31,2012, and have issued our report thereon dated January 4, 2013, We conducted our audit in accordanee with
auditing standards generally accepted in the United States o America and the standards applicable o financial
audity contained in Government Anciting Stundurds, issued by the Compiroller General of the United States.

in] Reporting

Interng Contrel ) Finay

Management of LIPS is respongsible for estublishing and maintaining eflietive intemal control over financial
eporting, In planning and performing our audit, we considered TTPS™s internal control over {nancial reporting as a
basis lor designing our auditing procedures for (he purpose of expressing our opinion on the financial stalements,
but not for the purpose of expressing an opinion on the effectiveness of TIPS s intermal control over financial
reporting. Accordingly. we do not express an opinion on the effectivencss of the Organization™s internal control

over [inancial reporting.

A deficiency i internat comrol exists when the desipn or operation of @ control does not allow management ar
employees, in the normal course of performing the med funetions, o prevent, or deleet and correel
migstatements on g timely basis. A maserial weakness is a deficiency, ora combination of deficiencies, ininfemal
control such that there is a reasonable possibility that o material misstatement of the entitys financial statements
will nut be prevented, or detested and eorreeted on a Himely husis,

Our consideration of internal control over financial reporting was for the limited purpese deseribed in the first
paragraph of his seetion and was not designed (o identily all deficiencics in internal eonteol ever nancial
reporting that might be deficiencies. signilicam deficiencies or material weoknesses, We did not idenlily any
deficiencics in internal control over financial reportng that we consider 1o be material weaknesses, as defined

previously.

ranes about whether HPS's (inancial statements are [ree ol material
ions of Taws, regulations, contracts, and grant

misstatement, we performed tests ol its complianee with certain prov

agreements, noncomplionce with which sould have a direet and material effect on the determination of financial

noncompliance or other matters that are required (o be reported under Goverament Auditing Standards.

stutement amounts, However, providing an opinion en compliance with these provisions was nol an objestive of
our audit, and aceordingly, we do not express such an opinion, The results of our tests disclosed no instances of

We noted certain matiers thal we reported o management of TIPS ina separate letler dated January 4, 2013,

Fhis report is intended selely for the information and use oPmanagement, the Board ol Divcetors, others within the
entity, and federal awarding agencies and pass-Uirough entitivs and is not intended to be and should not be used by
anyeme other than these specified parties,

Houston, 1X 7
January 4, 2013

Lo 4 (g

YN
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INDEPENDENT AUDITOR™S REPORT ON COMPLIANCE WITH REGUIREMENTS THAT
COULD TIAVE A DIRECT AND MATERIAT EFFECT ON EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCL [N ACCORDANCE WITH QM. : R A-133

To The Beard of Dircelors off
Tarmony Public Schools
Houaston, Texas

Compliznee

We have audited Harmony Public Schools (HPS) compliance with Me lypes of compliance requitements deseribed
in the OMB Circidar A-133 Compliance Supplemenihat could have a direet and material effeet on cach ol IPS’s
migjor federal programs for the year ended August 31, 20120 1HPS's major federal programs are identified in the
summary of auditor’s resulls section of the accompanying sehedule of lindings und questioned costs, Compliance
willt the requirements of laws, regulations, contracts, and grants upplicable 1o each ol its major federal programs is
the responsibility of HPS s management. Our responsibility s to express an opinion on HPSs compliance based on
our audit.

We conducted our audit ol complianee in aceordanee with auditing standards generally aceepted in the United
States of America; the standards applicable to financiad sudits contained in Governmient Auditing Standards, issued
by the Camptroller General of the United States; and OMB Cireular A=133, Arredits of States, Local Governments,
end Non-Drofit Organizadons. Those standards and OMI3 Cireular A-133 require that we plan and perform the
audit to obtain reasenable assurance about whether noncompliance with the types of complianee requircments
refurred to ahove that could have o dircet aud material etfeet on g major federul program occurred. An audit
includes cxamining, on o test basis, evidence about HIPS s complianee witl those requirements and perlonming
such other procedures as we considered necessary in the circumstances, We helieve that our audil provides a
far our opinivn. Our audit does not provide a legal determination of IS complianee with those

rensonable basi
requireiients.

In our epinion, 1PS complied, in all naterial respeets, wilh the complinnce requirements referved 10 ubove that
could have a direet and material effect on cach ol its major federal programs for the year ended August 31, 2012,

Internal Control Over Compliance
Management of HPS is responsible lor establishing and maintaining effective intemal control aver complianee with

the requirements of laws, regulutions, contracts and grants applicable o foderal programs. I planning and
onsidered HES™s internal control over complianee with the requirements that could have

pertorming our audit, we

a direet and material clfeet on o major federal program o determing the auditing procedures for the purpose off

expressing our epinion an compliance and (o test and report on futernal control over complianes in aceordunce wilh
OMB Cireular A-133, but not for the purpose of expraossing an opinion on the effectiveness of internal control ever
: an opinion on the effectiveness of TIPS™s internal control over

complimee. Accordingly, we do not expre
compliance.

A

A deficieney i internal control over complionee exists when the desipn or operation of a control over compliance
does not allow management or employees, i the normal course of performing their assigned functions, o prevent,
or doteet and eorreet, noncompliance wilh 1 type ol compliance requireinent of'a federal program on a Gmely basis.
A mareriad weakness i imernad control over compliance is a deliciency, or combination of deficiencics, n internal
control over complinmee, such that (here is a reasonable possibility that material noncompliance with a type of
complianee requirgment of o (ederal progeant will not be prevented, or detected and gorreeted, on o timely basis.

Our consideration of internal control vver compliance was for the limiled purpose described in the first paragraph
of tis seetion und wus nol designed (o ideutily ull deficiencies in internal control over complianee that might be
deficiencies, sipnificant deficiencics, or material weaknesses. We did not identily any deficiencies in internal
control over compliance that we consider (o be malerial weaknesses, as delined above,

‘This eeport is intended selely (or (he information and use of management, the Bourd of Ditectors, others within the
entity, federnl awarding agencies, and pass-through entities and is not intended to he and should not he used by
anyone other than these speci(icd parties,

By

pt €
-

Houslon, TX ™

Junuary 4, 2013
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TTARMONY PUBLIC 3CTHOOLS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR T YLEAR ENDED AUGUST 31,2012

Summary of Audil Res
1. Ungualified opimion issued on the financial stalements.

2. No significant deliciencies or material weaknesses on internal control over financial statements,
3. No instanees of noncompliunce, which is material 10 the financial statements,

4. No sigoificant deliciencios or material weaknesses on internal control over major fedural award
programs,

5. Unqualified opinion issued on complionee with major federal award programs,

fr. The audit did ot diseloge any audin lindings whicl are required to he reported under section 510 (a) of
OMB A-133,

7. Major proprams:

LS. Department of Fducation CEDA Number
armony Quality Churter Replization & Fxpansion Gran(® Bd.282M
Passed  Through Texas Liducation Agency

Public Charter S¢hool* §4.282A

Fducation Jobs Fund ARRA 84.410A

Title X1V, SFSF-ARRA $4.304A
U5, Departiment of Treasury

20140 QSCH Direet Subsidy Assistance 21.020

U5, Depurtment of Agriculture
Iassed - Through Texas BEducation Agency
School BBreakfase* 10.553
School Funch* 10,555

* denotes clusicr

8. A S548,701 threshold wos used to distinguish between Type A and Type B progrumns as described in
seetion 520 (by of OMEB A-133,

9, Harmony Public Schools does not qualify as a Jow-risk auditee.

Questioned
Current Yeur Findines Cost
No audil (indings were noted as per govermmental auditing standards and
section 310 (a) of OMI3 A-133 ¥ -0-

K7

HARMONY PUBLIC SCHOOLS
SCHTEDULE OF PRIOR YEAR FINDINGS AND QUESTIONLD COSTS

FOR TITE YEAR ENDED AUGUST 31, 2012

Summary Schedule of war indinwes

L. Recording of Financial Datu and Maintaining of General Iedger

Condition:

During, the audit. key financial entries had (o be recorded 1o HIS™s peneral ledger 1o corn
Some prior year audit adjustiuients were not roversed proporly, some loan and related assets transaction were not
recorded timely, consteaction payments had fo be aeerued olong with retainage on several projects, und some year-
end aceruals for accounts payable were not posted. Based on our observation, this condition exists due to lack of
counling trunsactions and provide support to managanent.

aceount balanees,

qualificd senlor uccounting sta{l to handle the daity

Criteria:
HEPS s transactions should be recorded in the manner tequired by gencrally aceepted aceounting prineiples and
TEA"s FASRG

Effect:

Without recording, of key lnancial entrics, and proper coding, HPS may not have an aceurate general ledger.
Wilhout correct general led gers, managoment would have inaceurate information and would not be able (o moke
prudent degisions,

Recommendation:

We recommend that HPS implemen( procedures and controls 1o provide for tinely recording of finaneial
transactions, month-end entrics and yoar-end closing entrivs. We also cocommend that HES restructure thetr
aceounting department and hire or obluin qualified senior staft expericneed in charter sehool and/or non-profit
aceounting Lo assuime u supervisory role and provide support (o the accounting personnel,

Status:

The 2011 Financial Audit prepared by the Gomez & Company was carelully reviewed by the Superintendent and
exveutive members of TIPS The finding was noted und scknowledged by management. Three months prior (o end
of the audit year, the leadership of the 128 Cental Office along with the bourd president started to take the
following important actions Lo address this finding, The Central Administeation will continue to implement these
actions (hrouehowt the year (o have suceessiul linanciul operation,

& The Central Office and cumpus ergan isational strueture were revised inregards (o the financial operation
and communication between campuses and the central office,

& Chief Financial Officer and several other key linancial managers were replaced with qualified personnet.

s Additional staft was hired for the financial department.

& Number of training hours for [mance office personnel was increased to udeguately address the needs of
employees,

«  Quiside consulting (irm hired 1o review finance department and its aperation.

*  Finaneial aceounting sofiware was replaced with more cllective and efficient online system 10 address the
needs of HIPS.

W strongly believe that these uctions will resolve the eurrent challenges on fancial aperation of Jarmony Public
Schaals. We will continue to seek consultation 10 respond [ast growiny needs of our organizations. The new CPOL
Mr. Yalcin Akyildiz, will be in charge of implementing these changes in timely manner.

R
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TIARMONY PEIELIC SCHOOLS

SCHEDULEOF EXPENIITURES OF FEDERAL AWARDS

Pedural Granor!
Prss - Through Grutor”
Brogersn Titke

FORTHE YEAR ENDEDR AUGUST 31,3012

leleral
DA

Number

Vs - Plough

Entity ldentifying

Number

VLK, Department of Lducition
FOREIGN LANGUAGES ASSISTANCE

LERAENN

HARMONY QUALITY REFLKCATION & EXFANSION K4ZR2M

Total LLS. Department of Viducation

VA, Pepntimgent )1
ZUH0OSCE HRECT SUBSIDY ASSISTANCE
Fotal LA, Dreparmment of Trewsury

gy,

LS, Repartiment ol Lslucation

Pl - Throurh Tesis Fdueation Agency
TITLL L PART A-IMPROVING BAS]
TITLEL PART A-IMPROVING BASI
TICLE L PART A AMPROVING BASI
TITLE T PART A-IMPROWING BASI
TITLE L PART A-IMPROVING BASI
PITLE L PART A IMPROVING BASI
TITLE L PART A-IMPROVYING BASI
TITLE L PART A-IMPROVING BASI
TITEAL PART A IMPROVING BAS]
TITLE L FART A-IMPROYING BASI
TETLE L FART A-IMPROVENG BAKD
THTLE |, PART A-IMPROVING BAK!
TITLE L PART A-IMPROVING BASI
TTTLE L PART A-IMPROVING RAST
o I, PART A-IMPROVING BAKT
TITELE L PART A-IMPROVING BAST
TUILL L PART A-IMPRUVING BASL
DEA-R FORMULA

1A FORMLILA

IDBLEA-R FORMULA

IDEA-B FORMULA

[DEA-B BORMLILA

IIA-B FORMULA

IDFA-B FORMULA

IDLA-B FORMULA

IDEA-B FORMULA

INEA-B FORMULA

TDEA-B FORMULA

IDEA-B FORMUITLA

IDEA-B FORMULA

IDLA- IS FORMLILA

Z010-11 PUBLIC CHARTER SCTIOOL,
TITLE TN, PART A-LLP

TITLL UL PARE A-LLP

TITLE L PART A-LLP

PITLE L PART A-LER

TITLL L PART A-LLI

21,020

RA010A

4. 01A
L0104
N4 010A
B4010A
40104
N4,010A
B4010A
F4.010A
#4010A
¥LO10A
RERUDBEN
FHO10A
®0104
S4.010A
H4.010A
FLOIA
R O2TA
£4.027A
XA02TA
R402TA
40274
XA02TA
R4.02TA
40274
RA0ITA
¥402TA
#4.027A
RA02TA
BHO2TA
R4027A
HAAMTA
B3O5A
#4.305A
X4.305A
B4 A65A
®L30SA

-0

TR
[LRERISERECH Y]

TIGHO] 52805
HeIaaT 1 Es2
LHEIDI01 200804
PG00 3
126101 ToLE62
TETGLOTTEO
1261010803
126413 152803
(RIS TURTHIREE
1261401018328
12630701220%13
12610101 11H58
12610101227516
1263501071800
1261101 161507
12610001 240804
12610101 101330
L1660 24RO 40000
1146000 TIESRRRGO0(
LIGHOHIT 1O R4 60000
12660001 13 1RO 36000
L1600 1 30000
12660007 1 52ROS6O00
12660001 HEAR2RG000
12660107 [ 8OO0
12060 1o 1 EQ76000
1 6O0MHIT T TRSRAOO0
12660001 22781 66010
F2660001 12081 36000
13660001 101 Rot000
| 26600071 Z4OROIAO00
LLR9002171 (0001
1267100101862
12671001031 503
1267 10012404804
12671001220%13
1267 HHMOTIR0G

Fuderal

Expenditures

RILELL)
URIIR

2502022
252,472

2157
13865
41448
49,150
i35

118,287
122 864
L0073
168,064
170,356
272861
w4277
2u6.1494
300,126
RELE MM
351280

0474
a1,154
LK
42.2%%
67,040
R2,167

[EX]
129,033
T8 030
AR
212,533
2L6.X20
234234
463,900
272,651

5212

5,785

0408
14,702
17,608

HARMONY PUBLIC SCHOOLS

FOR THE YEAT ENLIED AUGUST XL 32

SCHEDULE OF EXPENMDITURLS OF FIEDERAL AWARDS

Federal Gramtor: Foderal Pass - Through
Pass - Through Grantor: CFIXA Enriny Klennifying Paleval
Propaun Tile Myniber Number Exponditures
TITLLE T, PARTT A-LEE B3 I65A 1XOTIOONIOTRER 22154
TTVLE T, PART A-LLI R43065A 1267227816 25944
TITLE I PART A-LEP 84,3050 TEET IO GIR0T Ry
FLTLEHE PART A-LLT B4305A [26T1OOT 1IR30 43420
ILTLE L PART A-TEACHLER & IPRY HLIOTA [ ZGRARONTDIRGD 37088
FETLE (L PART ACTEACHER & PRI 84.367A [ SR R 2202
TTTLE L PART A-TEACHER & PRI HL3OTA 12694501 240804 49,767
TTTEE L, PART A-TEACHER & 1PR] RIIOTA eS0T EIR0S 54,997
TITLE L PART A-TEACHER & PRI B HTA | 204501t SREN 62081
TITLELL, PART IACHLR & PRI R4I6TA P2O4501227810 EREN
FITLE L PART A-TEACHER & PRI RLINTA 126945011 0FXSR BE,740
FITLE 1L, PART A-TEACTINK & PRI B4A0TA 12684501 220813 92,65
TITLE L PART A-T CHLUR & PRI 8.307A 1260450107 1806 ToLE"n
TTTLE L PART ACTIFACHER & PRI R 3BTA 12684500 16131/ 141087
TITLE L PART A-TEACHER & PRI H4.267A 12004501 11846 [EREE]
TEHITE XIV SFS1 - ARRA L3044 TEARTOO TUIRSE PR
TITLE XIV.SFSE ARRA "4.304A TESSTUOHIBIAOY 21862
TUNLE XIV S1S1 - ARRA R4.304A TEASZ00R220513 35,976
FEVLE XIV SFSE - ARRA B 34A TEESFOON0804 RAMILE
TITLE X1V S1SF . ARRA w4, 3947 TERSTOOEZ27810 57,784
TTTLE XTIV SISE - ARRA R4 3040 TERSTO0ELRED H3B6Y
TITLLE XIV.S1F51 - ARRA 43094 TURSTROIOFI 06 08164
TITLE XIV, K81 - ARRA H4.3U4A TERSTOON0I R 17,008
EDLCATION JORBS FUNIY - ARRA B A LA LIS50101031803 71236
EDUCATION JOUBS FUND ARRA R4.410A (UL FERS ] 115,148
UCATION JORS FUNLY - ARRA K4.410A TEREOTGI240804 117,285
ERLICATION IORS FUNIY - ARRA B LA FIASOIOIT0RIXOT 124 300
ERLCATION JORS FUND ARRA 44104 HESSOLO101 5828 TOR 487
EDUCATION JOBS FUNLY - ARRA KEAIOA TEAS01O040T 15000 226202
ERLCATHIN J5 FUNDY - ARRA R4, 4104 (NELSITH RS Y 29021
EDUCATEIN JORS FUNIY - ARRA Kb DA HISR0101230813 IR5.180
EDUCATION JORS FUNLY - ARRA BALAIOA 11580 E6180T 4424914
EDRLICATION JOIRS FURTY - ARRA LEXA UL TISROTQTIOTRSE 4R7.234
EDUCATION JOIRS FUNIY - ARRA B4 410A HEESOTOT 01546 528378
Tona] LS Deportment of Lducation 5 19,354,592
LS. Department, of A
Pored - Thraugh e Liducation Apgney
Vieghorial Fonnd Bervice Reimbursenent
School Broakfust Progrum (SBP) [ORRR i 5,200
Sehol Breakfust Program (5317} 141,553 71401200 ROAI
atiomal Schocl Lunel Prg-NSLP 12555 AR 408,030
National School Lungh Prg R 16.555 7130120] 3,002,042
Tomal U5, Departtnient of Agricalare 4097687
3 18,290,028

Toal Lixpenditeres of Federsil Awatsls

=90
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HARMONY PUBLIC SCHIOOLS
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOTTIE YEAR LNDED AUGUST 31,2012

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES
Basiy of Presenteation

The accompanying schedule of federal awards {the Schedule) ineludes federal grunt activity of TIPS under
programs ol the federal goverument Tor the year ended August 31, 2012, “The information in this Schedule is
presented inaccordanee with the requirements o OMI3 Circular A-133, Auwdis of Statvs, Local Geveraments, aid
Noa-Frofie Organizotions. Beeause the Schedule presents only a seleeted portion ol the operation o HPS, itisnot
intended 1o and docs not present the financial position, changes in net assets or cosh Mows of TIPS,

Summary of Sipnificant Accounting Palicies
Lxpenditures reported on the Schedule are reported on the acerual basis of accounting, Such expundilures are

sanized Tollowing the cost prineiples contained in OMB Cireular A-122, Cest Pringiples for Non-profit
Qrganizations, wherein certain types of expenditares are not allowable or are limited us (o reimbursement.

Puss-through entity identifying numbers are presented where available,

9.

[THIS PAGE INTENTIONALLY LEFT BLANK]
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CERTIFICATE OF BOARD

We, the undersigned, certify that the attached Annual Financial and Compliance Report of Cosmos Foundation,
sviewed and \f approved _disapproved for the year ended August 31,2011, at a meeting of the
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INDEPENDENT AUTHTOR 'S REPORT

To The Board of Dircetors off
Cosmos Poundation, Inc.

COSMOS FOUNDATION, INCL

STATEMUENT OF FINANCIAT POSITION

AUGUST 31,201

Houston, Texas § 54,800,504
Receivables B.008,840
W have audited the accompanying, stalement of fInancial position of Cosmos Foundation, fue. (a nonprolit Other Receivables 321,532
organization) (HSA) as of August 31,2011, and the related statements of activitics and cash flows for the year then Land 27,830,679
ended. These finaneial statements are the responsibility of the Organization™s management. Our responsibility is Buildings and Improvements 179,955,661
(o express an opinion on (hese financial statements based on our audit. Furniture and Equipment 13,510,264
Accumulated Depreciation (17,969,661)
We condueted our auditin seeordance with auditing stndards penerally aceepted in the United States of America Deposits 399,713
and the standards applicable o linancial audits contained in Govermment Auditing Stundards. issued by the Other Assels 4,429,369

Comptroller General of the United States. Those standards require that we plan and perfor the audit (o obiain
reasonghle assurance about whether the financial stalcments are free of material misstatement, An - audil ineludes
cxamining, on atest basis, evidence supporting the amounts and disclosures in the fnancial statements, An audit
also ineludes assessing (he accounting principles used and the signilicant estimales made by managemuent, as well
as cvaluating the overall finaneial statement presentation. We bclicve (hat our audil provides a reasonable basis for
aur opinion.

In our opinion, the financial statements relerred o above present {airly, in all material respeets, the financial

Total Asscts

LIABILITIES ANTY NET ASSIITS

Tiabilitics:
Ageounts Payable

$ 271,366,966

$ 5219270

position of LISA as of August 31,2011, and the changes in its net assets aid its cosh fows [or the year then ended Acerued Liabilitics R 2?4395
in conformity with accounting pringiples generally aceepted in the United Stales of America. Wagres Payable 2,598,831

Inlerest Payable 1,565,651
[ uccordinee with Govertment Auditing Stendards, we have also issued our report dated December 16,2001 on Noles Payable 18,457,004
our consideration of TISA's Internal contzol over [nancial reporting and our tests ol its complianes with ertain Capital Teuse Puyable 33,205

provisions of laws, regulations, contraets, and grant agreements and other mutlers. The purpose of that report is to
deseribe the seope of our testing o internal control over lnancial reporting and complisnes and - the results of that
lesting, and not 1o provide an opinion on internal control over fnancial reporting or on complianee. That report is
an integral part of an audit performed in accordance with Government Auditing Stanedards and should he
considered in assessing (he results of our audit.

Bond Payable Nel ol Discount
Total liabilities

Nel Assets:

211,972,064

240.152.010

—e e, D

Unrestricted 7,853,741
Our audit was conclucted for the purpose of forming an opinion on the bysic Mnaneial statements as a whoele, The Temporarily Restricted 23,361,215

schedule of expenditures of fuderal awards is presented for purposes of additional analysis as required by ULS.
Office of Managemen( and Budpet Circalar A-133, ADwdits of States, Local Goveruments, and Nen-Profi
Orgranizertions, and is pota required part of the basic financial statements. Such information is the responsibility of
management and was derived (rom and relates dircetly 1o the undetlying accounting and other records used to
prepare the financial statements. The infomation kas been subjected to the auditing procedures applised in the audit
al the basic lancial statements and eertain additional procedures, including comparing and reconciling such
information directly 1o the underlying accounting and other records used ta prepare (he [inancial staiements or to
the financial statements themselves, and other additional procedures in accordance with auditing standards
generally aceepted in the United States of America. In our opinion, the information is (airly stated in all material
respects gy relation 1o the basic financial statements tiken g2 g whole.

3t o

Houston, TX
Pecember 16, 2071

Total net assets

Total Liabilities and Net Assels

5 271.366.966

P

See accompanying notes (o financial statements.
2
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COSMOS FOUNDATEON, INC.

STATEMENT QI ACTTIVITIES

FOR TTHE YEAR ENDED AUGLUST 31, 2011

SUPPORT AND REVENUE
Federal Grants
State and Local CGrants
Donalions
Interost Income
Other Income
Net Assets Released From Restrictions
Total Revenugs

ITXPENSLS
Frogemm Services
Total Fixpenses

Chaoge In Nl Assels
Net Assels, Begmming of Year as Restated
Net Assels, Bndmg of Year

See accompanying noles 1o finaneial statements.

Uneestricted

['emporarily
__ Reswieted Tatal

$ $ 14176454 $ 14,176.454
126,447 384 126,447,384
1,570,475 1,570,475
91,242 91,242
6,385,400 6,385,400
134,533,152 _ (134.533.152)
142,580,278 6.000.686 148.670.964
143.508870 143,508,876
143,508,876 T T133.508.K70
(928,598) 6,090,686 5.162.088
8,782,334 17,270.529_ 20,052,867
§ 7853741 & 23361215 § 31.214.956

-3

COSMOS FOUNDATION, INC.
STATEMENT OF CASH FLOWS

FORTTHE YEAR ENDELD AUGUST 31,2011

Clash Flows I'rom Operating Activitics
Change in net assets

Adjustments to reconeile change i net assets Lo net

Cash provided (used) by operiting activitics
Deprecialion
(Increase) Decrease in Accounts Receivable
(Encrease) Deercase in Other Receivable
{Incrense) Decrease in Other Assets
Increase (Decrease) in Accounts Payable
Ingrease (Decrease) in Wages Payable
Inerease (Deerease) in Aceruwd Liabilities
Increase (Decrease ) in Interest Payable

Nel Cash Provided (Used) by Operating Activitics

Cash Flows From luvesting Activities
Purchase of Fixed Asscts

Net Cash Provided (Uscd) by Investing Activilics
Cash Flows From Financing Activitics
Procecds (rom Bonds and Loans
Repayment of Long-Term [ebt
Net Cash Provided (Used) by Finaneing Activitics
NET INCREASE ( DECREASE ) IN CASI

CASH AT BEGINNING OF YEAR
CASITAT END QF YEAR

Supplemental Disclosures
Cash Paid During the Year for:

Interest

See accompanying notes to financial statements,
4

% 5,102,088

7014027
k8

(176,520)

(1,034.923)

(7.991,074)
972,210
228,745

{1.959.708)
3,115,427

Y S5 R,

62.040.289)
$2,040.289)

75,238,366

10,181,273)

63,057,003

6,132,231

T 4R.728,333

§ 54860504

3. 9421111
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COSMOS FOUNDATION, INC,

NOTES TO FINANCIAL STATEME

AUGUST 31, 2011

Organizatio

Cosmos Foundation, Ine. (IISA), & nonprofit organization, provides curricula for students in grades
kindergarten through 12, The school was incorporated in the State of Texas in September 1999, undur the
Texas Noa-Profit Corporation Act, The ternal Revenue Serviee determined that the organization was
exemplt [rom federal income tax under scetion 501(0) ol the Internal Revenue Code as an organization
deseribed in Scetion S01(¢)3).

Pursuant 10 its charter pranted hy the State Board of Education in accordunce with ‘Texas Edueation Code
Section 12, Subchapter I, Open-Enrollment Charter Scheol, the Organization operates as part of the state
public school system subject to all federal and state laws and rules governing public schools. The
Organization is also subject (o all laws and rules pertaining to open-carollmoent charter sehools in section
{dueation Code.

12 of the Texas

Summary ol Sinificunt Accounting Policics:

BASIS OF PRESIENTATION

The Corporation veports its Tinancial information based on the Finaneial Avcownting Sraneterrds Bowrd
Accounting Standards Codification 958 Not-for-Profit Envities-205  Presentation of - Vineneiod
Statementy, Under FASB ASC 958-205, an Organization is required 1o report information regarding its
financial position and activities aceording to three classes of not assels: unrestricted net assets, temporarily

restricted net assels, and permanently resiricled net assets.
PRINCIPLES OF CONSOLIDATION

The consolidated financial statements inelude all of the agencies accounts, All signilicant intercompany
balimees and ransactions have been eliminated,

SUPPORT AND REVENUHE
Support and revenue are recorded based on the acerual method,

CASH DONATIONS AND DONATED SERVICES

Cash donations are considered (o be available tor unrestricted use unless speaifically restricted by the
douor. No amounts have been rellected in (he fnancial statements for donated services sinee no objective
busis 1s available 10 measure the value of sueh donations. Nevertheless, a substantial number of volunteers
have donated their time in connestion with the program scevice and administration of the orgunization.

CONTRIBUTHONS
& Not-

In aceordunce with Fimancial Acconnting Standards Board Aceowating Standards Codification Y3

Sar-Profit Entities-603 Revenne Recognition, contribulions reecived are recorded as unrestricled,

tenyporarily restricted, or permmently restricted support depending on the existenee o nature of any donor
restrictions,

COSMOS FOUNDATION, TNC
NOTIES TO FINANCIAL STATEMENTS

AUGLUST 31, 2011

Sumimary el Significant Accounting Pelicies: (Continued)

PROFERTY AND EQUIPMENT

Property and equipiment purchased by HSA are recorded at cost, Donations of property and cquipiment are
reserded at their fair vilue ol the date of the gift. All assets acquired with g value in cxecss of 55,000 are
recorded as fixed asscts, Depreciation is provided on the straight-line method bused upon estimated uselul
lives ol ten years for cquipment. Gains or losses on retired or on sale of propertly and equipment are
reflected inincome Tor the period. The proceeds from such sales which are net lepally reguired or
expected to be remvested I property wid cyuipment are transferred to unrestricted net assets,

PLEDGES AN ACCOUNTS RECEIVABLIE

Contributions are recognized when the donor makes a pronise to give to HSA which is in substance,
unconditional. Contributions that are resteicted by the donor are reported as i o i unrestricted net
assels 1 the restrictions expire in the yeor In which the contributions are recognived. All other donor-
restricted contributions are reported as inereases in emporarily or peranently restricted net assets
depending on the nature of the restrictions, When a restrietion expirgs, temporarily restricted netl assets are
reelassificd (o unrestricted net assels,

Ne provision has becn made for uncollectible promises w give and accounts reecivable as of the statement
of Minancial position date, given that none have been identified.

TUNCTIONAL EXPENSES

Lixpenses are charged 10 gacle program based on diveel expenditures incurred. Functional expenses which
cannot readily be related 1o o specific program are charged 1o the various programs based upon hours
worked, squate footage, number of propram staff, or other reasonable methods Tor allocating — (he
organiZzation’s muliple function expenditures.

INCOME TAXES

HSA qualifics as a tax-exempl organization under seetion 301(¢) (3) of the Internal Revenue Cede and,
therelore, higs no provision for ineome taxes,

CASH AND CASIT EQUIVALENTS

Yor purpose of the statement ol cash flows, cash and cash equivalents are comprised of cash on hand and
in banks.

_6-
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COSMOS FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS

AUGUST 31,2011

Summary of Significant Accounting Policics: (Conlinued)

ESTIMATES

The preparation of (inancial statements in conformity with generally aceepted aceounting principles
requires LISA management to make estimates and assamptions that affeet certain reported amounts and
disclosures. Accordingly, actual results could differ ronm those estimates.

Pension Plan;
The ehurter sehool eontribules w the Teacher Retirement System of Texas (TIRS), a cest sharing, multiple-

croployer delined henelit pension plan with one exeeption; all risks und costs are not shared by the charter
school. but are the linbility of the State of Texas, TRS administers retirenient and disability annuities, and

death and survivor benefits (o employees and beneficiaries of employees of the public sehool systems off

Texas. Lt operates primarily under the provisions of the Texas Constitution, Arlicle XV Sce. 67, and
Texas Governmment code, Title 8, Chuplers 803 and 805 respectively. The Texas Slate legistalure has the
authority 1o establish and amend benefit provisions of the pension plan and may, under certain
cireuinsianecs, grant special authority o the TRE Board of Frustees. TRS issues 2 publicly available
finaneial report that ineludes fnaneial statements and required supplementary information for the defined
benelit plan. That report may be ohlained by wriling (o the TRS Communications Department, 1000 Red
River Street, Austin, Texas 78701 or by calling (he TRS Conununieations Departiment at 1-800-223-8778,

Publications Heading.

Contribution requireneits are not actuatially detevoined but are established and amended by the Texas
stule legislature. The state funding policy ts as Tollows: (1) (he state constitution requires (he legistature 0
establish a member contribution rale ol not less then 6.0% and not more than 10% ol the aggregate annual
compensation ol all members of the system: (2) A slale statuie prolibits: beoefit improvements ot
contribution reductions if, as o result of a particular action, the timwe required (o amortize TRS unfunded
actuarial liabilities would be inerensed to a period that exeeeds 31 years, or, i (he amortization period
already exceeds | years, the period would e increased by such action. State law provides lor s incimber
contribution rate of 0.4% for Nscal year 2009, 2008 and 2007, and a stale contribution rate of 6.58% for
Tiscal yours 2009 and 2008 and 6.0% for fseal year 2007, The eharter school's employees contributions to
the: system for the years ending August 31, 20717 were $3,816. 498, cyual 1o the required contributions for
the year, Other contributions made from federal and private granus and fron (he charter schowl for salavies
above the siatulory minimuwes [or the year ending August 31, 2081 wuas 540

Budgwet:

The official school budget is prepared for adoption (or required Governmental Fund Types, The annual
budgel is adopled on & basts consistent wilh generally seeepted accounting principles and is formally
adopted by the Board of Directors,

COSMOS FOUNDATION. INC.
NCYTTES TO FINANCIAL STATEMENTS

AUGUST 31, 2011

Operaling [ease Commitmenl:

HSA 15 currently leasing its eflice equipmaent and building on a non-cimeelable operating lease,
HSA minimum annual fease commitment i3 as follows:

Amounl

Year months ending August 31,

2012 % 12763326
2013 7213716
2014 4,287.365
2015 2,939,200
2016 2074004
Total £ 29277731

Operating lease expense wuounted to $11.510,633 for the year ended Aupust 31, 2011,

Noles Payable:

1[SA™s obligations under notes payable consists of (he following:

Nate payable (o a bank. secured by land and butidings. The note is dated August 5,

2008, and has a variable terest rate and & fee amount of $6,650,000. The date of

maturity is August 31, 2015, $ 5,524,560

Note payable 10 a bank, sceured by land and buildings. The note is dated Decembar

28, 2009, and has 4 6,5% interest rate and g Tace amount ol $4,300,000. The date of

maturity is October 5, 2015, 4,219,190

Note payable 1o a [nance company, secured by land and buildings, The nole is dated

June 15, 2000, and has a 6.15% interest rate and a face amount ol $4,290,000, The

date of maturity is January 1, 2013, 3.834.676

Note payable to a fisance company. sceured by land and buildings. The note is daled

June 15, 2009, aud has a 6.25% interest tale and a face amount of $2.110.000. The

date o maturity is January 1, 2013 1,578,753

Note payable o a construetion company, sceured by land and buildings. The note is

dated February 26, 2011, and has a 3.0% imetest rate and a face amount ol

$285.372, The date of maturity is March 1, 2012, 167,505

Note payable to a construction company, secured by land and buildings, The nole is

dated January 17,2011, and has a 3.0% interest rate and a face amount of $900,000,

Uhe date ol aturity is March 1, 2013, GRO0O3 1

Note payable to a construction company, sceured by land und buildings. The note is

dated Junuary 27, 20011, and has o 3.0% mteres! e and a face amount of $991.140.

The dale of maturity is Maveh 1. 2013, 789526

8-
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COSMOS FOUNDATION, INC,
NCTHS TO FINANCIATL STATEMENTS

AUGUST 31,2011

Notes Payable: (Continued)

Note payable (o o bank, secured by fumiture and [ixtures, The note is dated August
28,2011, and has a 4.215% interest rate and a fuce amount of $703.753. "The date of
maturity is May 31, 2012 703,753

Revolving line of eredit with a bank unseeured, payable on demand with an intorest rate

ol prime plus 2.50%, Sce note 11 .. 1000,000

Total notes payable

b 18,497,994

Maluritics of notes payable over the next live years are as follows:

Year ending August 31 Amount
2012 § 3,940,212
2013 6,403,402
2014
2015
Tolal
Capital Leases:
[ISA has acquired cquipment under the provisions of three remuaining long-term leascs. For iinancial

reporting purpeses, minimum lease payments (o the equipment have been capitalized.
The first lease expires January 2013, The equipmen( under eapital lease as of August 31,2011 his o cost
of $41.600, accumulated amortization of $28.106 and a net book value of $13,494. Amartization of the

cquipment is included in depreciation expense.

The second lease expires February 2013, The equipment under capital lease as of August 31,2011 hasa

cost of $36.883, accuntulated amortization of $24,919 and a net hook value of $11,964, Amortization of

Ihe cquipment is included in depreciation expense,

The (hird leise expires June 2012, The cquipment under capital lease as of August 31, 2011 hus a cost ol

$20,422, accumulated amortization of $19.943 and a net book value of $9.429. Amortization of the
cquipment is included in deprociation expense.

The future minimum lease payments under capital lease together with their present value as of August 31,
2017 is a5 follows:

Total minimuwn lease payments b A7.860

Less amount representing interest (4.658)
Present value ol net minimuan lease payments 3 33,205
“Oa

COSMOS FOUNDATION, [NC.
NOTES TO FINANCIAL STATEMENTS

AUGLUST 31,2011

Revolving Line ol Credit;

HSA, Ing. has a $2,000,000 revolving line of eredit with o bank, All advances on the eredit line are
payable on demandd and carry an interest rate of prime plus 2.50%. ‘The eredit fing is unsceured. FISA, Ine.
had draws on the line of eredit that totaled to $1.000,060 as of August 31, 2011,

Bonds Payable:

HSA, Ing, has seeured bond financing pursuant 1o Cliapter 53 of the Texas Education Code, 528,800,000
ol Qualilied Tax Exempt™ Lducation Revenue Bonds, Serics 2007A and $1,135,000 Ta hle Bducation
Revenue Bonds, Serics 20078, The organization alse has $30,075,000 of “Qualificd Tax Exempt”™
Pducation Reverue Bonds, Scrics 2008A and $930,000 Taxable Educational Revenue Bemds, Scrics
200813, The organization also has $50,090,000 of “Qualifiecd Tax Fxempt” liducation Revenue Bonds,
Serics 2010A and $39.910,000 Taxable Edugational Revenue Bonds, Series 20100) (Qualilicd School
Construction Bonds). The organization also has $58,930,000 of Lducation Revenue BHonds, Series 201 LA
and $3,085,000 Taxable Hducation Revenue Bonds, Series 2011Q (Qualilicd School Construction Bonds
- Dircet Pay), The bonds are limited obligations of the issuer payable solely from revenues received by the
issuer pursuant (o a loan agreoment between the issuer and (he horrower.

Bonds payable at August 31, 20171 consist of the following:

2007A Bonds, 5.35% interest: principle and interest due in semi-annual
instaliments, commencing August 15, 2008; Maturity dates range from 2011
Lo 2037, $ 0 28.300.000

2008A Bonds, 6,.25% interest: principle and interest dug in semi-annual
installments, commencing February 15, 2007: Maturity dates runge from
2013 10 2038, 30,075,000

20088 Bonds, 7.82% interest; principle and interest dug in semi-annuat
installments, commencing Pebruary 15, 2007, Maturity dates range [rom

20013 (0 2012, 355,000
2010A Bonds, 6.0% = £.2% intetest; principle and interest due in semi-annual

installments, commencing lebruary 15, 2011 Malurity dates range itom

2030 1o 2040. S{L000.000)
201003 Bonds, 8.125% interest; principle and interest due in semi-nnnual

nstatlments, commencing February 13, 201 1: Maturity dates range front

2027 102027 39,910,000

-10-
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COSMOS FOUNDATION, INC,
NOTHES TO FINANCIAL STATEMENTS

AUGUST 31, 2011

Bonds Payable: (Continued)

201 LA BBends, B.125% interest; principle and interest due i seni-annual
installments, commeneing November 15, 20112 Maturity dules range from 2021
1o 2041, 58,030,000

20116 Bonds, 8. 125% interest: principle and inferest due i semi-annual
installments, conmencing November 15, 201 1; Maturity dates range from 2013

L0 2026, 5,085,000
Total 5 212,805,000
Fess unamortized discount (332.936)

Amount of bond net of discount % 211,972,064

Future maturitics of longlerm debt al August 31, 2011 are as [ollows:

Year ending Augusl 31 Amount
2012 5 2,770,642

2013 3, 7THR 470

2014 4,188,994

2015 4,007,406

2016 5,038,003

Thereafter _ % 192410585

212,805,000

I.css unamortized discount (832.936)
Amount of hond nel of discount $ 211,872,064

HSA must maintain a debt service fund which is required o maintain a minimum balance for the 2007,
2008, 2080, and 2011 series bonds in the amounts of $1,023,338, 2,539,513, $5,009,000, and $35,039.469
respeetively, AL August 31,2011, the debt service Tunds For the 2007, 2008, 2010, and 20TT ser 5 Doncls
had a balance of $1,062,903, $1,594.047, $5.01 1,365, and $5,041.319 respectively. HSA applicd for,and

was awarded, a granl back in 2009 from the Texas Credit Enhancement Progran in the amount of

$1,000,000 securing debt serviee fund reguirement (or the serics bonds as deemed necessary.

Connnitents and Contingeneics:

HSA reeeives tunds through state and lederal programs that are governed by various siatutes and
repulations, $tate program funding is based primarily on student attendance data submitted (o the Texas
Tiducation Apeney and is subject 1o audit and adjustment, Expenses charged to federal programs are
subject to audit and adjustment by the grantor ageney. The programs administered by the charter school

have complex compliance requirements, and should state or federal auditors discover arcas of

nosiconipliance, charter school funds may be subject to refund if'so determined by the Teaas Education
Ageney or the grantor agency.

11-

COSMOS FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS

AUGUST 31,2011

eall Care Coverape:

During the yaar ended August 31, 2011, employees of 11SA werg covered by a roup insurmee plat The
school paid promiums up to $523 for (eachers, $625 for assistant pringipals, $825 for principals and central
office administrators, $1.025 for assistant superintendents, cluster superintendents, and superintendents,
Tor cach campus per month per employee (depending upon coverage selected) 1o the plan. limployees, at
their option. authorized payroll withholdings to pay premiums for dependents, All premiums were paid (0
a licensed insurer,

Temporarily Restricted Net Assots:
Temporarily restricted net assets at August 31, 2011, are available for the following periods:
Periods after August 31, 2011

State Punds _F 23361215
Total restricted funds ]

Net assets were released from restrietions by incurring expenses satislying the restricled purposes or by
aceurrence ol other events specificd by donors as Tollows:

Stale Fund % 120.356,098
Federal Funes
Total restrictions released

Certificate of Deposits:

HSA- Bl Paso has renewed a $300,000 cight month certificate of deposit with a variable inferest rate, and
alse invested i a $1,500.000 twelve month certificate of deposit with a variable interest rale as of August
31,2011, The certilicate of deposils mature on August 19, 2012 and Januwary 22, 2012 respectively.
Investments in certificates of deposit total $1.816,476 at August 31, 2011,

Congolidation of Tharmony Schools:

Om June 30, 2010 Cosmos Foundations submitted a request for Consolidation ef Charters 1o the Texas
Jidueation Agency Tor the consolidation of Tour of its eharters for the purpose of restructuring and
realigning some ol their campuses,

Cosmos Foundation, Inc. previously held fificen (15) charters covering twenty-live (25) campuses in
several Texas citics, On September 1, 2011 the ageney relurned and consolidated the llowing eharters;

o 101-857 (Hlarmony School of hmevation - Houston)  Consolidate both campuses under 101-840
s 021804 (Harmony Science Acadeny  Byran/College State) - Consolidate under 101-858

» 227522 (Harmony School of Science - Austing - Consolidate under 227-816
* 123806 (Marmony Science Academy  Henumont) - Consolidale under 101-846

12-
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COSMOS FOUNDATION, INC, COSMOS FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
Lstn NOTES TO FINANCIAL STATIMENTS

AUGLIST 31,2011
ALIGUST 31, 2011

Consplidation of Harmoeny Schools - (Continued)

. . - . . el Por H \
The consolidation was approved by the Texas Bdugation Agency on August 11,2010 We understund thal 0. Prior Period Adjustment

the academmic hiswory and reeords of the consolidated charters will continug 1o cxist regardless ol the
consolidation. Tfective September 1, 2010, the consolidation of the four (4) charlers were implemoented
and reorgized under our remaining cleven (11 charters based on the following schedule:

Net assets wer restated gl August 31, 2010 due o reclassification of o hond lability, overstatements and
understatements of aceounts payable, wd the consalidation process as discussed in Nole N Below is a
table that shows the changes of beginning net assets and reconciles the restaled net assels o each
distriet’s nancial statements, The result of (his change increased net assets by $41,696 at August 31,

Clusters Old CDN New CDN Campus Name 2019,
101.846 101-8406-001 Harmony Science Academy  Houston Iligh The eharter schoal™s adjustments are ay [ollows:
louston #1 101-857 101-846-002 Harmony School ot'Imm_vuliun Houston ) .
([()i—H%) 101-857 101-K46-003 Harmony Scl_mnl Ingenuity Houston - _")vcrslmumgn_t of_ ilCC('lEll'llﬁ pu)‘fuhklg S 440066
South 123-306 101-R46-004 Harmoeny Scienee Academy - Beaumon! San Antonio - Reclassilication of bond Lability (302,255)
: N/A 101-846-005 Harnuony Seience Acadeny  1Houston Fort Warth  Overstatement of accounts payable 308,780
N/A. 10:1-846-006 Harmony School ol Fine Arts und Technology Waco  Overstalenment of accounts payable (7971500
101-858 LOT-B55-001 FHarmony School of Excellence Sehool of Seienee Houston Reclassification of bond lability _ 302255
101-858 101-858-002 Harmony School of Bxecllence  Endeavor
“0'1:“;" #2 021-8041 101-858-003 Harmony Science Academy  Byron/Col S1a Net elfiect of the chacter school s adjustments 5 41,69
“;O“N‘:'H) 101-K46 101-858-004 1 larmony Science Academy Nm'lhwgsl
A 101-838-005 [armony School of Advancement  Fligh
. N/A 101-838-006 Harmony School of Discovery - Houston
Houston #3 Repart District Campus Restated
(HH-862) | L01-KA2 101-862-001 Larmony School of Scicnee - Houston BT Net Merged Merped Prior Period — 8/31/10 Net
West - District Asset Balance Ln(Out) In(Out) Adjustment  Asset Balance
227.816 227-816-001 Larmony Science Acadeny- Austin
Austin 227-816 227-816-002 Harmeny Seivice Acadenty  North /‘\‘Ll.‘v‘lin [15A-] lous‘lon $ 0 4,000.827 % 3661303 $(1,103,037) % 440006 5 T.007.048
’ 227-816 227-816-101 Harmony School ol sellonee  Austin HSA-Austin 1,093,212 T 228 - - 1,794,440
L 227-822 227-816-102 | Hanmeny School of Scicnee  Austin 1181-Houston 3071850 (3,071,850) - - -
220-813 220-%13-001 [Tarmony Scicnee Academy - Fort Werll 1SA-5an Antonio 2,742,153 - - (302,255) 2,439 K94
Fort Worlh 220-813 220-813-002 Harmony Science Academy - Grand Praivic IIS/\—I‘.)] Paso 3,662,162 - . - 3,662,162
220-813 220-813-004 Harmony Science Academy  Buless HSA-Fort Worth 4,000,584 - (416,213) 308,780 4,049,151
N/A 220-813-005 Harmony School of Nature HSS-Austin 701228 (701.228) - - -
- ! 071-806 071-806-001 Hanuony Science Academy 1 Paso HIS-Tixeellence 1,17 988 (427,705) 710,678 - 1,476,902
EIPase | 071,806 | 071-800-002 | Harmony Sehool of Innovalion 1 Paso HEA-Lubbock 534,953 - - . 534,983
Kan O15-828 015-828-001 Ilannony Science Academy  San Antonio lIS/\—l?cnumonl 389,543 (589,543) - - -
Antonio e 015-828-002 | Hurmony School of Innovation  San Antonio ”S/\'C ollege Statior (427.765) 427,765 - - -
. 152-805-001 Harmony Science Acadeny  Lubbock IlﬁA-W..]s:o . LL7eom ) H03.172 (797.130) 1.180.097
Lubbock 152-803 152-K05-002 Harmony Scienee Acudemy - Odessa HEA-Brownsville - - - 1.239.758
L - i HSS-Houston - - 302255 785,070
161-807 161-807-001 Harmony hc%cmc Academy  Waco HSA-Laredo } i i (382752
. 101-507-002 Harmony Science Academy - Dallas -
Dallas | 101846 o) pozao0a | Har School of lnovation  Dallas
20413 | ¢ ) awmeny ehool of anovation s Grand Total $ 26,011,170 - S % 41696 5 26,052.860

161-807-00)4 Harmony Science Academy - Garland

Brownsville | 031-803 031-803-001 Harmony Science Academy - Brownsville

Laredo 240-804 240)-804-001 Harmony Science Academy - Laredo

-13- “14-
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COSMOS FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS

AUGLST 31,2011

A Compliange Audit:

During the fiscal year end August 31, 2011 THA conducted a grant audit of Title Tand Idea 83 funds, The
preliminary repert on an audit of the administration of Tederal awards issued on Apribs, 2011 identified
question cost of § 544,049.47. HISA does not agree with the lindings, disputed $521,346 ind subimitted
their response in July 2011 1o TEA. As of the date of this audit report (his niatter has not been resolved sand
therefore no liability has been seerued.

Ciuarnntee of Thonds:

The Corporation guarunices $1,245,000 of Scries 2010'Y Bends and $705,000 of Series 20107 Bonds for
Lisu Academy, Tne. (an independent charter school district) for property located in Arkansas. The
outstanding prineipal bulunces on the bonds are $1,245,000 and $705,000 respectively al August 31, 2011,
This guarantee would require payment by the Corporation only in the event of default by Lisa Academy,
Ing, The seeurity inlerest in the properly would be subrogated to Cosmos Foundation, Tne, The related
partnership was current with required payments as of August 31, 2011 and management belicves
liketihood is remels (hai malerizl payments will be required under this guaruntee.

Subsequent Tvent:

On September 27, 2011 the ULS. Department of Education had sonounced that the Corporation is the
recipicnt of $4.940,897 in 1.8, Department of Education grants over thenext tsree years, The Corporation
Joins just gight charter school organizations nationwide in receiving this round of ¢charter sehool granig,
Harmony Public Schools are high performing K-12 college preparatory charter schools, and represent the
state’s largest nelwork of charter schools, serving, roughly 20,000 Texas students.

The U.S. Department of Tiducation awarded these grants in fiseal year 201 1, totaling $25 million, of which
the Corporation received $4,940,897, w replicate and expand high-quality charter school that have
demonstrated success. This series of grants will serve $1,431,929 Tor fiscal year 2012, §1,431,929 for
fiscal year 2013 and 32,077,039 lor fiscal yeur 2014,

Evatuation of Subsequent livents:

The Corporation has evaluated subsequent events through Poeeinber 16, 2011, the date which the
[ancial statements wore available to be ssued.

15

GOMEZ & COMPANY

CERTIFIEDY PUBLEC ACCOUNTANTS
4750 W, LOOD SOUTH, SUITE 520
HOUSTON, TEXAS 77401
TEL: (713} 66-5900
FAX: (713) 660-1049
Litpi//wwwgemezandce.com

INDEPENDENT AUDRITOR™S REZORON ADDITIONAL INEORMATTTON

To The Board of Directors of
Casnies Foundation, Tne.
Houston, Texas

We have audited the lnancial statements ol Cosmos Foundation, [ne. as o and for the year ended August 31, 201 L,
andd have Issued our report thereon dated December To, 2011, which contuined an unqualificd opinion on those
financial statements, Our audit was performed for the purpose of Torming an opinion on the fimancial statements as
awhole. The Schedules for Individual Charter School are presemted for purposes ol additiona ! analysis and are not
arequired part of the consolidated Bnaneial statemients. Such information is the respensibility of imanagement and
was derived from and relates dircetly to the underlying accounting and other records used to prepare the finaneial
stalemends, The information has been subjected to the auditing procedures applied in the awdit ol the finaneial
stalements and certain additional procedures, including comparing and reeonciling such information direetly to the
underlying accounting and other records used to prepure the anctal statements or 1o the financial stalements
themselves, and other additional procedures in aeeordanee with auditing standards generally aceepted in the United
States o Americi. T our opinion, the information is Fairly stated in all material respeets in velation (o the linangial
statements as a whole.

G ¥ L
Houslon, TX !
[ecember 16, 2011

-10-
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COSMOS FOUNDATION, INC.

HARMONY SCIENCH ACADEMY -THOUSTON

STATEMINT OF FINANCIAL POSITION

AUGUST 31,2011

ABSITTS

Assels:
Cash
Receivables
Other Recevables
1
Buildings and Improvemcnts
Furniture and liquipment
Accumulated Depreciation
Deposits
Other Assets

Total Asscls

LIABILUTIES AND NET ASSETS
Liabilities:

Accounts Payable

Wages Payable

Tnterest Payable

Accrued Liabilities

Notes Payable

Bonds Payable Net of Discount

Total Lishilitics
Nel Assets!
Unrestricled
Temporanily Restrigted
Total Net Assets

Total Liabilities and Net Assets

See accompanying nows to ‘nancial statements.
3 ving notes to 1 stat 1
_17-

S 44064190
1,700,871
115,551
5612397
48,708 311
3,272,104
(4,210.812)
7,077

2,304,603

§ 62,064,399

) 654,986
437,194
173,192

15,534
6,708,001
46,216,924

PR 1R S

54.205.830
6,839,507
1.010,062
7,858,569

§ 62.064.399

COSMOS FOUNDATION, INC.
LIARMONY SCIENCE ACADEMY - AUSTIN

STATEMENT OF FINANCIAL POSITION

AUGUST 31,2011

Cash

Receivables

Land

Buildings and Improvements
Furniture and quipnent
Accumulated Depreciation
Deposits

Other Assets

Total Assets

LIABILITTES AN NI ASSITS
Liabilities:

Accounts Payable

Wages Payahle

Interest Payable

Accrued  Linlilities

Notes Payalsle

Bond Payable Net ol Discount

Total Liabilitics
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assets

Tolal Linbilities and Net Assets

See accompanying notes to financial statements.
18-

7335912
K15.355
2,129,350
15,248,270
1,493,174
(1,169,190)
89,232
232,251

5 20,184,351

§1,706437
341,854
152,331

24,028
471,940
20,680,031

LA AL S,

23,436,620

R S LTS S

1.794,440
953,291

2,747.731

£ 26,184.351
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CIOSMOS FOUNDATION, INC.
HARMONY SCIENCE ACAIDEMY - SAN ANTONIO

STATEMENT OF FINANCIAL POSITION

AUGURT 31,2011

ASSETS

Assets:
Cash
Receivables
Other Receivables
Land
Buildings and hnprovements
Furnifure and Hquipment
Aceumulated Depreciation
Other Assets

Total Asscts

JABILITIES AND NETT ASSHTS
Jdabilities:

Accounis Payable

Wages Payable

Interest Payable

Acerued Liahilities

Notes Payable

Bonds Payable Net of Discount

Tolal Liabilities

Net Assels;
Unrestricted

Total Net Asscls

Total Lishililies and Net Assets

See accompanying notes (o linangial stalements,
-19.

¥ 1267717
532301
21,4068
1,718,271
19,201,710
$53.284
(1,001,145}

401,116

$ 22,994,732

$ 2,630
171,046
63,556

21,4608
720,833
20013172

— A e

20,992,705

2.002.027
2,002,027

§ 22994732

COSMOS FOUNDATION, INC.
[MTARMONY SCIENCE ACADEMY - EL PASO

STATEMENT OF FINANCIAL POSITION

AUGLUST 31,2011

ASSITS

Assels:
Chsh
Receivables
Other Receivables
Land
Buildings and Improvements
Furniture aned Tquipment
Accumulated Depreciation
Depostls
Oher Assels

Total Assets

JABILITIES AND NET ASSETS
ahilities:

Accounts Payable

Wiapes Payable

Interest Payable

Accrued  Baabihitics

Notes Payuble

Bonds Payable Net ol Discount

Total lishilitics
et Assels;
Unrestricted
Temporarily Resiricted

Total Net Assols

Total Liabilities and Net Assets

See accompanying notes to financial statements.

$ 8,702,562
04,817
151,542

1,760,950
10,522,847
429,327
(857,177)
37,532
115,427

8 21,597,800

$ 843,793
200210
206,390
152,172

1,012,133
14,198,128

— A A0, 1e0

16,681,833

— D al,a0)

3,016,052
1,299,980
4910032

—_— s

5 21,597.860
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COSMOS FOUNDATION, INC

HARMONY SCIENCE ACADREMY - FORT WOR'TIL

STATEMENT (1 FINANCIAL POSTITON

AUGUST 31, 2011

ASSITS

Assels:
Casl
Receivibles
Land
Buildings and Improvemoents
FPurniture and Fquipment
Accumulated Depreeiation
Deposits
Other Assels

Tolal Assels

TABILITTES AND NET ASSITS
dihilitics:

Accounts Payable

Wages Payable

[nterest Payvable

Notes Payable

Bonds Payable Net of Discount

Total Liabilitics
Net Asscls:
Unrestricted
Temporarily Restricted

Total Net Assels

Total Liabilities and Net Assets

See accompanying notes to (Ihancial statements,
L.

$ 9704,602
048,54()
2,944,614
23,322,549
1,540,503
(2,039,034)
§2,542
457,490

[N e AT

§ 37021894

b 115,240
286,962
276,497

2,154,093
26.660.072

—_—r

32,400 864
4043921
485,110
4,520,031

e T

b 37.021.894

COSMOS FOUNDATTON, INC,
HARMONY SCHOGOL OF EXCELLENCE

STATEMENT OF INANCIAL POSITION

ALUGUST 31,2011

ASSETS

Assels:
{ash
Receivables
Land
Buildings and hnprovements
Furniture and Eeuipment
Acoumulated Deprecialion
Deposils
Other Assets

Total Assets

JABILITIES ANIDNET ASSHTS
dahililies;

Accounts Payable

Wages Mayable

Interest Payable

Notes Payable

Capital 1eases Payable

Bond Payable Net of Discount

Tolal Liabilities
Net Assets:
Unrestricled
Temporanly Restricled
Tolal Net Assets

Total Liabilitics and Net Asscts

See accompanying notes 1o (inancial statements.
e

53524780
1,094,639
3.959.203

20,744,762
2,517,602
(3.044,927)

59,781
458 870

0,070

5 34.710.909

$ 702,491
433,750
102,290

7,015,548
25457
25345951

33,635,486

1,064 0806
21,337

1,085,423

3 34,710,900
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COSMOS FOUNDATION, INCL
HARMONY SCIENCE ACADEMY - LUBBOCK

STATEMENT OF FINANCIAL POSITION

AUGUST 31,2011

ASSENTS

Assuts!
Cash
Recetvables
Land
Buildings and Improvements
Mirniture and Fguipment
Accumudated Depreciation
Deposits
Other Assets

Total Assets

LIABILITIES AND NET ASSETS
Liahilities:

Accounts Payable

Wapes Payable

[nicrest Payuble

Bonds Payable Net of Discount

Total Liabilities
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assets

Total Linbilities and Net Assets

See accompanying notes o financial stotements,
2230

$

734,384
343421
154,893
4,539,267
520,513
(982.360)

15,7949
105.066

—_— I AR

$

%

5,439,982

104,154
103,119
24,730

4,772,245

5.004.248

304,174
131.561

— 1210

435.735

_ T

4

5,439,982

COSMOS FOUNDATION, INC,
HARMONY SCIENCE ACADREMY - WACO

STATEMENT GF FINANCIAL POSITTION

ALGHST 31,201

ASSIS

Asgels:
Cush
Receivables
Land
Butldings and Improvements
Furniture and Equipment
Accumulated Depreciation
Other Assets

Tolal Assets

[IABILITTIES AND NET ASSETS
Liabilities:

Accounts Payable

Wages Puyable

Tnterest Paynble

Acerved Linbilities

Notes Payable

Capital Leasc Payable

Bonds Payable Net o) Discount

Tolal Liabilities

Temporarily Restricted
Taotal Net Assels

Total Liabilities and Net Assets

See accompanying notes to nancial statenments.
2

§ 13,402,300
062,083
£.453 501
17,593,670
2,121,848
£2,822,655)
128,876

— =t

5 30840524

) 78,413
391,069
414240

36,912
260,289
7.74%
35.879.734

37068410

855,981
1.9416,133

2,772,114

§ 39.840,524
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COSMOS FOUNDATION, INC

HARMONY SCIENCE ACADEMY - BROWNSVILLE

STATEMENT OU FINANCIAL POSITION

ALGLST ], 2001

Receivables

Oiher Reeeivables

Buildings and Improvements
Furniture and Eequipment
Accumulated Depreciation
Deposits

Total Assels

LIABILITIES AND NLET ASSETS
Liabilities:

Accounls Payable

Wages Payable

Interest Payable

Bonds Payable Net ol Discount

Total Liabditics
Net Assets:
Lineestricied
Temporarily Restricted
Tolal Nel Assels

Total Liabilitics and Net Assets

See accompanying notes to (inancial statenwnts.
25,

¥ 081,441
154,063
18,000
366,539
107,749
(137.135)
24.000

b 1515348

$ 540
49,008

1,095

60,960

RS, Lkl L

111,609

IS B T LA

918,235
485,504

P {1 DA

1.403.739

R V' ALA S

COSMOS FOLINDATION, INC.
HARMONY SCHOOL OF SCIENCT - HOUSTON

STATEMENT O FINANCIAL POSTTION

AUGUSRT 31,2011

AREETS

Agsels;
Cush
Receivables
Land
Buildings and Improvements
Fumniture and Liquipment
Aveumulated Depreciation
Deposits
Other Assets

Total Assels

JABILTTTES AND NET ASSITS
Aabilities:

Aceounts Payable

Wages Payable

Interest Payable

Notes Payable

BBonds Payable Net of Discount

Total Liabilities
Net Assels:
Unrestricted
Temporartly Restricted

Total Mot Assets

Total Linbilitics and Net Assets

See accompanying notes (0 financial statements.
-26-

$

$

5

2,840,036
384,503
1.0087.500
13,634,431
342,708
(1,003 .390)
50995
225,671

17.571.474

950,576
110,511
89.6036
155,158
15,051,200

R FLLEE R ATATE

16,357,082

530,584

GHI.H08

1,214,392

$

17,571.474



801-D

COSMOS FOUNDATION, INC.
HARMONY SCIENCE ACADEMY - LAREDO

STATEMENT OF FINANCIAL POSITION

AUGLUST 31,2011

ARSI
Assels:
[
Recetvables
Other Reeeivables
Buildings and lmprovements
Fueniture und Vguipment
Accamulated Depreciation
Deposits

S

Tolal Assels

JABILTLTHS AND NET ASSETS
Aahilitics:

Wages Payable

Interest Mayable

Acerued Liabilitics

Bouds Payable Nef ol Discount

Total Liahilitics
Nel Assets:
Unrestricted
Temporaily Restricled

Taotal Net Assets

Total Linbilties and Net Assels

See secempanying notes (o lnancial statements,
27-

51,842,528

266,642

14,882

73,265

302,248
(97.831)

23.750

$ 2425484

65,111

1.6R3
14,882
03.646

R .11 i L U

175,322

[ P T T

1,003,699
1.246.403

2,250,162

3 2425484

COIMOS FOUNDATION, INC.
TTARMONY SCIHENCE ACADEMY - HOUSTON

STATEMENT OF ACTIVITIES

FORVTTIE YEAR ENDED AUGUST 31, 2011

Temporarily

_ Unrestricted Restrictad _ o Total
REVENUES
Focal Support:
5740 Other Revenues from Loead Sources $ 10931332 % 10,431,332
5750 Revenue from Cuarricular . 03 926,703
Total Loval Support 11,858,005 11,858,095
Htate Progrant Revenues
5810 Foundation School Propram Act Revenue 22 081,085 22081085
5820 State Propram Revenues Distributed by
Texas Eeucation Ageney 120,303 120,303
Total State Program Revenucs 22201388 22,201,388
Federal Program Revenues:
5920 Federal Revenues Distribuled by
Texas Educalion Ageney 2,547,013 2.547.013
5940 Federal Revenues Distributed Directly
From (he Federal Government 883,270 &85 270
Total Federal Program Revenues 3,432,283 3,432,283
Net assets relensed from restriclions;
Restriclions satisfied by payments 24,782,751 (24.782.751)
Total Revenues 36,640,846 350,021 37,491,766
EXPENSES
11 Instruction 12,173,145 12,173,145
12 Instructienal Resources and Media Service 61,284 61,284
13 Carriculum Development and Instructional
Stafl Development 422978 422 078
21 Tostructional Leaderslap 1,545,599 1,545,599
23 8chool Leadership 1,858,575 i,858,575
31 Guidance, Counseling, and BEvaluation
33 Fealth Services 139,798 139,798
34 Student (Pupil) Transportation (0 598 69,898
35 Lood Serviee 1128837 1,128,837
36 Cocurricular/Extracurricular Activitics 593,790 543,790
41 General Administration 9,982,750 9,982,750
51 Plant Maintenance and Operations 4975075 4,975,075
532 Security and Monitoring Services 181,077 151,077
53 Data Processing Services 177,109 177,109
71 Debt Serviee 1,330,931 _ 3.330.931
Totl Expenses 36,640,846 36,644,846
Change in Net Asscls . 850,921 830,921
Net Assets, Beginning of Year as Restated 6,839,507 168,141 7,007,048
Nat Agsets, End of Year 5 64839507 & 1019062 $ 7 RSE SO
Sew aeeonpanying netes to (inancial statements,
228
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COSMOS FOUNDATION, INCL
HARMONY SCIENCE ACADEMY - AUSTIN

STATEMENT O ACTIVITIES

FORTHE YEAR ENDED AUGUST 31, 2011

Tenporarily

Unrestricted Restrictel ‘Total
REVIENUES
Local Support:
5740 Other Revenues from 1ocul Sourees b 51,700 % 4 51,700
5750 Revenue from Curricular 513,842 513,842
Tolal Local Support 503,541 565,541
State Program Revenues
5810 Foundation School Program Acl Revenues 14,625,904 14,625.964
5820 State Program Revenues Distributed by
Texas Education Agency 70,779 70,779
Total State Program Revenues 14,696,743 14,696,743
Federal Program Revenues:
5920 Pederal Revenues Distributod by
Texas Lducation Agency 1,152,71 1,152,701
5940 Federal Revenues Distributed Dircetly
Frem the Federal Government 441.003 441063
Tolal Federal Program Revenues 1,593,763 1,503,763
Net assets released From restrictions:
Restrictions satisfied by payments 15337.215 (15,337.215)
Total Revenues I N 953291 10,850,047
EXPENSES
1 Tnstruction 7669216 76092106
12 Tnstructional Resources and Media Services 131,523 131,523
13 Currieulum Developiment and Ingtructional
Stalf Development 227,392 227,392
23 School Leadership 1,139,375 1,139375
31 Guidanee, Counseling, and Evaluation
33 Heallh Serviees 69,554 09,554
34 Stadent (Pupil) Transportation 77,781 77,781
33 Food Servige 517,212 517,212
36 Cocurmeular/Bxlracurnicu i Aclivities 272,508 272508
41 Ceneral Administration 1,554,080 1,554,086
ST Plant Mainienance and Qperations 3,623,241 3,023,241
52 Seeurity and Muoniloring Services 17,7498 17,798
53 Data Processing Services 3,057 3,057
71 Dbt Service 600.012 e OO012
Totul Fxpenses 15.002.750 15.902.756
Change in Net Assets R 983,291 453,291
Nel Assets, Beginning of Year 1794440 L4440
Net Assets, Bnd ol Year $ 1,794 440 § 0573 201 § 2747731

See accompanying notes o financial statements.
29.

COSMOS FOUNDATION, INC,
HHARMONY SCIENCE ACADEMY - SAN ANTONIO

STATEMENT OF ACTIVITIES
FORTHIS YEAR ENDEL AUGUST 31,2011

Temporarily

Linrestricted Restricted Folal
RIEVENUES
Local Support:
5740 Other Revenues [rom Local Sources b 18,035 h] ) 18,035
5750 Revenue from Curricular 205070 265070
Towl Local Support 283,105 283,105
State Program Revenues:
5810 Foundation Schiool Program Act Revenues 7,129,484 7,129,484
5820 State Program Revenues Distribuled by
Texas Lducation Apency 42,705 42,705
Total State Program Revenucs 7472184 7,072,189
Federal Progran Revenues:
5920 Federnl Revenues Distributed by
Texas Bdueation Ageney 672,912 672,912
5940 l'ederal Revenues Distributed Direetly
From the Federal Government 373,000 373,060
Teotal Federal Program Revenues 1.045,972 1,045,972
Net assets released from restrictions:
Restrictions satisfied by payments 8,218,101 {8.218.101)
Tolal Revenues e BA0L2060 8.501.266
EXPENSES
11 Instruction 4,530,592 4,530,592
12 Instuctional Resources and Medin Services 1,107 1.107
13 Curricudum Development and lstructional
Stall’ Development 138,118 134,118
23 Behoot Leadership 606,718 O06, 714
33 Health Services 73739 73,739
35 TFood Service 327304 327,304
36 Cocurricular/Extracurricular Activitics 138,905 138,905
41 General Administration 916,037 036,637
51 PMant Maintenance and Operations 1,050,575 1,050,575
52 Security and Moenitoring Services 18,261 18.261
533 Dala Processing Services 8,589 .55
71 Debt Service 1108593 I N U] 53K
Toul Expenses ¥.939.137 8.939.137
Change in Net Assels (437.872) (4378710
Net Asset, Beginning of Year as Restated 2,439,899 » 2439899
Nel Assets, Eod o Year $ 200202 5 $ 2002027

Sec accompanying notes w (nancial statements,
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COSMOS FOUNDATION, INC.

HARMONY SCIENCE ACADEMY - L PASO

STATEMENT OF ACTIVITIES

FOREHE YEAR ENDED AUGUST 31,

REVENUES
5740 Other Revenues Trom Local Sourees
5750 Food Service Sales
Total Local Support

State Program Revenues:
5810 Foundation School Program Act Revenues
5520 Slate Program Revenues Distributed by
Texus Fducation Agency
Total State Program Revenues

Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Ndueation Ageney
Total Federnl Program Revenues

Net assels relensed Trom restrictions:
Restrietions satisfied by payments
Tolal Revenues
EXPENSES
11T Instruetion
12 Instructional Resources and Media Services
13 Curricelum Development and Instructional
Stall Development
23 School Leadership
33 Health Services
33 Food Serviee
36 Cocurricular/Tixtracurricular Aclivitics
41 General Administration
51 Plant Maintenance and Operations
52 Sceurity and Monitoring Services
53 Data [rocessing Serviees
71 Debt Service
Total Expenses

C'hange in Net Assots
Net Assets, Beginning of Year
Net Assets, Iand of Year

Sew seconpanying nofes W fnmeial statements.

Ungestrieled

2001

Temporarily
Restricted

Total

$ 41003 S $ 41,903
292265 492,265
534,167 534,167

9,402,560 9,402,560
54313 54313

9,450,974 9,450,874
1,010,434 1,010,834
1.010.834 1010834

9.213.837 (9.213.837)
9,748,004 [.253,870 11,000,875
4,497,749 4,497,749
2,562 2,862
142,206 142,206
708,323 708,323
69778 60,778
327,305 327,305
245,985 245,9K5
1,105,211 1,105.211
2,518.421 2,518,421
28471 28,471
2421 2,421
99,271 99.271
9,748,004 9,748,004
1,253 870 1253870
3,616,052 36,110 3602162

S 3.0le052

T8 1299980

§ 4016032

3.

COSMOS FOUNDATION, INC.

HARMONY SCIENCE ACADEMY - FORT WORTL

STATEMENT OFF ACTIVITIES

FORTTHE YEAR ENDED AUGHST 31,2011

REVENUES
Local Support:
5740 Other Revenues from Lacal Sources
5750 Revenue from Currigular
Total Local Support
Slate Progrim Revenues
810 Foundation School Program Acl Revenue
5820 Stale Program Revenues Distributed by
Texas Cdeueation Agency
Total State Program Revenues

Federal Propram Revenues:
5020 Federal Revenues Distributed by
Texas Tiducation Agency
5940 Federal Rovenues Distributed Direclly
From the Federnl Governmaent
Total Federat Program Revenues
Ned assets released Trom resirictions:
Restrictions satisicd by paymenls
Total Revenues

EXPENSLES
T Tostruction
12 Instructional Resources and Media Scrvice
13 Currieulum Development and istructional
Stalf Development
3 School Leadership
3 Health Serviees
5 Food Service
36 Cocurricular/Lixtracurmiculur Activities
41 Cieneral Administration
51 Plant Maintenance and Qperations
52 Security and Moniloring Serviees
53 Data Processing Services
71 Debl Serviee
Total Expenses

Change i Net Assels
Not Assets, Beginning ol Year as Restated
Net Assets, End of Year

See aceompanying noles (o finaneial stotenents.

Unrestrictad

Fempararily
Rustricterd

Toalal

$ o150 % $ 91566
641,887 - 6d1 883
733,440 733,449

16,051,384 16,051,384

77,642 77.642

16,129.026 10,129,026

1,199,544 1,199,588

370,968 370,968

1,570,550 1,570,556

17210702 _ (17.219,702)_

17,053,151 479,879 18.433,031
8,669,603 8,069,693
75,581 75,581
252,443 252,443
1,381,965 1,381,965
34,061 38,061
560,065 560,065
386,838 3K6,838
1,832,164 1,832,104
3,252,267 3,252,267
97,485 97,485
113,399 113,349
1293101 1293091
17,953,151 T 7053131
479.879 479.879
4043921 5231 4049.15]
& 4043921 8 485110 § 4.52943]
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COSMOS FOUNDATION, INCL
HARMONY SCHOOL OF EXCELLENCE

STATEMENT OF ACTIVITTIS

FOR THE YEAR ENDED AUGUST 31, 2011

REVENUES

Local Support:
5740 Other Revenues [rom Local Sources
5750 Revenue Trom Corvieular
Total Local Support

State Program Revenues
5810 Foundation School Program Act Revenues
5820 State Progrant Revenues Distributed by
Toxas Hducation Agency
Total State Program Revenues

Federal Program Revenues:
5920 lederal Revenues Distributed by
Texas Educalion Agency
5940 Federal Revenues Distributed Direetly
IFrom the Federal Government
Total Federal Program Rovenues

Net assets released [rom restrictions:
Restrictions satistied by payments
Total Revenues

EXPENSES
11 Instruction
12 Instructional Resourees and Media Services
13 Currieuluny Development and Instructional
Stall Development
23 School Leadership
33 Health Serviees
34 Siudent (Pupily Teansportation
35 Foed Serviee
30 Cocurricular/Bxtracurricular Activilies
41 General Administration
51 Plant Maintenance and Operations
52 Secwrity and Monitoring Serviees
53 Dta Processing Services
71 Dbl Serviee
Tolal Expenses
Change in Net Assels
Net Assets, Beginning of Year s Restated
Net Assets, Bnd of Year

See avcompanying notes (o Ananeial stalements.

I'emporatily

Elurestricled Resiricted Tl

§ 207,602 $ $ 207002
BBR.TTS §88.775
1,006,374 1,006,37%
20.444 843 20,444,843

Y92 828 92.H28

20,537,071 20,537,671

1,378,719 1,378,719

570,000 570,096

1,048,815 1,948,815

22486480 (22,480,480)

23,582,864 _ 23,582,804
10,522,250 10,822,250
217,885 217,485
270,997 270,997
2,086,161 2,086,161
121,924 121,928
165,705 165,705
TR0,547 780,547
644,581 644 581
2,342,129 2,342,129
4,027,255 4,027,255
73,842 73,842

870 ¥70
1,520,194 __L520.194
23,974,343 _ 73974343
(391,479) (391,479
1,455,565 21.337 1,476,902

5 1,064,080 b3 20,337 § 1085423

=33

COSMOS FOUNDATION, [INC.
HARMONY SCIENCEACADREMY - LUBBOCK

STATEMENT OF ACTIVITIES

FORTHE YEAR ENDED AUGUST 31, 201t

REVENUIES
Local Support:
5740 Other Revenues from [ocal Sourees
5750 Revenug leom Currieutar
Total Locul Support
State Program Revenues:
5810 Foundattonr School Prograny Acl Revenues
5820 Slale Program Revenues Distributed by
Texas Lducation Apcncy
Total State Propram Revenues
Federal Program Revenues:
5920 Uederal Revenues Distributed by
Texas Education Agency
5940 Vederal Revenuos Distribuled Dircetly
From the Federal Government
Total Federal Program Revenues
Net assets released (tom restrictions:
Restrictions satislicd by payments
Total Revenues
EXPENSES
[T Tnstruetion
12 hsstruetional Resources and Media Services
13 Curriculum Development and Instruetional
Slafl Development
23 School Leadership
33 Health Services
34 Student (Pupil) Transportation
35 Food Service
36 Cocwrricular/BExtracurricular Aclivilics
41 General Administradon
51 Plant Mainlenance and Operations
52 Security and Moaitoring Serviees
53 Data Processing Services
71 Debt Service
Totl Lxpenses
Change i1 Net Assels
Nel Assels, Beginning of Year
Nel Assels, Fid of Year

See accompanylng notes to linancial statements,

cmporarily

Unrestricted Restrieled Total
¥ 242505 % ¥ 242,503
203,381 203381
445887 445,887
4,771,789 4,771,789
20,430 29.430 _
4,801,220 4,501,220
574,572 574,572
128.063 128.063
T02.636 702.636
5,503,858 (5.503.855)
5,949,742 5,949,742
2 803,812 293,812
8,153 8,153
120419 120,419
532,792 532,792
37,099 37,009
230 230
39010 319,010
125,613 125,613
507,243 567,243
1,161,595 1,161,595
1,969 1,969
10,907 100,907
264,146 204,140
6,044,990 _ 0.048.990
L (99.248) . (99,248)
403,422 131,501 534,083
S 304074 f 131.56d b 435735

J34.
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COSMOS FOUNIATION, INC.
HARMONY SCIENCE ACADEMY - WAL

STATEMENT OF ACTIVITIES

FOR CTHE YEAR ENDED AUGUST 31,2011

Temporarily

Unrestricled Restricled Total
REVENULS
Local Support:
5740 Onher Revenues (rom Locanl Sources 5 651,214 $ b 651,214
5750 Revenue Trom Currienlar 647,279 647,279
Tolal Locul Support 1,294,493 1,298,443
State Program Revenues;
5810 Foundation School Program Act Revenues 18,468,917 18,468,917
5820 State PMrogramn Revenues Distributed by
Texas Fducation Ageney 89910 89916
Tolul State Program Revenues 14,558,433 18,558,833
Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Bdueation Apency 1,341,602 1,341,602
5940 Iederal Revenues Distributed Birectly
From the Federal Governnen o 26,072
Total Federal Program Revenues 1,307,074 1,367,074

Mo agsets released from restrielions:

Restrictions satistied by payments 18,334,490 (15,334 490)
Tolal Revenues 19,632,983 _ 1,592,017 21225000
EXPENSES
11 Instruction 9,964,275 9,904,275
12 Instructional Resources and Media Services 85,808 B5,80%
13 Curriculum Development and Istruelional
K@it Development 348,400 348,400
23 School Teadership 1,717,072 1,717,072
33 Ilealth Services 74,140 74,146
35 Food Service 857,090 857,090
36 Coeurricolar/lixtracurricular Activitics 400,678 400,675
41 Cieneral Adminislration 2,009,545 2,009,545
51 Plant Maintenanee and Operations 3,322,836 33128306
52 Seeurily and Monitoring Services 16,050 16,050
71 1Debt Service RIZ08T 837,081
Tolal Hxpenses 19,632,983 19,632,983
Chunge tn Nel Assels RN 1592017
Nel Assels, Beginning o Yeor as Restated RSS081 324116 1,180,097
Net Assets, End of Year 5 855 081 $ 1916033 § 2772114

See accompanying notes to {inancial statements,
352

COSMOGS FOUNDATION, INC,

HARMONY SCHENCE ACADREMY - BROWNSVILLE

STATEMENT OF ACTIVITIES

FORFHE YEAR ENDEDR AUGUST 31,2011

Focal Support:
5740 Other Revenues [tom Local Sources
5750 Revenue {rom Cuarricutar
Total Local Support

State Program Revenues:
3810 Foundation School Program Act Revenues
5820 State Program Revenues Distribuled by
Texas Education Agency
Total State Program Revenucs

Federal Program Revenues:
5020 Pedernl Revenues Distributed by
Texas Edueation Agency
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisficd by payments
Total Revenues

EXPENSES
i1 Instruction
12 Instruetional Resources and Medin Services
13 Curriculum Development and Instructional
Stafl Developrment
23 School Leadership
33 Ilealih Serviges
35 Tood Serviee
36 Cocurricular/lixtracurricular Aclivitics
41 Cieneral Administration
51 Plant Maintenance and Operations
52 Seeurity and Monitoring Services
53 Data Processing Services
Total Cxpenses

Change in Net Assets

Net Assets, Beginning of Year
Net Assels, Bod of Year

Sew aecampanying noles to Jingncial statements.

Temporarily

Unrestricted - Restrieted Total

M 2,503 $ ) 2,503
149028 149,028
151,531 151,531
3,158,433 3158433

26,602 26,092

3,185,125 3,185,125

380,043 380.043

380,043 380,043

3,401,187 (3,401,157}

3,552,718 163.981 3.716,698
1,807,043 1.807.043
1,221 1,221
74,049 74,049
327,784 327,784
1,090 1,000
112,627 112,627
109,618 109618
328.510 32RAL0
779,195 779,195
8,751 8,751

2.529 2.829

2718 3,552 718
103,981 163,981

018,235 321,523 1,239,758

3 918235 485,504 S _1.403.739

J36-
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COSMOS FOUNDATION, INC,
HARMONY SCHOOT, OF SCIENCL - HOUSTON

STATEMENT OQF ACTIVITTES

FORCTTIE YEAR ENDED AUGUST 31, 2011

Temporarily

REVENUES

Local Support;
5740 Other Revenues lrom Local Sources b
5750 Revenue from Corrieular

COSMOS FOUNDATION, INC.
HARMONY SCIENCE ACADEMY - LAREDO

STATEMENT OF ACTIVITIES

FORCTTHE YEAR ENDER AUGUST 31,2011

Temporarily

Total Local Support

State Propram Revenues;
5810 Foundation Sehool Program Act Revenues

5820 St Progran Revenues Distribuled by
Texas lducution Apency

Tolal State Program Revenues
Federal Program Revenues;
5920 Federal Revenues Distributed by
Fexas HEducation Ageney
5940 Federal Revenues Disirtbuled Divectly
From the Federal Government

Unrestrieted Reslricted Total
5 46,150 5 46,150
241,581 241 581
287,731 287,731
4,847,379 4.847.379
21,539 21,539
LROEOTH 486918
314,034 314,034
360,284 360.284
680,317 6B0317

Total Fedetal Program Revenues

Net assets released {rom vestrictions:
Restrictions satishexd by payments

5.119919 (5. 119.9149)

Total Revennes

EXPENSES

[ Enstruction

12 Instructional Resources and Media Services

13 Curriculum Drevelopment and Instructional
Staff Development

23 8chool Leadership

33 Health Services

35 Food Service

30 Cocurneular/Lixtracurricular Activites

41 General Administralion

51 Plant Mainlenanee and Operations

52 Sceurily and Monitoring Serviees

53 Data Processing Services

71 ebt Serviee

Tolal Expenses

Change in Net Assets

Net Assets, Beginning of Year as Restated
Net Assets, Tind of Year b

5,407,650 429316 5.836.906
2,372,463 2,372,463
30,954 30,954
02,011 02,011
324,857 324,857
3,785 3,785
189,031 189,031
1558487 185,887
483,624 483,028

1 3R3.380 1,383,380
5316 33106

45 45
366,284 360,284
5.407,650 17,050
o 429316 429316
530584 254,492 7H85.076

510,584 b3 683,808

1,214,392

See acconyanying notes 10 naneial stalements.
237

Unrestricted Restricted Tolad
REVENUES
Local Support:
5740 Other Revenues (rom Local Sources § 12,508 b b 12,508
5750 Revenue from Curricular . 202,654 202,634
Total Local Support 305,162 305,162
Stale Program Revenues:
5810 Foundation School Program Act Revenucs 4,813,876 4. 813,876
5820 State Program Revenues Destributed by
Texas Lducation Agency 25,522 25,522
Total State Propram Revenues 4,839,308 4,839,308
Lederal Program Revenues:
5920 LFederal Revenues Distributed by
Texas Education Agency 443.561 443,501
lotai Federal Program Revenues 443,501 443,561
Net assets released [rom restrictions:
Restrictions satisfied by paymoents 4,915,549 (4.915.549)
Total Revenues 5,220,711 367,410 _5.588.121
EXPENSES
1T Instruction 2,410,046 2410046
12 Instuctionad Resources and Media Serviees 37,828 37,828
13 Cuwrriculm Developraent and Instructional
Stall Development 99,490 99490
23 School Leadership 335,582 335,582
33 Ilealth Services 20,546 29,546
35 TFood Servige 207,149 207,149
36 Cocorvicular/Extacurriculor Aclividics 177,158 177,158
41 General Adnmmstrabion 710,600 710,600
51 Plant Maintenanee aud Operations 1,199,593 1,199,593
52 Sceurity and Monitoring Serviees 10,965 10,9035
53 Data Processing Services 1,660 1,600
71 1xebt Service 1,093 . 1,093
Total lixpenses 5.220.711 5,220,711
Change in Net Assets 67,410 307,410
Net Asscts, Beginving of Year L BO03e09  879.033 1,882,752
Net Assets, End of Year S 1003 699 51,246,463 $ 2250162

See aceompanying noles fo Nnangial stements,
-3
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COSMOS FOUNDATION, INC, COSMOS FOUNDATIN, TNC.

HARMONY SCHINCE ACADEMY - HOUSTON HARMONY SCIENCE ACADEMY - AUSTIN
STATEMENT OQF CASH FLOWS STATEMENT OF CASH FLOWS
FORCUIE YEAR ENDED AUGUST 31,2011 FOR THE YEAR BENIED AUGUST 31, 2011
Cagh Flows From Operating Activitics Clash Plows Prom Operating Activities
Change In Nol Asscts % 450,921 Change In Net Assets 4 953,291
Adjustments To Reconeile Change In Net Assets To Net Adjustments To Reconcile Change in Net Assets To Net
Cash Provided (Used) By Operating Activities Cash Provided (Used) By Operaling Aclivitics
Deprecution 1,618,021 Depreciation 523,439
(Increase) Deerease in Accounts Receivable (92 H11) {Increase} Deercase in Accounis Receivable (39,617
(Inerease) Dee ¢ in Other Receivables (105,757 {[ncrease) Decrease in Other Receivables 6,807
(Inerease) Deerease m Other Assels (L107.037) (Increase) Decrease in Other Assels 28,530
Inerease (Decrease) in Accounts Payable (3,603,650 Increase {Decreasc) in Accounts Payable 1,576,517
Incrense (Decrease) in Wages Payable (221,440) Tnerease {Decreasey in Wages Payablo 146,690
Inerease (Decrease) in Accrued Liabilities (238,300} Inerease { Docrease ) in nlerest Payablo 349.446)
Inerease ( Decrease ) in inferest Payable 142.324)
Net Cash Provided (Used) by Operating Activitics 2,846,220
Net Cash Provided (Used) by Operating Activities 3.041.483)
Casgh Vlows From [nvesting Activities
Casl Flows From Investing Aclivilies Purchase of Fixed Asscls 9,669 253
Purchise of Fixed Assels (7.446.471
Not Cash Provided (Used) by Investing Activities __ (9.669.253)
Net Cush Provided {Used) by Investing Aclivilics 7.446.473
Cash Flows From Financing Activitics
Cash Flows From Financing Activilies I'roceeds From Bonds and Loans 5.533.973
Proceeds From Loang 7,386,448 Repayment of Long-Term Delt §79,952)
Repayment of Long-Term Debt {1.232,631
Net Cash Provided (Used) by Finanemg Aclivilics 4654021
Net Caslt Provided {Used) by Financing Activities 6,163,817
NET INCREASE ( DECREASE ) IN CASIH (2,169,012)
NET INCREASIH { DECREAST Y IN CASH (4,324,139 CASH AT BEGINNING OF YEAR 9,504,924
CASH AT BECINNING OF YEAR B.788.335 CASTT AT LND OF YEAR $ 7335912
CASH AT END OF YEAR S 4464196

. Supplemental Disclosures
Supplemental Diselosuies
Cash Paid During the Yeur for:
Tnterest ¥

Caslh Patd During the Year for:

3.330.931 Interest b 600,012

See agcompanying notes (o linancial stalements, Seg agcompanying toles o finaneial statements,
39- ) -4)-
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COSMOSE FOUNDATICN, INC.

COSMOS FOUNDATION, INC,
HARMONY SCIENCE ACADEMY - HL PASO

BARMONY SCHNCE ACADREMY - BAN ANTONIO

STATEMENT OF CASHFLOWS STATEMENT OF CASH FILOWS

FORTHE YEAR ENDED AUGUST 31, 2071 FOR T YEAR ENED AUGUST 31, 2011

Cash Flows Irom Operating Activities

Cash Flews From Operating Activities
Change ln Net Assots 13 (437.871) Change In Nel Assets 5 1,253 870
Adjustments To Reconcile Change In Nol Assots 'To Nt Adjustment To Reconeile Change in Not Assets To Net
Cash Provided (Used) By Operating Aclivitics Caush Provided (Used) By Operating Activities
Deprecintion 471,179 Deprectation 480,949
(Inerease) Decrease in Aceounts Reeeivable {178,023) (Inerease) Deercase m Aceounts Receivable 0,260
(Increase) Doe ¢ in Other Reccivables (21.468) (Increase) e sein Other Reccivables (120,045)
([nerease) Decrease in Other Assets 24,354 {Inerease) Deerease in Other Assels {100,905)
Increase {Docrease) in Aveounts Payable (1,890,6493) Inerease (Decrease) in Accounts Payable 304,528
Increase (Decrease) in Wages Payable 38,250 Inerease (Decrease) in Wages Payable 117,692
[nerease (Decrease) in Acerued Liabilities 21,464 Increase {Decrense) in Accrued Liabililics 152,172
Inerease ( Deetense ) in Interest Payable (343,957 Inereuse { Deerease ) 1o Interest Payable 235117
Net Cash Provided (Used) by Operaling Actlivitics (2.317.655) Net Cash Mrovided (Used) by Operating Activities 2,329,038
Cash Flows From Investing Activitics Cash Flows From Investing Activities
Purchase ol Fixed Assels (2.900.37% Purchase of Fixed Assets 10,408,501
Net Cash Provided (Used) by Investing Activities (2,900,228 Net Cash Provided (Used) by Investing Activities 10,408,501
Cash Flows From Financing Activitics Cash Flows From Financing Aclivitics
Proceeds From Bonds and Loang 1,852,120 Procesds From Bonds and Loans 13,237.906
Repayment ol Long-Teem Debi (057.853) Repayment of Long-Term Debt (68.763)
Net Cash Provided (Used) by Financing Activities 1,194,267 Net Cash Provided {Used) by Finaneing Activilics 13,169,143
NET INCREASE ( DECREASE ) IN CASII (4.023.616) NET INCREASE ( DECREASE ) IN CASH 5,090,240
CASH AT BEGINNING OT YEAR 5,291,333 _ CASH AT BEGINNING OF YEAR 3,612,282
CASH AT END OF YEAR S 1207717 CASH AT END OF YEAR & 4702500
Supplemental Dhsclosures, Supplemental Disglosures.
Cash Paid During the Year for: Cash Paid During the Year lor:
Interest 5 1,108,593 Interest 5 49271

See aecompanying notes to {inaneial statements.

See accompanying notes W inancial statements,
A2.
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COSMOS FOUNDATION, TNC,

HARMONY SCIENCE ACADRIEMY - FORT WORTL

STATEMENT OF CASH FLOWS

FORTHE YEAR ENIZED AUGUST 3, 2011

Ciash Flows From Operating Activities

Change In Net Assels

Adiustiments To Reeoncile Change tn Nt Assets Lo Net

Cash Provided (Used) By Operating Activilics
Deprociation
(Increase) Decrense in Accounts Receivable
(Increase) Decrcase in Other Assels
Tnerenss (Doercse) in Acoounts Payable
inerease (NDeercase) in Wages Puyable
Inerease ( Deerease ) in Interest Payable

Net Cash Provided {Used) by Operating Activities

Cash Flows I'rom Investing Activities
Purchase of Fixed Agsets

Net Cash Provided (Used) by Investing Activities

Cash Flows From Vinaneing Activitics
Proceeds From Bonds and Loans
Repaynent of Long-Term Debt

Net Cash Provided (Used) by Financing Activities

NET INCREASE ( DECREASE ) IN CARSI]
CASIIAT BEGINNING OF YEAR
CASH AT END OF YEAR

Supplemental Diselosures
Cash Paid During the Year for:
Tntetest

See decompanying notes o (inancial statements.
43

5 470,870

917.481
303,986
152,504
(304,354)
70477
2,054

1,431,027

(6.350.611

6.350.611

12,464 830
358517

12,106,313

7,186,724
2,577,963

¥ 9,764,602

S 1293144

COSMOS FOUNDATION, INC.
HOUSTON SCHOOL OF EXCELLENCT

STATEMENT QF CASHFLOWS

PORCTHE YEAR ENDED AUGUST 3, 2001

Cash Flows From Operating Activitics
Change In Nel Assets
Adjustment To Reconeile Change In Net Assets To Net
Cash Provided {Used) By Operating Activities
Depreciation
(Ine e} Decrease in Accounts Receivable
(Inerease) Decrease in Other Reegivables
(Inerease) Dec G in Other Asscls
srease) in Accounts Payable
s (Decrease) in Wages Payable
s (Decrease) in Acerued Liabilines
Inercase ( Deergase Y in Interest Payable

Net Cash Provided (Used) by Operaling Activitics

Cash Flows Fron Investing Activitics
Purchiuse of Fixed Assels

Net Cash Provided (Used) by Investing Activilies

Cash Flows Fron Finaneing Activitics
Proceeds From Bonds md Loans
Repayment of Long-Teem Debt

Net Cash Provided (Used) by Finnneing Activitics
NET INCREASE ( DECREASE ) IN CASH
CASITAT BRGINNING O YEAR
CASH AT END OF YIIAR

Supplemental Diselosures

Cash Paid During the Year for:
Interest

See aceompanying notes o [inancial statements.
-4

§ 0 (391.479)

1,631,350
147,769
8,024
18,473
(3.200,450)

168,961
(6418)
(552,459

(2,176,229

(4,163,795
(4,163,795

4,786,449
(278.427)

4,508,027

R I TYALLA AL

(1,531.997)

5,356,777

§  1.520,551
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COSMOS FOUNDATION, INC.
HARMONY SCHINCE ACADREMY - LUBBOCK

STATEMENT OF CASH FLOWS

FORTHE Y FAR BN AUGUST 31, 2011

Cash Flows From Operating Activitics

Chunge In Nel Assets

Adjustment To Reconeile Champe In Net Assets To Net

Cash Provided (Uscd) By Operating Aclivilics
Depreciation
{Increase) Decrease in Accounts Receivable
([nurense) Decrease in Other Receivahle
(Inerease) Decrease in Other Assets
Inerease (Deerease) in Aceounts Payable
Inerease (Deerease) in Wages Payable
Increase ( Decrease ) in Interest Payable

Net Cash Provided {(Used) by Operating Activitics

Cash Flows Frony Investing Activitics
Purchase of Fixed Assels

Net Cash Provided (Used) hy Investing Activities

Cash Flows From Pinancing Activitics
Proceeds From Bonds and Loans
Repayment of Long-Term Debt

Net Cash Provided {Used) by Financing Activitics
NET INCREASL ( DECREASLE ) IN CASH
CASH AT THE BEGINNING OF THE YEAR
CASITAT END O YEAR

Supplemental Disclosures.

Cash Paid During the Year for:
Interest

See accompanying notes (o (nancial statements,
45-

5 (V9.248)

534,071
8,338

70,200

11,420

(338,072
34,081

(46,316)

174474

51,504y
#51,504)

TOR.000
44 890)

664,070

(12.960)
747344
5 14,384

B =

$ 204,140

COSMOS FOUNDATION, INCL
HARMONY SCHENCE ACADEMY « WAL

STATEMENT OF CASH FLOWS

FORCTIHE YEAR ENDEL AUGUST 31, 2011

Cash Flows From Operating Activitics

Change In Net Assels

Adjustments To Regonetle Change In Net Assels To Net

Cash Provided (Usad) By Operating Aclivilies
Depreciation
(Increase) Decrease in Aceounts Receivable
{Inerease) Docrease in Other Assets
Inerease {Deerease) in Aceounts Payable
Inerease {Decrease) In Wages Payabie
Inerease (Deerease) in Acerued Liabilitics
Inercase { Decrense ) in Interest Payable

Not Cash Provided (Used) by Operating Activities

Cash Flows From Investing Activitics
Purchase of Fixed Assels

Net Cash Provided (Used) by Investing Activitics

Cash Flows From Financing Activitics
Procecds From Bends and Loans
Repayment of Long-Term Debt

Nel Cash Provided (Used) by Finuneing Activities
NET INCREASE { DECREASE ) IN CASIH
CASIT AT THE BEGINNING OF THE YEAR
CASITAT END OF YEAR

Supplemental Disclosures

Cagh Paid During the Year lor;
[nterest

See aceompanying notes w linaueial stalements,
_46-

5 LAv2,017

1,101,523

6,015
(1,119,485)
154,155
36,912
184 332

— O

1.809 878

—_— 08

{10,484 383}
10,484.383)
21,081,798

241,731)

20,840,067

12,105,562
1236738

§ 13,402,300

3 837,081
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COSMOS FOUNDATION, INC. COSMOS FOUNDATION, INC.

HARMONRNY SCIENCE ACADEMY - BROWNSVILLE HARMONY SCHOOL OF SCHINCE - HOUSTON
STATEMENT O CASITILOWS STATHMENT OF CASIH FLOWS
FOR THIE YEAR ENDED AUGUST 31,2011 FOR THE YEAR ENDED AUGUST 31, 2011
Cash Flows Fron Operating Activities i Cagh Flows From Operating Activitics
Change In Nel Asscls $ 163,981 Change I Net Assets # 420316

Adjustments To Reconeile Change In Net Assets To Nel Adjustments To Reconcile Change In Net Assels To Net
Cash Provided (Used) I3y Operating Activities Cash Provided (Used) By Operating Activities
Depreciation 85,363 Depreciation ) 403,735
Deereuse n Accounts Receivable 93,930 (Ingrease) Decrease in Accounts Recervable {117,987)
¢) Deerense in Other Receivables 126 srense v Onher Assots 10,578

Incresse (Decrease) i Accounts Payable (5(7‘33._3) . 5¢) in Acgounts Payably 592,028
Increase (Decrease) l‘l"l Wages Payable 940 Increuse {Deerease) in Wages Puyable 55,854
Increase ( Dectease ) in Interost Payable . LU94 [ncrease (Decrease) in Other Liabilities (3,439)
. i ) L [ncrease { Doecrease ) in Interest Payable (293,213
Net Cash Provided (Used) by Operating Aclivitics 291,101
N . L Net Cash Provided (Usedy by Operating Aclivilies 1.382.902
Cash Flows From Investing Activitics
Purchase of Fixed Assets o (04,929) Cash Plows From Investing Activities
. . L . Purclinse of Fixed Asscts (9,492.647)
Net Cush Provided (Used) by Investing Activities (04,929
) ) o Net Cash Provided (Used) by Investing Activities 9,492,647
Cash Flows From Financing Activitics
Proceeds From Bonds and Loans 00960 Cash Flows lrom Finaneing Activilics
) . . - Proceeds From Bonds and Loang 3,183,733
Net Cash Provided (Used) by Financing Activities 0960 Repayment of Long-Term Debt (1,569,167)
NET ]NC!{,F_‘ASE (_DF‘(‘IU':A{SE ), INCASH 2_87’_132 Nel Cash Provided (Used) by Finaneing Activitics 1.614,500
CASH AT THE BEGINNING OF YEAR 694,309
CASITAT END OF YEAR $ . 951441 NET INCREASE { DECREASE ) IN CASII (6,493,179)
CASIT AT BEGINNING OF YEAR 9,335235
CASH AT END OF YEAR S 2.840056
Supplemental Disclosures
Cash Paid During the Year for:
Interest $ 306420
Sce accompanying notes to {inangial statcments. See acemmpanying netes o Tmmeial staienients,

47 -
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COSMOS FOUNDATICHN, INC.
DNARMONY SCIENCE ACADEMY - LAREDO

STATEMENT OUF CASITFLOWS

FORCTIE YEAR ENDER AUGUST 31,2011

Cash Flows Irom Operating Activities

Change [n Not Assets

Adjustment To Reconcile Change In Nel Assels To Net

Cash Provided (Used) By Operating Activitics
Depreciation
{Increase) Deerease in Acgounts Recetvable
{Increase) Deerease in Other Receivable
Inerease (Leerease) in Accounts Payable
lnerease (Decrease) in Wages Payable
Inerense (Decrease) in Other Liabilities
Increase { Decrease ) i Interest Payable

Not Cash Provided (Used) by Operaling Aclivilics

Cash Flows From lnvesting Activities
Purchase of Fixed Assets

Net Cash Provided (Used) by Investing Activities
Cash Flows From Financing Activilics
Proceeds From Bonds and Loans
Repayment ol Long-Turm Debt
Net Cash Provided (Used) by Finaneing Activitics
NET INCREASE { DECREASE ) IN CASII

CASIEAT BREGINNING OF YEAR
CASH AT END OF YEAR

See secompanying notes 1o financial statements,
.

b 367,414

47,268
13.237
(14.412)
(51.108)
(3,286
14,882
1.683

375,677

194.084)
194,084}

93,6406

(15.802)
77844

259,437

§ 1842508

COSMOS FOUNDATION, INC.
HARMONY SCHINCE ACADREMY - HOUSTON

SCHEDRULE OFF EXPENSES

FORTHE YEAR ENDED AUGUST 31, 2011

Expenses
G100 Payroll Costs
G200 Professional and Contracled Services
6300 Supplics and Malerials
6400 Other Operating, Costs
6500 Debt

Tutal Txpenses

Sew accompanying notes (o financial stateiments.
-5

515,725,788
B.392,144
3,001,244
6,080,901
3,430,769

S 30,640,840

el Bl B
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COSMOE FOUNDATION, INC,
HARMONY SCIENCE ACADEMY - AUSTIN

SCHEDULE OFF EXTF'ENSES

FORTHE YEAR ENDED AUGUST 31,2011

Expenses
610G Payroll Costs
G200 Prolessional and Contraeled Services
6300 Supplics and Materials
6400 Other Operating Costs
6500 Debt

Total Expenses

See aeeonmpanying noles o fnaneial stalements.
=51

5 7,858,806
5,469,808
911,262
1,051,432
611,297

Ml

$ 15902756

COSMOSE FOUNDATION. INC.
ITARMONY SCIENCT ACADMY - SAN ANTONIO

SCHEDULE OF BXPENSES

FOR THE YEAR ENDIED AUGUST 31, 2011

Expenses
6100 Payroll Costs 5
0200 Professional and Contracted Services
G300 Supplics und Materials
06400 Other Operating Costs
6504 1ebt

1,136,709

4,458,837
1,022,913
572,806
817,813

Total Expenses § 8939137

See accompanying notes Lo {inancial statements,
.52,
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COSMOS FOUNDATION, INC,
HARMONY SCHINCE ACADEMY - 11, PASD

SCHEDULEOF EXPENSES

FORCTTHE YEAR ENDED AUGUST 31, 2011

Lxpenses

G100 Payroll Costs

6200 Professional and Contracled Services
6300 Supplics and Materials

6400 Other Operating Cosls

0500 Debt

Tolal Expenscs

See acoompanying notes W (nancial statements,
53,

5 4,200,242
3,492,139
6B9.0601
1,200,278

4 9748 004

e

COSMOS FOUNDATION, INC.
HARMONY SCIENCE ACADEMY - FORT WORTTI

SCHEDULL OF EXPENSES

FORPHE YEAR ENDED AUGUST 31, 2011

Lixpenses
0100 Payroll Costs
6200 Professional and Contracted Services
6300 Supplies and Malterials
6400 Other Operating Costs
6500 Debi

R658.001
4,534,571
1,517,470
1,576,565
1,366,455

Tolab Expenses 3 17.553.151

See neeompanying notes 1o financial stalements.

W54
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COSMOS FOUNDATION, INC,
HARMONY SCHOOL OF EXCELLENCE

SCHEDULLE QF EXPENSES

FOICTHE YEAR ENDEDR AUGUST 31, 2011

Expenses
O100 Payroll Costs
6200 Professional and Contracted Services
0300 Supplics and Materials
Gd00 Other Operating Costs
0500 Deht

Total Expermses

See aecompanying noles o lnancial statenients,
-55-

511,554,001
6,094,004
1,656,994
2522319
1,540,365

$ 23974343

COSMOS FOUNDATION, INC,
HARMONY SCIENCE ACADEMY - LUBBOUK

SCHEDULE OF EXPENSES

FORTHE YEAR ENDLR AUGUST 31,2011

Expenses
G100 Payroll Cosls

6200 Proflessional and Contracted Services 1,650,514
6300 Supplics and Malerials 443 86
6400 Other Operating Costs 7HY,232
0500 Debt 276710

Total txpunies $ 0,048 990

See aceompanying notes to funcial statements.

-56-

bt 2,888,728
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COSMOS FOUNDATION, INC.
HARMONY SCIENCE ACADEMY « WACO

SCHEDULE OF EXPENSES

FOR THE YEAR ENDED AUCGUST 3, 2011

Expenses
6100 Payroll Costs 510,140,588
6200 Prolessional and Contracted  Services 5,318,415
6300 Supplies and Malterials 1,546,642
06400 Other Operating Costs 1,783,694
0500 Deh K43,044

Tolal xpenses § 19,632 983

See sccompanying noles o lnancial stalements.
57

COSMOS FOUNDATION, INC,
HARMONY SCHINCH ACADEMY - BROWNSVILLI

SCHEDULLE GF EXPENSHS

FOR T YEAR ENDED AUGUST 31, 2011

Kxpenses
6100 Payroll Costs $ 1,772.808
6200 Professional and Contracled Services 1,259,794
6300 Supplics and Materials 231,437
6400 Other Operating Costs 258619

Total Expenses ¥ 3,553,718

Sew aceompanying notes o [naneial slalements,
-54-
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COSMOS FOUNDATION, INC,
HARMONY SCHOOL OF SCIENCE - TIOUSTON

SCHEDULE OF EXPENSES

FOR THE YEAR ENDRED AUGUST 31,2011

Expenses
6100 Payroll Costs
0200 Professtonnt and Contracted Services
6300 Supplics and Materials
(400 Other Operating Costs
0500 Debt

Total Expenses

See aeeompanying notes to nancial stalements.
R4

s ZO0H1380
1,784,451
610,423
547,004

383,733

$ 5407650

COSMOS FOUNDATION, INC,
HARMONY SCIENCE ACADREMY - LAREDO

SCHEDULYE OF EXPENSES

FOIUTTIE YEAR ENDED AUGUST 31, 2011

Expenses
0100 Payrad! Costs
0200 Professional and Conlracled Services
0300 Supplics and Malerials
0400 (ihier Operating Costs
G500 Debt

Total xpenses

Hee aeeampanying notes 1o financial statoments.
-60)-

B 2,359,503
2,071,989
361,041
390,185

S 85220711
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COSMOS FOUNDATION, INCL
HARMONY SCIENCE ACADEMY - TTOUSTON

SCHEDULE QI CAPITAL ASSETS

FORTHE YEAR ENDED AUGUST 31, 2011

Chvnership Interest

Toal Slale Federal
[110 Cash i % 4,464,190 b
1510 Land and Improvements 5,012,397
15200 Buildings and Improvements 48,708,311
1539 Furmitnee and Fouipment 3.272,104
Total Property and Liguipment b $ 62057008 b

See accomanying notes to {inancial statements,
61

COEMOS FOUNDATION, INC
HARMONY SCHINCE ACADEMY - AUSTIN

SCHEDULLQF CAPTIATL ASSETS

FOR T YEAR ENIDEID AUGUST 31,2001

Ownership Inlerest

1110 Cash §
1510 Land and Twprovemenls:
1520 Buildings and lmprovements:

local Stae Vederal
% 7335012 §
2,129.350
15,248,270
1,486,045 7,133
$26,199.577 b 7133

1539 Furnture and Equipment

Total Property and Lquipment N

See decomanying notes o financial sintements,
_62-
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COSMOS FOUNDATION, INC.
HARMONY SCIENCTH ACADEMY « SAN ANTONIC

SCHEDULE O CAPITAL ASSIETS

FORCTTIE Y EAR ENDRELD AUGUST 31,2011

111 Cash

1510 Land and Improvements
1520 Buildings and Inprovements
1539 Furniture and Eguipment

Total Property and Eguipment

Ownership bnteres(

1owal Slute Federal
b $ 1.207.717 b}
1,718,271
19,201 710
BAGI9H __ 7.086
b 5 23,033 BOG h) 7086

See aeeomanying notes (o lnancial statements.

-03-

COSMOS FOUNDATION, INC,

HARMONY SCIENCE ACADIMY - EL PASO

SCHEDULE OF CAPITAL ASSETS

FORCTTIE Y EAR ENDED ALGUST 31, 2011

1110 Cash

1510 Land mud Improvements:
1520 Buildings and Tmprovements:
1539 Furniwre and Equipment

Tolal Property and Equipment

Ownership Interes!

Stale Vederal
$ § K702,502
1,790,950
10,485,237 37,650
- _405.4% 23,837
§ 320384 238 0l 48

See accomanying notes to finanetal stalements.

-6
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COSMUS TOUNDATION, INC,
IARMONY SCIENCE ACADEMY - FORT WORTTI

SCHEDULE OF CAPTTAL ASSETS

FOR U YEAR ENDED AUGUST 3L 201

Orwnership Interest

Local State Federal
1110 Cash § § o 9704.692 b
1510 Land ane improvements: 2,944,614
1520 Buildings aud Tmprovements 23,322,549
1539 Tumiture and Equipment o L533K47 _  0.06]
Total Property and Equipment by § 375650900, £ 0061

See aeconunying Notes to linanciai slalements.
-03-

COSMOS TOUNDATION, INC,
HARMONY SCHOOL OF EXCELLENCT

SCHEDULE OF CAPITAL ASSETS

PORTHE YEAR ENDEDR AUGUST 31, 2011

Chwnerslip Interest

1.ocal . Siale Fedurnl
1110 Cash $ 4 3,524,780 &
131 Tand 3,059,203
15200 Buildings and Improvenments 26,744,762
1339 Furniture and Equipment 2,500,050 11,652
Tolal Property and Lquipment 3§ 830,734,895 3§ 11,632

See accomanying notes (o financial statements.
-0



8CI-D

COSMOS FOUNDATION, INC
HARMONY SCIENCE ACADEMY - LUBBOCK

SCHEDULE OF CAPTTAL ASSITS

FOR TTHE YEAR ENDED AUGUST 31, 2011

Ownership nferest

1.ocal State buederal
1114 Cash $ $ 734384
1510 Land 154 893
1520 Huildings and Improvements 4,539,267
1539 Fumiture and Lguipment 529513
Total Property and Equipment s $ 5958057

See uceonuanying notes o financial statenients.

-67-

COSMOR FOUNDATION, INC,
HARMONY SCIENCE ACADEMY - WAUQ

SCHEDULE OF CAPITAT ASSETS

FOHRTTIE YEAR ENDLD AUGUST 31,201

Ownership Inferest

Pederal

Local State

1110 Cush $ 13402300 %

1510 Land and Improvements: 8,453,501

1520 Buildings and Improvements 17,593,670

1539 TFurniture and Equipment N 20058019 16,729
Total Properly and Equipment 5 441,554,500, 16,729

See aecomanying noles lo financial statements.
-04-
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COSMOS FOUNDATEON. INC,
HARMONY SCIENCEACADEMY - BROWNSVILLE

SCHEDULE GEF CAPTTAL ASSETS

FORTEHID YEAR BNIDED AUGLIST 31,2011

Ownership Inlerest

TLocal State bederal
111G Cash $ S 81,441 b
1520 Buildings and Improvements 366,539
1539 Furnilure and Equipment 107,749
Total Property and Lquipment $ $ 1455729 &

See aceomanying notes to lnancial stalements.
-GY-

COSMOS FOUNDATION, INC.
HARMONY SCHOOL OF SCIENCE- BOUSTON

SCHEDULIEOF CAPITAL ASSETS

FOR THE YEAR ENDED AUGUST 31,2011

Ownership Interest

Local | State iederal

1110 Cash 5 % 2840036 5

1510 Land and Improvements; 1LO87,500

1520 Buildings and Improvenents 13,634,431

1539 Furniture and Fauipment 342708

Tolal Property and Tguipment b § 179040695 &

See aeeonmanying notes o finaneial slatenents,
270
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COSMOS FOLUNDATIIN, INC,
TIARMONY SCIENCT ACADEMY - LAREDRO

SCHEDULL OF CAPTIAL ASSETS

FORTHI YEAR ENDEDR AUGUST 31, 2011

Ownership Tnierest

Lol State Federal
$ §1.842,528 %
1520 Buildings and Improvements 73,265
1539 Fumitare and Equipment 302 248
Tolul Property and Equipment N S 2218041 b

See accomanying notes te fingneial statements.

“71-

COSMOS FOUNTDATION, INC,
HARMONY SCIENCE ACADEMY - TIOUSTON

BLUDRGETARY COMBARISON SCHEDULE

FORTHIEYEAR ENDED AUGUST 31, 2011

udaeted Atounts

Varianee

Actual from Final
Criginal Final Antoumts Budee
REVENULES
Local Support:
5740 Other Revenues lrom Local Sources $10,612,400 S10,612.400 $10.,931,332 5 318932
53750 Food Scrvice Sales 509100 _ 560,100 926,763 357,003
Total Local Support 11,181,500 11,181,500 11,858,085 (76,545
State Program Revenues!
5810 Foundation School Program Act Revenues 19,929.222 22,929,222 22,081,085 (%48,137)
5§20 Stale Program Revenues Distributod by
Texas Education Agency 165,514 165,514 120,303 (45,211)
ot} State Program Revenues 20,094,736 23,004,736 22,201,388 {RO3 348)
Federal Progeam Revenues:
59240 Pederal Revenues Disiributed by
Texas Education Agency 2,793,204 2,793,204 2,547,013 (246,191)
5940 Federal Revenues Distributed Directly
From the Federal Govermment 107,200 907,200 8K5.270 (21,930)
Total lederal Program Revenues 2900404 3.700.404 3,432,283 (208.121)
Total Revenues 3 140 976 37,491,766 (484, 8741
LEXTPENSES
11T Tustruetion 10,768,042 12,553,042 12,173,145 370,897
12 Instructional Resourees and Media Services 212,909 02,409 61,284 1,125
13 Curricalum Develaprient and Tnstructional
Stalt Development 700,829 700,829 422978 277 851
21 Instructional Leadership 1,620,875 1,620,875 1,545,509 75276
23 School Leadership 2,006,820 2,006,829 1,458,575 148,254
31 Guicdanee, Counseling, and valuation
33 [lealth Serviees 124772 124,772 139,798 (15,026)
34 Student (Pupil) Transportation 75,000 09,898 5,102
35 Foud Service 1,023,300 1,623,300 1,128,837 (105,537
36 Cocwrricular/lixtracurricular Activitics 253,020 253,020 593,790 (340,77¢)
41 General Administration 0.381,001 0 381,011 0,982,750 (601,739)
51 Plant Maintenanee and Operations 4,072 866 5.322,800 4975075 347,791
52 Security and Monitoring Services 35,900 35,900 181,077 (145.177)
53 Data Processing Services 210,250 210,250 177.109 33,141
71 Deb Serviee 3,590,000 3,500,000 3330031 250000
Total Expenses 34,000,603 16,960,103 36640840 319257
Clange in Net Assels 176,037 1,016,537 850921 (105616
Net Assets, Beginning of Year 7,()(3'7,(148 7,007,048 7,007 648
sels, B of Year S 7.183.085 S RO 185 § 7 HSYS60 $ (165.06106)

See accompanying noles to nancial stalements.
72
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COSMOS FOUNDATION, INC.
HARMONY SCIENCE ACADEMY - AUSTIN

BUDGEHTARY COMPARISON SCOEDRULE

FOR THE YEAR ENIED AUGUST 31,2011

REVENUILS
Local Support;
5740 Other Revenues from Locul Sources
5750 Food Service Sales
Total Local Support
State Program Revenues:
5810 Foundation School Program Act Revenues
SH20 State Program Revenaes Digtributed by
Texas Educalion Agency
5430 State Revenues From State of Texas
Total State Program Revenues
Federul Program Revenucs:
5920 Federal Revenues Distributed by
Texas NRducation Apency
5940 Federal Revenues Distributed [ireetly
From the Federal Govermment
Total Federal Program Revenues

Total Revenues

EXPENSES
Il Instraction
12 Instructional Resources and Media Serviees
13 Curriculum Development and Instructional
Stafl Development
23 Bchool Leadership
33 Heolth Services
34 Student (Pupil) Teansportation
35 Tood Service
36 Cocurricular/Extracurriculur Activitics
41 Cieneral Administration
51 Plant Maintenance and Operatons
52 Seeurity and Monitoring Services
53 Do Processing Services
71 1¢ht Service
Tolal Expenses

Change in Net Assets
Net Assets, Beginoing of Year
Nel Assets, End of Yoear

See accompanying notes to inancial statements,

COSMOQE FOUNDATION, INC,

BUBDGETARY COMPARISON SCHEDUTLL:

FOR T YEAR ENDED AUGUST 31, 2011

Dudyeled Amounts

. Budgeted Amoonts Varianeg
Actual from Final
_Qriginal Iinal Ameunty BPudgel

5 17300 8 17.300 $ S1700 3 4400
124500, 539,500 513,842 (25,658)
141,800 550,800 565,541 B.741
14,270,058 14,270,058 14,625,904 355300
116.643 116,043 70,774 (45.5064)
14,387,301 14,387,301 14,690,743 309,442
971,747 971,747 1,152,701 180,954
80,700 455,700 441.063 (14.637)
1,052,447 1,427,447 1,593,763 166,316
13,581,548 16,371,948 16,856,047 454,499
7,705,492 7,705,492 7,669,210 36,276
81,900 139,400 131,523 T.877
376,822 244 872 227,392 F7 480
1,291,676 1291670 1,139,375 152,301
100,451 75,351 69,554 5,797
80,000 80,000 77,781 2,219
389,000 529,000 517,212 11,788
300,000 272,508 27,492

1,674,707 1674707 1,554,086 120,621
3,423,103 3,423,103 3.623.24] (200,078)
22,353 22,355 17,798 4,557
30,500 3.350 3,057 493
370,741 0605741 600,012 65729
15,552,807 16,155,307 15,902,756 232,551
28,741 216241 B53.291 737,050

1,794,440 1,794,440 1.794 440
$ 1823 1K1 8 2010681 $ 2747732 §_ 737050

-73-

REVENUES
Loeal Suppont:
5740 Other Revenues [rom Local Sourees
5750 Revenue [rom Cuarricular
Total Local Support

Stafe Propram Revenues:

3510 Foundation School Program Act Revenucs

5820 Slate Program Revenue Distributed by
Texas Educalion Agency
Total State Program Revenues
Federal Program Revenues:
5920 Federal Revenues Distributed by
Texas Bdugation Ageney
5940 Federal Revenues Distributed Direetly
trom the Federal Government
Total Federal Program Revenues

Total Revenues
EXPENSES
11 Tnstruction
12 Instructional Resources and Media Scrvices
13 Curricelum Development and Insiructional
Stall Development
23 School Leadership
33 Health Services
35 TFood Service
6 Cocurrieular/Extracurrieular Activities
41 (encral Administration
51 Plant Maintenance and Operations
52 Seeurity and Monitoring Services
53 Data Processing Services
71 Debt Service
Totnl Expenses

Change in Net Assets

Nel Assets, Beginning ol Year
Nel Assets, BEnd of Year

Ree aceompanying motes to finangial stateients.

HARMONY SCIENCE ACADEMY - SAN ANTONIO

Virtunce

Actual {rom Jiual
Original Iinal Amounts Budgel
% 10000 % 10000 % 18,033 % 8.035
243,50 243,500 263,070 21,570
253,50 233,500 283,103 29,005
7,207,180 7,267,186 7,129,484 (137,702)
ol,541 01,541 42,708 (18,830)
7,328,727 7.328,727 772,189 (156,538)
581,194 691,198 672,912 (1,240}
375,000 373,000 (1,940}
S581.198 1,066,198 _ 1045972 (200,220)
8,163,425 8,048,425 8301206 (147,159
4,231,850 4,231,450 4,530,592 (298,742)
21,500 1,150 1,107 43
07.452 147.452 138,118 0,334
499,132 619,132 606,718 12,414
29,9649 77,969 73,739 4,230
263.500 338,500 327,304 11,196
180,000 180,000 138,905 41,095
1,024,234 1.024.234 936,637 37,597
952 843 952,843 1.030,575 (97.732)
10,950 10,950 18,261 (7,311
7,000 7,000 8,589 (1,589
R51.3493 1,226,393 1,108,593 117.800
8,139,823 8.817.473 8.939.137 (121.664)
23.002 (169,048) (437.871) (268,823
2.439.899 2,439,559 2439899
§ 2463501 § 2,270,851 $ 2002007 8§ (208.823)
74
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COSMOS FOUNDATION NG,
HARMONY SCIENCE ACADEMY - Bl PASO

BUDGETARY COMPARISON SCHEDULD

FOR T YEAR ENDIIY AUGUST 31, 2011

REVENUES
lLocal Support:
5740 Other Revenues (rom Loeal Sources
5750 Food Service Sales
Total Locul Support

State Program Revenues:
810 Foundation School Progeam Act Revenues
5820 State Progranm Revenues Disteibuted by
Toxas Educalion Agency
Total State Program Revenues

Federal Program Revenues:
5020 Federal Revenues Distribuled by
Texas Bducation Agency
Totud Federal Program Revenues

Total Revenues

EXPENSES
11 lonstruction
12 Instructional Resources and Media Services
13 Curericulum Development and Instructional
Staff Development
23 School Leadership
33 Health Services
35 Food Service
30 Coeurriculay/Bixteacurricular Activities

41 Generul Administration
51 Plant Mamtenance and Operations
52 Security and Monloring Services
533 Dala Progessing Services
71 Debt Services
Tolal Expenses
Change in Nel Assels

Not Asgot, Beginning of Year
Nt Assets, End of Year

See accompanying neles to finaneial stalenwenls,

Budgeled Amounts

Varianee

Actual from il
Origingl Final Amounts Budgel
b} 0% 43000 § 41,903 5 (3.097)
331,000 331,000 493,265 161,205
331,000 376,000 534,167 158,167
0,199,814 9,199,814 4,402,500 202,746
70,437 70,437 54,313 (16,124)
9.270,251 9,270,251 2,456,874 186,623
982,624 982,024 10101434 28.210
982,624 982624 1,010.834 28,210
10,583,875 10.028.875 11001875 373,000
4,322,935 4,322 935 4,497,749 (174,814)
0 3,000 2,862 138
216,603 1505904 142,206 B.IRK
636,276 736.270 708,323 27.953
[§] 75,000 69,778 5222
446.000 346,000 327,305 18.695
60,000 260,000 245 YR85 14,015
1,143,855 1,143,855 1,105,211 38,044
2,340,550 2,340,550 2,518,421 (177,871)
17,000 30,000 28,471 1.529
10,000 2,500 2,421 70
135,501 108,501 __ 90271 6,230
9,328,720 49,510,211 9,744,004 (231.793)
1.255.155 1,112,064 1,253,870 141,206
3,602,162 3,602,162 3,062,162

% 4017317

§ 4774020

5 4016032

§ 141200

COSMOS FOUNDATION, INC,
HARMODNY SCIENCE ACADUEMY - FORT WOR'TTI

BUDGETARY COMPARISON SCHEDULE

FOHTEE YEAR ENDED AUGUST 31, 200

REVENUIS
Local Support:
5740 Other Revennes from Local Sources
5750 Revenue from Currieular
Total Local Support

State Program Revenues:
5810 Foundation Sehool Program Act Revenues
SR20 State Program Revenues Distribuled by
Texas Education Ageney
Total State Program Revenues

Federal 'rogram Revenues:
5920 Pederal Revenues Distributed by
Texas Bducation Apency
5940 Pederal Revenues Distributed Dircetly
Frenm the Federal Government
Total Federal Program Revenues

Total Revenues

FXPENSES
1T Instruction
12 Instructional Resourees and Media Services
13 Currieaburn Development and Instructional
Stalt Development
23 School Leadership
33 Health Scrvices
35 T'ood Service
36 Cocurricular/Extracurricular Activitics
41 General Administration
S0 Plant Maintenanee and Operations
52 Security and Maonitoring Services
53 Data Prosessing Services
71 Dbt Serviee
Total Lxpenses

Change in Nel Assels

Net Assets, Boginning ol Year
Net Assets, [ind of Year

See accompanying noles W fnaneiul statements,

. Budested Amounts

Varianee

Actual from Final
Original linal _Ameunts Budpet
k3 53,000 S 53,000 3 G1.506 § 38,566
2413140 541,310 641,883 100,573
594,310 594,310 733,449 139,139
15,451,162 15,451,162 16,051,384 600,222
116,927 {) 77642 77,642
15,508,089 15451162 16,129,026 677,804
1,194,084 1,194,084 1,199,588 5,504
370,568 370,968
194,084 1,194,054 570,556 376,472
17.356.483 17,239,556 18,433,031 1,193,475
8.429,313 8429313 8,609,653 (240,380)
97,365 97,365 75581 21,784
174,007 264,007 252,443 11,564
1,289,718 1,249,718 1,381,965 (92,247)
148,846 41,304 38,061 3,243
481,000 571,000 560,065 10,233
365,000 365,000 386,438 (21,838)
2,030,708 2,030,788 1,832,164 198,624
2,445,423 3345423 3252267 93156
36,000 106,000 97,485 3,515
449,100 120,100 113,399 6,701
1L.680,590 1,431,372 1,203,161 138,181
17.227.150_ 18090390 _ 17,953,151 138230
129.333 (851.834) 479879 1331713
4040151 4,049.15] 4.049.151
§ 4178484 § 3197317 $ 4520031 § 1,331,713
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COSMOS POUNDATION, INC.
HARMONY SCHOOL OF BXCELLENCTE

BUDRCGHTARY COMPARISON SCHEDULL

FOR THE YEAR ENDED ALGUST 31,2011

Buodgeted Anounts Variance
Actual from Final
Qriginal Final . ___ Amounts Budeel
REVENUES
Local Support:
5740 Other Revenues (rom Local Sources & 43,770 $ 223770 $ 207,603 5 (16,167
5750 Revenugs lrom Curricalar U2 852 RY2 852 HER.TTS (4.077)
Tolal Local Support 036,622 1,116,622 1,006,378 (200,244)
Slate Program Hevenues:
5810 Foundatien School Program Act Revenses 20,900,653 20,900,633 20,444,843 (455,810}
5820 State Program Revenues Distribuled by
Texas Lducation Apency 166,846 93,571 92.828 (743)
Total State Peogram Revenues 21,067,499 20,994,224 20,537,671 (456,553)
Federal Program Revenues:
5920 Vederal Revenues Disfributed by
Texas Fducation Apency 1,447,465 1,447,465 1,378,719 (68,740}
5040 Federal Revenues Distributed Direetly
From the Federal Government 55 900 575,000 570,096 {5.804)
Total Federal Progeam Revenues 1,303,365 2.023.365 1948818 _(74.550)
Total Revenues 23507480 2413424 23,582,864 [551.347)
FXPEINSES
11 Instruction 10,961,072 10,961,072 1,822,250 138,822
12 Instructional Resources und Media Services 222,169 222,169 217,885 4,284
13 Currieulum Development and Tnstruetional
Stfl Development 365,732 278,732 270,997 7,735
23 School Leadership 2,002,575 2,002,575 2,086,161 6,414
33 Heabth Services 102,752 102,752 121,928 (19,176}
14 Student (Pupil) Trmsportation 175,000 165,705 9,295
35 Tood Service 636,500 H11,500 780,547 30,953
36 Cocurricular/Extracurricolar Activitics 472,000 647,000 (644,581 2419
A1 General Administraton 2,559,301 2,550,301 2342120 217,172
51 Plant Maintenance and Operalions 3933830 4,083 K30 4027255 56,575
52 Seeurity und Monitoring Services 31,200 78,700 73,842 4,458
53 Data Processing Scrvices 28,000 Q50 870 RO
71 Debt Service 1,975,062 1575062 1,520,194 54,868
Total Lxpenses 23.380.193 24 488,043 23974343 514,300
Chimge i Net Assels 127,293 (354,432) (391.479) (37.047)
Nel Assets, Boeginning of Year 1.476,902 1,470,402 1,476,902
Nel Assels, Bnd of Year % 1,604,105 § 1,122.470 s 1085423 S (37.047)

See aceompinying notes o linancial stalements,

Net Assets, End of Year

COSMOS FOUNDATION, INC.
HARMONY SCIENCE ACADEMY - LUBBOUEK

BUDGETARY COMPARISON SCHEDUTLL

FOR CTHE YEAR ENRED AUGUST 3, 2011

Budocted Amounts

Variance

Actual from Iinal
Original __ Final _ Amounts Budget
REVENUES
Logal Suppart:
5740 Crher Revenues from Local Sources b § 255000 § 242,505 S5 (12,498
3750 Revenue from Curricular P3IL000 131,000 203,381 72,381
Total Lacal Support 135,000 386,000 445,447 59,687
State Program Revenuges:
5810 Foundation School Program Act Revenaes 5,142,030 5,142,630 4771789 (370,84 1)
5420 State Program Revenues 1istributed by
Texas Lducation Apency I9H67 39,867 29430 (10,437)
Total State Program Revenues 5,182,497 5,182,497 4,801,220 (381.277)
Federal Program Revenuces:
5920 Vederal Revenues Distributed by
Texas Bducation Agency 503,588 503,584 574,572 70,984
5040 Federat Rovenues Distributed 1ireetly
From the Federal Government 135,000 128,063 i (6.937)
Fotal Federal Progriny Revenues S03.588 638,588 702,636 4,044
Total Revenues S 17,085 _ 6,207.085 5,944.742 (257.343)
EXPENSES
11 lnstruclion 2,808,744 2,808,744 2,893,812 (85,068)
12 Instructional Resources and Media Serviees 72,971 0,000 8,153 R47
13 Curricutum Development and histructional
Stafl Development 74,769 128,269 126,419 1,850
23 School Leadership 574,331 574 331 532,792 41,539
33 Health Services 77,924 41,028 37,009 4,529
34 Trarsportalion 230 (230)
35 lood Serviee 282,000 33.000 319,010 (286,010)
36 Cocwrricular/Lxtracurricular Activitics 61,000 61,000 125,613 (64,613)
41 General Administration 606,260 606,200 507,243 39017
51 Plant Mainlenance and Operations %37,820 1,230,320 161,595 68,725
52 Sceurity and Monitoring Services 3,200 3,200 1,909 1,231
53 Data Processing Services 10,000 10,000 10,907 (907)
71 Debt Service 325,000 282500 2064146 18.354
Total Tixpenses 5,734,023 5,788,252 6,048,990 (260,738)
Cliange in Net Assets 83,062 414,833 (00.248) (518,081
Nel Assets, Beginning of Y ear 534983 534043 514,943

3 618,045 5 953816

435735 S (SI804T)

See accompanying notes to finaneial slataments.
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COSMOS FOUNDATION, INC.
HARMONY SCIENCE ACADEMY « WACO

BUDGETARY COMIARISON SCIHHEDULE

FORTHE YEAR ENDELR AUGUST 31, 2011

Budgeted Amounls

REEVENUES
Local Support:
5740 Other Revenues from Local Sources
5750 Revenue {rom Curricular
Total Logal Support

state Mrogram Revenues:
5810 Foundation School Program Act Revenues
5820 Slale Program Revenues Distributed by
Texas Education Apency
Tatal State Program Revenues

Federal Program Revenues;
5020 IPederal Revenugs Distiibuted by
Texas Education Apency
5940 Federal Revenues Distributed Direetly
From e Federal Government
Total Federal Program Revenues

Total Revenues

EXPENSES

11 instruetion

12 tnstruetional Resources and Media Services

13 Cuwrrfeulum Development and Instructional
StalT Development

23 School Leadership

33 Health Serviees

35 Food Service

36 Cocurrieular! Bxtracurricular Activitics

41 General Admnisuation

51 Plant Maimtenanee and Operations

32 Security and Monitoring, Services

71 Dbt Serviees

Total Expenses

Chanpe in Not Assets

Net Assets, Beginning of Year
Net Assets, End of Year

See aueonpanying notes o financlal stalements.

Original

Final

Aclual

Amounts

Varkinee
from [final
Hudgel

% 94,000

§ ORV.000

Y 651,214

$ (37.7490)

359000 659100 647,279 11821
453,100 1,348,100 1,208,493 (49,007)
18,692,041 18,092,941 18.408,917 (224,024}
113.402 115402 89,910 (25,480)
18,808,343 18,808,343 18,55K,833 (249,510}
1,074,137 1,374,137 1,341,602 (32.535)
26,800 26.800 26,072 (728)
1,100,937 1.400,937 1,367,674 (33.203)

20,362,380

_.21.557.380

21.225.000

.. (332 380

9,296,304 9,296,304 9,904,273 {067971)
146,929 146,929 85,508 61,121
311,512 31,812 348,406 (36,894)

1,432,820 1,432,520 1,717,072 (284,252)

90,428 90,428 74,146 16,282
743,000 868,000 857,090 10,910
250,340 430,340 400.675 29,065

2,415,557 2,224,417 2,009,545 214,872

3.389.488 3,389,488 3322830 66,652

38,000 K900 16.050 22,450

1096997 896,997 837,081 59.916

10542775 19126135 _ 19.632.0%3 (506.848)
1120108 2431245 1593017 (339.228)
LT80007 1180097 11K0097

$ 2,300,202

§a11.347

$ 2772113

N (19298

79-

COSMOS FOUNDATION, INC,

HARMONY SCIENCI ACADEMY - BROWNSVILLIE

BUDGETARY COMPARISON SCHEDULL

FOR THE YEAR BNDED AUGUST 3T, 2011

o Budeeted Amounts

REVENUES
Focal Support:
5740 Other Revenues from Local Sources
5750 Revenue [rom Curricular
Total Local Support

Stale Propram Revenues:
5810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Fducation Agency
Total Stale Program Revenues

Federal Program Revenues:
5920 Vederal Revenues Distributed by
Texas Education Agency
Total Federal Program Revenuces

Tolal Revenues

EXPENSES
11 Instruction
12 Instwructional Resources and media Services
13 Curriculum Development and Instructional
StafT Development
23 School Leadership
33 Heulth Services
35 Food Service
36 Cocurrieular / Extacurricular Aclivities
41 Cieneral Administeation
S0 Plant Maintenance and Operations
52 Sceurity and Monitoring Services
33 Data Processing Services
Total Expenses

Change in Net Assets
Net Assets, Beginning of Year
Net Assets, End of Year

See aecompanying notes to fimancial statements,

Vartimee

Actuaal from Final
Qrighial ol Amaounty _ . Budgpet
§  S0R0 % S080  $ 2503 % (2577
184,500 184,500 149,024 (35.472)
TRU,580 [849,580 151,531 (38,049)
3,167,181 3,167,181 3,158,433 (8,748)
38,847 38,847 26,692 (12,155)
3.206,028 3,200,028 3.185,125 (20,903)
37703 277,703 380,043 2,340
377,703 377,703 380,043 2,340
3,773,311 3,773,311 3,710,698 (56,613)
1,726,500 1,726,500 1,807,043 (80.543)
17,500 1,250 1,221 29
63,235 63,235 74049 {10.814)
230,536 330,536 327.784 2,752
33,083 1,100 1,090 10
135,500 135,500 112,627 22,873
146,000 146,000 100618 36,382
375,520 375,520 328510 47,010
722,900 722,904 779,195 {56,295)
4,100 4,100 4,751 {4,651)
H,000 5,000 2,829 5,171
3,502,853 3,514,650 3.552.718 {38,064)
210,458 238,001 163,981 (94.680)
1,239,758 1.239,758 1.239.75K

414502160

Sl ARl

§ 1,403,739

3 (V4 68
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COSMOS FOUNDATION, INC.

MTARMONY SCHOOL OF SCIENCT - HOUSTON

BUDGETARY COMPARISON SCITEDULT

FOR VHE YEAR TNDED AUGUST 31, 2011

REVENUES
Tocal Support:
5740 Other Revenues from Loeal Sources
5750 Revenue from Commicular
Total Local Support.

Stute Program Revenues:
5810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Tdueation Agency
Total State Propram Revenues

Federal Program Revenues:
5920 LFederal Revenues Distributed by
‘Texas Fdueation Agency
5940 Federal Revenues Distributed Dircetly
From the Federal Government
Toal Federal Program Revenues

Total Revenues

EXTENSES
H Instruction
12 Instuctional Resources and Media Services
13 Curriculum Development and [nstructional
StalT Pevelopment
23 School Leadership
33 ilealth Services
35 Poad Serviee
36 Cocurricular/ Extracurricular Activities
41 General Administration
51 Plant Maintenance and Operations
52 Security and Monitonng Scrvices
43 Data Processing Services
71 Debt Service
Total Expenses

Change in Net Assets
Net Assets, Beginning ol Year
Net Assets, End of Year

See accompanying noles to financial statements.

Budgeted Amounts Variance
Actual from Iinal
Original _Ximal Amounts Budget
$ 13100 & 50600 % 46150 b (4.450)
226,000 226,000 241,581 15,581
239,100 276,600 287,731 11,131
4,396,863 4,396,863 4847379 450,516
39170 21,539 21,539 0)
4,436,033 4,414,402 4,868,918 450,516
462,293 317,293 314,034 (3.259)
R 375,000 306,284 (8,716)
462,293 692,293 6R0,317 (11,976)
2.137.426 5,387,295 5,836,900 449,071
2,030,230 2,480,230 2,372,463 107,767
42,409 32,469 30,954 1,515
123.174 04,434 62,011 2,423
316,470 316,470 324,857 (8,387)
323107 4,017 3,785 232
190,800 190,800 189,031 1,769
156,000 156,000 185 887 (29,887)
478,249 478,249 483,628 (5,379
1,035,585 1,420,585 1,383,389 37,196
7,500 7.500 5,316 2,184
5,500 50 45 5
133322 375,000 366,284 8,716
4,551,616 5,925,804 5,407,650 118,154
585,809 W(J_JS,SIO) 420,316 567,826
—_ 785076 785,076 785,076 _
§T3708%5, 3 646566, § 1214302 8 567836

_81-

COSMOS FOUNDATION, INCL
HARMONY SCIENCE ACADEMY - LAREDO

BUDGETARY COMPARISON SCHEDULL

FOR THE YEAR ENDEDR AUGLST 31,2011

REVENUIES
i.ocal Support:
53740 Other Revenues from Local Sowrees
5750 Revenue ltom Currieular
Total Local Support

State Program Revenues:
5810 Foundation School Program Act Revenues
5820 State Program Revenues Distributed by
Texas Education Agency
Total State Program Revenues

Federal Program Revenues:
5920 Pederal Revenues Distributed by
Texas Education Apency
Tolal Federal Program Revenues

Folal Revenues

EXPENSES
11 Tostrection
12 Tostructional Resources and Medin Services
13 Curriculum Development and Instruetional
Stall Developnient
23 School Leadership
33 Meaith Services
35 ¥ood Service
36 Cocurricnlar/ Extracurricular Activilics
41 General Adnrindstration
51 Plant Maintenance and Operations
52 Sceurily nind Monitoring Serviees
53 Data Processing Serviees
71 Dbt Service
Tolal Bxpenses
Change in Nel Assels

Net Assels, Beginning of Year
Net Ausets, End of Year

Sew sceompanying notes 1o finaneial staiements.

Budgeied Amounls_

R b S b A W Lk

Varianee

Actual Tront il
Original Final Amounts Budlpet
$ 15100 % 15100 $ 12508 § (2.59D)
271,000 271.000 202.654 21,654
286,100 286,100 305,162 19,062
4,671,439 4671439 4 813,870 142,437
40,984 46,084 (46,984)
25,522 25,522
4,718,423 4,718,423 4,839,398 120,975
474096 474,090 443,561 (30,535)
474,000 474,090 443,561 (30,535)
5478019 5478,61% 3,588,121 109,502
2,330.864 2.330.804 2,410,046 (79,182)
48618 37,828 37.528 0
§1.350 £1,350 99,490 (18,140
472,410 344,410 335,582 B.HZR
35,017 35017 29,546 5471
247,000 247.000 207,149 39,85]
182,000 182.000 177.158 4,847
704,382 704,382 THILH00 (6.218)
1,176,467 1,176,467 1,199,503 (23.126)
4,000 4,000 10.965 (6,963)
5,000 5.000 1.660 3.340
1,500 1.500 1,003 407
5.288,008 5149818 5220711 (70.893)
190,011 328801 367410 _ 3H.0609
1,882,752 1,882,752 1,882,752
$2.072.763 $2211.553 £2.250.162 § 380604

-§2-
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CERTIFIED PLUBLIC ACCOUNTANTS
6750 W, LOOP SOUTH, SUITE 520
HOUSTON, TEXAS 77401
{712} 4 o
FAX: (713) 6bf-1049
http/fwww.gomezandes.com

REPORT ON INTERNAT CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AN OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENLS PERFORMED IN ACCORDANCH WITTI GOVERNMENT AULDLLING STANDAK,

T The Board of Ireeters of
Cosmaos Foundation, Ine.
Houston, Texas

We have audited the financial statements ol Cosmos Foundation, e, (T18A) as of and (or the year ended August
31,2011, and have issued our report thercon dated December 16, 2011, We condueted vur audit in aceordanue
with auditing standards gencrally accepted in the Uniled $tates of Ameriea and the standards applicable to lnancial
audits contained in Govermment Auditing Standurds, issued by e Complroler General of the United Slates.

Internal Control Onver Finaneial Reportin

In planning and perforniing our audit, we considered 118A”s internal control over finangial reporting, as a busis for
desipning our awditing procedures [or the purpose of expressing our opition on the {inaneial stateiients, butnot for
the purpose ol expressing an opinion on the ¢ffeelivencss ol 1BA's fnternal control over financial reporting,
Accordingly, we do net express an opinion on the elleetiveness of the Organization’s internal control over financial
reporling.

sribed in (he preeeding

Our consideration of internat control over financial reporting was for the Himited purposc d
paragraph and was not desipned (o identily ull deficiencies in intemal control over financial reporting (hat might e
significant deficiencies or material weaknesses and therelore, there can be no assurance that alf deficiencies,
significant deficiencics, or miaterial weaknesses have been identified. However, as described n the accompanying
schedule of findings mnd questioned costs, we identified certain deficiencics in internal control over (nancial

reporting that we consider 1o be material weaknesses,

A deficieney i interual control ¢x when the desiga or operalion of u control does not allow managenient or
employees, in 1he normal course of performing their assipned funetions, 1o prevent, or deteet and correel
misstatements on a timely busis, A maroriad weakness is a deficiency, or combination of deficicneies, in inlernal
control such that there is 1 reasonable possibility thal a material misstatement of the entity’s linancial stalements
will not be prevented, or deteeted and corrected on a timely basis. We consider the deficiencics deseribed in the

aceompanying schedule of ndings and questioned costs to be mulerial weaknesses ftem |

Comp nd Other Matters

As pant ol obtaining reasonable assurance about whether 115A%s financial statements are free of material
misstatement. we performed ests of its complianee with ecrtain provisions of lnws, regulatons, conlraets, and grant
agreements, nongompliance witl which could have a direet and material elfeet on the determination of (inancial

slatement amounts. However, providing an opinion on complianee with those provisions was nol an ohjcetive of
< sueh an opinion, The results of our tests disclosed no instances of

our audit, und secordingly, we do nal expr
noncompliance or other matters that are required 1o be reported under Government Auciting Stniderels,

W noted corlain mutters that we reported (o management of Cosmos Foundation, Tne. in a seporate letter dated

Liceemher To, 2011,

chedule of findings and

1I5A s response to the Tindings identificd in our audit is deseribed i the aceompanying
CWe did nol qudit HHSA™s response and, aceordingly, we cxpross no apinior on it

questioned cos

Uhis roport is inlended solely for the information and use of munagement, the Board ol Directors, others withio (he
_through entitics and isnotintended to be and should not be usel

entity, and the fedueral awarding
othier than thesy specilicd partics.

7
Touston, TX J +%

Deeenber 16, 2011

by nuyon
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C'ERTIF PUBLIC AUCCOUNTANTS
(750 W, LOOF SOUTH, SUITL 520
HOUSTON, TEXAS 77401
TEY- {712} hina8aN00
FAX: (713) 660-1049
hitp/www.pomezandes.com

INDEPENIYINT AUDITOR™S REPORT ON COMPLIANCE WITLH REQUIREMENTS THAT
COULD HAVIE A DIRLCT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITIHOMB CIRCULAR A-133

To The Board of Dirceetors of
Cosmos Foundation, Ine.
Houston, Texus

Compliance

we have audited Cosmos Foundation, Ine.’s (I1SA) complianee with the types ol complianee requirgments
deseribed i the QMB Circalar A-133 Compliance Supplenenrthat could have s dircel and material eflect on each
of [ISA s major federal progranus Tor the year ended August 31, 2011 HSAs major lederal programs ave identilied
in the summary of auditor's results seetion of the accompanying schedule ol findings and questioned costs.
Compliance with the requirements of Taws, rezulations, contracts, and grants applicable to cach of ils major (ederal
programs is the responsibility of TISA™s management. Our responsibility is to express an opinion on HSA’s
compliance based on our audit.

We conducted our audit of complianee in accordance with auditing standards generally accepted in the - United
States of Americas the standards applicable to financial audits contained in Government Auditing Standerds, 1ssued
by (he Comptroller General of the United States: and OME Circular A-133, Audits of States, Loval Governments,
and Non-Profit Orgemizaiions. Those standards and OMB Cireular A-133 require that we plan and perform the
audit (o obtain reasonable assuranee about whether noncompliance with the types ol complianee requirements
referred 10 above that could have a ditcel and material effeet on a major federal program oceurred. An audit
includes examining, on a test basis, cvidence about HEA s compliinee with those requirements and performing
such other procedures as we considered ne ry in the eircumstances. We believe that our audit provid
reasonable husis Tor our opinion. Our audit does not provide a legal determination of HBA s compliance with those
reguirenents,

In eur opinion, HSA complicd, in all material respects, with the compliance requirements relerred o above that
could have a direct and material effeet on cach of its major federal programs for the year ended August 31,2011,

hiternal Control Over Compliance

Munagement of TISA i responsible for establishing and maintaining effective internzl control over compliance
witll the regquirements of laws, regulations, contracts and grants applicable to fuderal programs. In planning and
performing our audit, we considered HISA s internal control over compliance with the requirements that could have
a direet and material effeel on a major federal program (o determine the auditing procedures lor the purposc ol
expressing our opinien on complianee and (o (est and report an infemal control over complianes: in aceordimee witl
OMI3 Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal control aver
complianee. Accordingly, we do not express an opinion on the effeetiveness of HSA™s internal con(rol over
complianee.

A deficiency in internal contra over compliance exists when the design or opeeation ol a control over eomplianee
dows notaltew mamagenent or einployoes, i e nonmad gourse of pafoning el assigied fuiciions, (o preveit,
or deteet and correel. nongomplianee with s type of complianee requirement ofa federal program on atimely bas
A piterial weaknesy ininternal comtrol over eomplivnce is a deficiency, or combination of deficiencies, ininternal
control vver compliance, such that there Is o reasonable possibility that material nencomplignee with a type of
conmpliance requirement ol a federal progeam will not be prevented, or detected and corrected, on a timely basis,

Our consideration ol infernal control over complinnee was for the limited purpose described inthe first paragraph
ol this section and was nol designed o identily all deficieneies in infernal control aver compliance that might be
deliciencies, sipnifteant deliciencies, or material weaknesses, We did nol identily any deliciencies in internal
control over compliance that we consider to be material weaknesses, as defined above.

This repart s infended solely Tor the infomuation and use ol management, the Board of Directors, others within the
enlity, lederal awarding agencics, and pass-through entities and is not intended to be and should not be used by
anyone ather than these specilicd partics.

ey f
S &
Touston, TX :
[ecember 16, 2011

~Bl-
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COSMOS FOUNDATION, 1
SCHEDULE OF FINIINGS AND QUESTIONED CO8TS

FOR THE YEAR ENDED AUGUST 31, 201 ]

Summary of Audit Resultg

1. Unqualificd opinion issued on the financiat statements.
2. Omne significant deficiency wlich is u material weaknesses on inleral control over finaneial statements, Item 1.

3. No instanees of noncomplianee, which is material W (he fnancial statements

ses on infernal control over major lederal award

4. No significant deliciencies or material weaky
Prrograns.

5. Unqualified opinion issued on complimee with major federal award programns.

6. "I'he audit did not disclose any audit findings which are required 10 be reported under section 510 () of
OMRB A-131

7. Major programs:

DA Number

U.8. Department of Hduealion
Pagsed - Through Texas Hduealion Agency

Title 1, Part A* $4.010A
Title 1, Part A - ARRA? 44,3800
IDEA-B Formula® 84.027A
IDEA-B Formula-ARRA* R4.301A
Title X1V, SFSF-ARRA B4.394A

U.8, Department of Treasury
2010 QSCI Dirgel Subsidy Assistance 21020

# denoles cluster

§, A $300,000.00 threshold was used to distinguish between Fype A and Type B programs as deseribed in
section 320 {b) of OMB A-133.

9. Cosmos Foundation, Ine. docs not qualily us a low-risk avditee,

_87-

COSMOS FOUNDATION, INC.

NEDULEOF FINDINGS AND QUESTIONED COSTS

FORCPHE YEAR ENDED AUGUST 31,2011

Questiondd
Costs

Current Year Findings

L Recording of Financial Daty and Maintaining of General Ledger

Condifion:

During the audit, key [inancial entries had 10 be recorded 10 HSAs general Tedger to correst account balances.
Some prior year sudit adjustments were nol reversed properly, somo loan and related asscls transaction were not
recorded limely, construction payments had lo be acerued along with retainage on several projects, and sowc yeur-
end aceruals for aceonnts payable wore not posted. Based on vur observation, this condition oxists due to Tack of
qualificd senior accounting staff to handle the daily aceounting transactions and provide support to management.

Criteriat
HSA s transactions should be recorded in the manner required hy generally aceepted aceounting principles and
TEA s FASRG

Effect:

Without recording of key {inancial entrics, wnd proper coding, HSA may not have an accurate gencral ledger.
Wilhout correct general ledgers, management would have inaceurale information and would not be able o make
prudent decisions.

Recommendation:

We recommend that [ISA implement procedures and controls to provide for tmely r
{ransactions, month-end enteies and year-cnd closing entrics, We also reeommend that 118A restructure their
acgounting department and hire or obtain qualified senior staff expericneed in charter school and/or non-profit
accounting to assunie a supervisory role and provide support to the aceounting personnel.

cording of fnancial

(&

Statu
The 2011 Financial Audit prepared by the Gomez & Company was carcfully revicwed by the Superiniendent and
executive members of 1S A The finding wis noled and acknowledped by management, Three months prior fo end
of the audit year, the leadership of the 1ISA Central Office along wilh the board president started to take {he
following important actions (o address this finding. The Central Administration will continue to implement these
actions (iroughout the year to have successful financial operation.

o The Central Office and campus organizational structure were revised in regards 10 the [nancial operation
and communication between campuses and the eentral ollice,

»  Chief Finangiat Officer and several other key finaneiul managers were replaced with qualificd personnel.

o Additional stalT was hired for the {inancial department.

o Number of training hours for finance office personnel was increased (o acdequately addross the needs of

cmployees,
e Outside consulting firm hired Lo review (inance department and its op
e Financinl accounting software was replaced with more eifestive and efficient online system to address the
needs of HSA.

ration.

We strongly helieve that these actions will resolve the eurrent challenges on financial operation of Harmony Public
Schools, We will conlinuc o seck consultation to respond [ast growing needs of our organizations. The new CFO,
Mr. Yalein Akyildiz, will be in charge of implementing these changes in timely manoer,
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COSMOS FOUNDATION, INC.
COSMOS FOUNDATION, INC. SCURDULE OF EXPENDITURLS OF FEDERAL AWARDS

SCHEDULLE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS FORTHIE Y EAR ENDED AUCLUIST 31, 2011

Foderal CGirantor/ Federnl - Through

: T YT y : TUSTT 31, 2 o

FOR THE YEAR ENDED AUGUST 31, 2011 Tass - Through Ciranos/ CFA Khentifying Liederal
Progran Title Nurgber Nunibar Expenditures

L5 Deparien] of Cdueation
FOREIGN EANGUAGES ASSISTANCE 42931 12938000097 3

Summary Sehedule of Prior Year Findings
Total U5, Department of BEdueation

No audit findings ware noted as per section 300 () of OMB A-133 for the year ended

August 31,2010, $-0- LY. Depantiment of Tropsury
B 2010 QSCH DIRECT BUBSLDY ASSISTANCE 214020 . LBROJOS
Tontad U.8. Department of Treusury 1,580,105
1.5, Prparapgnt of Education
Trassed - Through Texos Edueation Apency:
TITLE L PART A IMPROVING DAS] §4.010A 1061010103 1503 1,340
TITLE T, PART A-IMPROVING RAS| 24.0100 1610101101846 5A4A%
TITLE [ PART A-IMPROVING BASI §4.010A TORIOT01] 61807 8.619
TIVLE L PART A-IMPROVING BAS] HEOIDA 1061G101272751% 3519
TEITEL PART A- IMPROVING BAST 80104 10610101 240804 17
ITILE L PART A-IMPROVING 1AS) BLO10A T161HOL015828 170,758
ITILE L PART A-IMPROVING BASI HANIOA 1161010103 1803 132,892
ITILE 1, PART A-IMPROVING RBASE B4OI0A TIGI0I01071R06 301467
ITILE L PART A-IMPROVING BASI S4010A HE10 1101846 726,614
TITLE L, PART A-IMPROVING BAST B4.010A TGO 101858 230,424
TUILE L PART A-IMPROVING BAS] R4010A TI6101G1IBIR62 91154
, PART A-IMPROVING BASI 84.010A LIG10RO 1152805 124,024
L PART A-IMPROVING BASI 54,0104 LLOIOLIOEIOTE0Y 230628
TLILE L, PART A-IMPROVING BAS] 84.010A (16101220813 277,594
TITLE L, PART A-IMFROVING BASI 34.000A 1161010122786 224816
PART A-IMPROVING BA%1 §4.010A 1610101240804 132,03
PART A - ARRASTIMULY 64.389A 1055100101 5528 4690
ART A - ARRASTIMULL 84.389A 1055100103 1503 2672
PARL A - ARRASTIMAILL 243890 L0351 01071808 107.067
PART A - ARRAZSTIMULL LUREETN 16551001t01846 260.276
PART A - ARRA/STIMUI L 843804 10551001 101858 51,507
121, PART A - ARRA/STIMUIL 84.389A F0331001 101862 18,954
TITLE L PART A - ARRASSTIMULL 843894 10551001152805 14,369
TITLEL PART A - ARRA/STIMULY 843894 10551001 161807 tA7s
TITLEL PART A - ARRASTIMULL $4.3804 10551001220813 43,612
TITLE ], PART A - ARRA/STIMUILU BA3B9A 10551001227816 15017
TITLE {, PAKT A - ARRASSTIMULLY B4.389A 10551001240504 4,993
[DEA-B FORMUTA 54.027A LLEGO00103T 5036000 61,576
[DEA- U FORMUILA 54.027A 1LG600010T1IR066000 110,265
TDEA-B FORMULA 84.027A 11660001 1013466000 384,521
IDEA-D FORMULA B1.027A 11660001 1018586000 182,971
IDEA-B FORMULA B4.027A 1660001 1018626000 15,821
IDE AT FORMULA B1.027A 116600011 528056000 103,890
IDEA [ FORMULA 840277 11650001 1618076000 L0
HIEA-D FORMULA 84.027A 11660001 2208136000 251879
IDEA-T FORMULA 84.007A 11600001 2278166000 37,296
IDEA-I3 FORMULA 84.027A 1166000 12405046000 52,913
IDLA-13 FORMULA B4U2TA 10660001240864600 § 4,122

KO- 0
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COSMOS FOUNDATION, (N COSMOS FOUNDATION, INC,

SCHEDULE OF EXPENIITURES OF FEDERAL AWARDS SCHEDULEOF EXPERINTURES OF FEDERAL AWARLS
FORTHE YEAR ENDED AUGLST 31, 2011 FOR THE YEAR ERDED AUGUST 31,2011
Federal Grantor? Fedleral Bass - hroagl Fedural Grantos! Foleral s - Flough
Puss - Through Gramlors CFhA Eatity Kemifying: Federal P - Threough Grantor! CITIA Entity Wenyifying Federal
Irogenm Title Numbar MNumnbee Liependitures Progrun Tithe Mumhr Nl _ Expenditures
1EA-B FORMULA XADTA 1H6E000 10T SKIRGO00 % 05005 LS Department of Agriculure
NIEA B FORMULA - ARRA REI01A 155400111 5828 Tased - Throngh Texie Pduemion Anecy
INEA-B FORMULLA - ARRA $4.301A 1055400 1671806 Fedural Foad Sarvier Renhasatient
IDEA-B FORMULA - ARRA $4I01A 10558001 [0 Xdts Selol Brok st Program (SHI) 10.553 R 5 BRIl
IEA-R FORMULA - ARRA BIJGIA 1AS001 101838 Natinnal Sehoal Lanch Pre-NSLE 141555 101001 4134k
IDEA-B FORMULA - ARKRA JERDIVY 15800110 [ Rn2 MNational Sehoot Lunch Pry [(.555 Tm 2.5
[DEA-B FORMLILA - ARRA ¥ 3IA 135001 152805 11,780 Totl ULE. Depariment of Agriculire 3,206,217
IDEA-8 FORMULA - ARRA 843017 0554001227816 0.040 -
IDEA-B FORMULA - ARRA S 301 A (IS5001227822 5007 Total Expenditures of Pedural Awards 0454
1DEA-B FORMULA - ARRA EERIIEN 1554001 240804 4381
TITLE IV, PART A-SAFE & LRUG-I teh IHOA 061001031803 3o
TITTE IV, PART A-SAFL & RUGH B4 THOA OGS 1001 10 458 Sdx
TITLE IV, PART A-SAFY & DRUG-| K4 IROA HIBHIO0T 161807 15
TITLE IV, PART A-SALL & DRUG- K4 IROA 1064100 | 22716 27
201611 PUBLIC CHARTER SCTOOL #4.242A 11549002 171001 176,349
UITLE I, PART D-ENITANCING KDL H31EN 1063000 1101858 208
ITTLL L, PART D ENHANCING EDU §4.318X 1630001220813 T
TUFLE L PART A-LEP R4365A HATI001101 846 26,122
TIVLE L PART A-TEACTIR & PRI 10684501 101546 B4
TITLE L PART A-TEACTIER & PRI 10654501 227516 2.505
TITLI L PART ASTEACTINR & PRI #4.307A 119430101 5525 T4t
TITLE AL PART ATFACTINR & PRI 54.307A 1694501031503 29, £01)
LITLLE L PART A-TEACHER & PRI %4.307A 1631801071506 43957
TIPLE ML PART A-TEACHER & PRI HAIGTA 11604501 101846 6002
TITLE I PART A-TEACTILR & PRI B436TA T1HBS01101854 103 ot
TITLE 1L PART A-TEAUTLER & PRI B4307A 11654501 101862 27 802
TITLE I, PART A-TEACHER & PRE R40TA L6450 [ 152805 REREE]
TIVLE 1L PART A-TEACTIER & PRI K4.307A 1Lead3s0 ] 161807 147,844
TEVLE L PART A-TEACHER & PRI H1307A 110G S01220813 72,447
TENLE L PART A TEACHER & PRI $4.307A JLOBIS012278 10 100,408
TECLE L PART A-TEACHER & PRI §1,367A 110t 501240804 24022
TITLEIL T TECHNGLOGY - ARRA §4.380A 10553001 101840 10,4953
TITLE L D TECHROLOGY - ARRA #4.340A 10553001 101858 [k
TIPLE L B TECTINGLOGY - ARRA #4.380A 1S53 227816 342
TTVLE XIV, 5151 - ARRA $4.394A 10537001 152805 59.500
TIPLE XIV, 5P5F - ARRA K4, 3944 TSST00D1 5828 120,199
E - ARRA K4, 2044 T1ESTR0 1031803 38950
NIV, SFSF - ARRA R4.204A TESSTRO10TISDD 27 844
ARRA RAIMA LISS7001 101340 451,454
ARRA B4I04A LT3ST001 101¥5K 217.631
ARKA K4504A 1557001 101862 31586
XIV. SFSF - ARRA $4.3944 1ESS7001 161807 62,770
2 XIVOBPEY  ARRA #4.394A 1IS57001220813 2R00KT
[ XIV_SFSE - ARRA §4,394A 1155700122781 214926
FXIVOSFSE - ARRA 84.394A 11557001 240804 60,238

Tetal 115, Department of Udusativn

1. 92
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COSMOS FOUNDATION, INC,
NOTES TO SCHEDULLE OF EXPENDUTURLS O FEDERAL AWARDS

PO THE YEAR ENDED AUGUST 31,2011

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES
Basis of Prescitation

The aceompanying schedule of federal awards (the Schedule) includes federal geant activily of HLISA under
programs of the federal government for the year ended August 31,2011 The information in thix Schedule is
presented in aceordanee with the requirements of OMI Cireular A- 133, Audits of States, Lovad Goveraments. aned
Non-Profit Oreenizations, Recause the Schedule presents only a selected portion of the operation of JISA, itis net
intended 1o and docs not present the linancial position, changes in ot assets or eash fJows ol HBA.

-93.
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ANDREWS 600 Travis, Suite 4200

Houston, Texas 77002

ATTORNEYS K U RT H LLp 713.220.4200 Phone

713.220.4285 Fax
andrewskurth.com

July 15, 2014

$101,555,000
CITY OF HOUSTON HIGHER EDUCATION FINANCE CORPORATION
EDUCATION REVENUE AND REFUNDING BONDS
(HARMONY PUBLIC SCHOOQOLYS)
SERIES 2014A

City of Houston Higher Education Finance Corporation
c/o Bracewell & Giuliani LLP

711 Louisiana Street, Suite 2300
Houston, Texas 77002

Regions Bank, as Trustee
1717 St. James Place, 5™ Floor
Houston, Texas 77056

Ladies and Gentlemen:

We have been engaged by Harmony Public Schools (formerly Cosmos Foundation, Inc.) (the
“Company”) to serve as bond counsel in connection with the issuance by the City of Houston Higher
Education Finance Corporation (the “Issuer”) of its Education Revenue and Refunding Bonds
(Harmony Public Schools) Series 2014A (the “Bonds”). The Bonds are issued pursuant to a Trust
Indenture and Security Agreement, dated as of July 1, 2014 (the “Trust Indenture”) by and between
the Issuer and Regions Bank, as trustee (the “Trustee”) and further secured by a promissory note
issued under the terms of the Master Trust Indenture and Security Agreement, dated as of May 1,
2007 (the “Master Indenture”), by and between Issuer and Regions Bank, as master trustee (the
“Master Trustee”), as supplemented from time to time through and including Supplemental Master
Trust Indenture No. 18, dated as of July 1, 2014 (the “Supplemental Indenture”), by and between the
Issuer and the Master Trustee (the Supplemental Indenture and together with the Master Indenture,
the “Master Indenture as Supplemented”). The proceeds of the Bonds will be loaned by the Issuer to
the Company, pursuant to a Loan Agreement, dated as of July 1, 2014 (the “Loan Agreement”) by
and between the Issuer and the Company. Under the Loan Agreement, the Company has agreed to
make payments to or for the account of the Issuer in amounts necessary to pay when due the principal
of, premium, if any, and interest on the Bonds. Such payments and the rights of the Issuer under the
Loan Agreement (except certain rights to indemnification, rebate payments and administrative fees)
and the Note (as defined below) are pledged and assigned by the Issuer under the Indenture to the
Trustee as security for the Bonds. A capitalized term not otherwise defined herein shall have the

Austin  Beijing Dallas Dubai Houston London New York Research Triangle Park The Woodlands Washington, DC
D-1
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meaning assigned to such term in the Master Indenture as Supplemented, the Trust Indenture and the
Loan Agreement. The Bonds are payable solely from the Trust Estate established under the Trust
Indenture.

We have acted as Bond Counsel for the sole purpose of rendering an opinion with respect to
(1) the legality and validity of the Bonds under the Constitution and laws of the State of Texas and
(ii) the exclusion of interest on the Bonds from gross income for federal income tax purposes. We
have not investigated or verified original proceedings, records, data or other material, but have relied
solely upon the transcript of certified proceedings described in the following paragraph. We have not
assumed any responsibility with respect to the financial condition or capabilities of the Issuer or the
Company or the disclosure thereof in connection with the offer and sale of the Bonds.

In our capacity as Bond Counsel, we have participated in the preparation of and have
examined a transcript of certified proceedings pertaining to the authorization and issuance of the
Bonds on which we have relied in giving our opinion. The transcript contains certified copies of
certain proceedings of the Board of Directors of the Company and the Board of Directors of the
Issuer, and certain certificates and other documents of representatives of the Issuer, the Trustee, the
Company, and of others. We have also examined such portions of the Constitution and statutes of the
State of Texas, and such applicable provisions of the Internal Revenue Code of 1986, as amended (the
“Code”), court decisions, regulations and published rulings of the Internal Revenue Service (the
“Service”), as we have deemed necessary for the purposes of this opinion.

In our capacity as Bond Counsel, we have examined certain proceedings pertaining to the
bonds that are being refunded by the Bonds (the “Refunded Bonds”) of the Board of Directors of the
Company, Regions Bank (the “Escrow Agent”) and the report (the “Report”) of Grant Thornton LLP,
which verifies the sufficiency of the deposits made with the Escrow Agent for the defeasance of the
Refunded Bonds and the mathematical accuracy of certain computations of the yield on the Bonds
and the obligations acquired with the proceeds of the Bonds and the firm banking and financial
arrangements for the discharge and final payment of the Refunded Bonds.

We have also examined such portions of the Constitution and statutes of the State of Texas,
and such applicable provisions of the Internal Revenue Code of 1986, as amended (the “Code”), court
decisions, regulations and published rulings of the Internal Revenue Service (the “Service”), as we
have deemed necessary for the purposes of this opinion.

As to questions of fact material to our opinion, we have relied, with your permission, upon
representations of the Issuer and the Company contained in the Trust Indenture and the Loan
Agreement, the certified proceedings and other certifications of public officials furnished to us, and
certifications, documents, and other information furnished to us by or on behalf of the Company, the
Issuer, Raymond James & Associates, Inc. and Jefferies LLC (the “Underwriters”), and others,
without undertaking to verify the same by independent investigation.
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We have assumed, with your permission, and without independent verification (i) the
genuineness of certificates, records and other documents and the accuracy and completeness of the
statements contained therein; (ii) the due authorization, execution and delivery of the Trust Indenture
by the Trustee, and the validity and binding effect of the Trust Indenture on the Trustee; (iii) that all
documents and certificates submitted to us as originals are accurate and complete; (iv) that all
documents and certificates submitted to us as copies are true and correct copies of the originals
thereof; and (v) that all information submitted to us was accurate and complete. No information has
come to our attention that is inconsistent with the material facts that have been certified by the Issuer,
the Company and others, and upon which we have relied in our opinions.

Based on the foregoing, and subject to the matters set forth herein, we are of the opinion that
under existing law:

1. The Trust Indenture has been duly authorized, executed and delivered by the Issuer
and is a legal, valid and binding obligation of the Issuer enforceable against the Issuer in accordance
with its terms. The Issuer has assigned its rights, title, and interest in and to the Series 2014A Note
(the “Note”), the Loan Agreement (except for certain rights of the Issuer to indemnification and
payment of its fees and expenses) and amounts on deposit or held for the credit of the funds and
accounts held by the Trustee pursuant to the terms of the Trust Indenture and all amounts held therein
(other than the Rebate Fund) and has granted a valid security interest therein, to the Trustee pursuant
to the Indenture as security for the Bonds. The Trust Indenture validly and effectively creates the
security interest that it purports to create and no additional instrument of conveyance, assignment, or
transfer is necessary to create such security interest. No filing or recording of any document not filed
or recorded is required as of this date to perfect or maintain the security interest created by the Trust
Indenture. The Master Indenture as Supplemented has been duly authorized, executed and delivered
by the Company and is a legal valid and binding obligation of the Company enforceable against the
Company in accordance with its terms. The Company has assigned its rights, title and interest in and
to the Adjusted Revenues (as defined in the Master Indenture as Supplemented) and has granted a
valid security interest therein to the Master Trustee pursuant to the Master Indenture as Supplemented
as security for the Note. The Master Indenture as Supplemented validly and effectively creates the
security interest that it purports to create and no additional instrument of conveyance, assignment or
transfer is necessary to create such security interest. No filing or recording of any document not filed
or recorded is required as of the date to perfect or maintain the security interest created by the Master
Indenture as Supplemented.

2. The Bonds have been duly authorized, executed, issued and delivered by the Issuer,
and are legal, valid and binding special obligations of the Issuer entitled to the benefits and security of
the Trust Indenture and that all conditions precedent provided in the Trust Indenture relating to the
authentication and delivery of the Bonds have occurred. The Bonds are limited obligations of the
Issuer payable solely from the Trust Estate under the Trust Indenture and the revenues derived
therefrom. The Bonds are not obligations of the City of Houston, Texas, nor of any political
corporation, subdivision or agency of the State of Texas.

D-3
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3. Interest on the Bonds is excludable from gross income of the holders of the Bonds for
federal income tax purposes under existing law and is not included in computing the alternative
minimum taxable income of individuals or, except as described below, corporations.

4, The Loan Agreement has been duly authorized, executed and delivered by the Issuer
and is a legal, valid and binding obligation of the Issuer enforceable against the Issuer in accordance
with its terms.

5. Upon the execution of the Note by the Company and the authentication thereof by the
Master Trustee, such Note will be the valid and binding obligations of the Company enforceable in
accordance with their terms.

6. The escrow agreement between the Company and the Escrow Agent (the “Escrow
Agreement”) has been duly executed and delivered and constitutes a binding and enforceable
agreement in accordance with its terms; the establishment of the Escrow Fund pursuant to the Escrow
Agreement and the deposit made therein constitute the making of firm banking and financial
arrangements for the discharge and final payment of the Refunded Bonds; in reliance upon the
accuracy of the calculations contained in the Report, the Refunded Bonds, having been discharged
and paid, are no longer outstanding and the lien on and pledge of Adjusted Revenues and the
Collateral described in the trust indentures associated with the Refunded Bonds will be appropriately
and legally defeased; the holders of the Refunded Bonds may obtain payment of the principal of,
redemption premium, if any, and interest in the Refunded Bonds only out of the funds provided
therefor now held in escrow for that purpose by the Escrow Agent pursuant to the terms of the
Escrow Agreement; and therefore the Refunded Bonds are deemed to be fully paid and no longer
outstanding, except for the purpose of being paid from the funds provided therefor in such Escrow
Agreement.

Interest on the Bonds owned by a corporation, other than an “S” corporation or a qualified
mutual fund, real estate investment trust (“REIT”), real estate mortgage investment conduit
(“REMIC”), or financial asset securitization investment trust (“FASIT”), will be included in such
corporation’s adjusted current earnings for purposes of calculating such corporation’s alternative
minimum taxable income. A corporation’s alternative minimum taxable income is the basis on which
the alternative minimum tax imposed by section 55 of the Code will be computed.

Except as stated above, we express no opinion as to any federal, state or local tax
consequences resulting from the ownership of, receipt of interest on or disposition of the Bonds.

The opinions expressed herein are limited to the extent that (i) the performance and
enforceability of the Trust Indenture, the Bonds and the Loan Agreement may be subject to applicable
bankruptcy, reorganization, moratorium or other similar laws affecting generally the enforcement of
creditors’ rights; (ii) general equitable principles may limit the availability of equitable remedies,
including, but not limited to, the remedy of specific performance; and (iii) the enforceability of
provisions relating to indemnification may be limited by public policy or applicable securities law.

D-4
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In rendering these opinions, we have relied, with your permission, on, among other things,
certificates signed by officers of the Issuer, the Company and the Underwriters with respect to certain
material facts, estimates and expectations which are solely within the knowledge of the Issuer, the
Company and the Underwriters, respectively, and which we have not independently verified. In
addition, in rendering the opinions set forth in paragraph 3, we have assumed continuing compliance
with the covenants in the Loan Agreement and the Trust Indenture pertaining to those sections of the
Code that affect the status of the Company as an organization described in Section 501(c)(3) of the
Code and the exclusion from gross income of interest on the Bonds for federal income tax purposes.
If the certificates upon which we have relied are determined to be inaccurate or incomplete, or the
Issuer or the Company fails to comply with such covenants, interest on the Bonds could become
includable in gross income from the date of their original delivery, regardless of the date on which the
event causing such inclusion occurs.

Owners of the Bonds should be aware that the ownership of tax-exempt obligations may
result in collateral federal income tax consequences to financial institutions, life insurance and
property and casualty insurance companies, certain foreign corporations doing business in the United
States of America, certain S corporations with Subchapter C earnings and profits, individual
recipients of Social Security or Railroad Retirement benefits, taxpayers who may be deemed to have
incurred or continued indebtedness to purchase or carry tax-exempt obligations and individuals
otherwise qualifying for the earned income tax credit.

The opinions expressed herein are not a guarantee of result and are not binding on the
Service; rather, such opinions represent our legal judgment based upon our review of existing law and
in reliance upon the representations and covenants referenced above that we deem relevant to such
opinions. The Service has an ongoing audit program to determine compliance with rules that relate to
whether interest on state or local obligations is includable in gross income for federal income tax
purposes. No assurance can be given as to whether or not the Service will commence an audit of the
Bonds. If an audit is commenced, in accordance with its current published procedures, the Service is
likely to treat the Issuer as the taxpayer. We observe that the Company has covenanted in the Loan
Agreement not to take any action, or omit to take any action within its control, that if taken or
omitted, respectively, would adversely affect the excludability of interest on the Bonds from gross
income for federal income tax purposes.

The foregoing opinions speak only as of the date hereof and only in connection with the
Bonds and may not be applied to any other transaction. We do not undertake to advise you of matters
which may come to our attention subsequent to the date hereof that may affect our legal opinion and
conclusions expressed herein. Further, the foregoing opinions are specifically limited to the laws of
the State of Texas and, to the extent applicable, the federal laws of the United States of America.

Very truly yours,

D-5
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APPENDIX E

CONTINUING DISCLOSURE AGREEMENT

This Continuing Disclosure Agreement, dated as of July 1, 2014 (the “Continuing Disclosure Agreement”),
is executed and delivered by and among Harmony Public Schools, a Texas non-profit corporation (the “Borrower”)
and Regions Banks, as dissemination agent (the “Dissemination Agent”), in connection with the issuance by City of
Houston Higher Education Finance Corporation (the “Issuer”) of its $101,555,000 Education Revenue and Refunding
Bonds (Harmony Public Schools), Series 2014A (the “Bonds”). The Bonds are being issued pursuant to a Trust
Indenture and Security Agreement, dated as of July 1, 2014 (the “Bond Indenture”) between the Issuer and Regions
Bank, as trustee (the “Trustee”). The proceeds of the sale of the Bonds will be loaned to the Borrower pursuant to the
terms of a Loan Agreement, dated as of July 1, 2014 (the “Loan Agreement”). Capitalized terms used but not otherwise
defined herein shall have the meanings assigned to them in the Bond Indenture and the Loan Agreement.

Section 1. Purpose of Agreement

Inasmuch as the Bonds are limited obligations of the Issuer, no financial or operating data concerning it is
material to any decision to purchase, hold or sell the Bonds, and the Issuer has not covenanted to provide such
information. The Borrower has undertaken all responsibilities for any continuing disclosure to holders of the Bonds
as described herein.

This Continuing Disclosure Agreement is being executed and delivered by the Borrower for the benefit of
the registered owners of the Bonds (for such purpose beneficial owners of the Bonds shall also be considered registered
owners of the Bonds) and to assist Raymond James and Associates, Inc., or its successors in interest, and Jefferies
LLC (the “Underwriters”) in complying with paragraph (b)(5) of Securities and Exchange Commission (“SEC”) Rule
15¢2-12 (17 C.F.R. § 240.15¢2-12) (the “Rule”). This Continuing Disclosure Agreement constitutes the written
undertaking required by the Rule. Each and every filing made hereunder shall be disseminated by transmission to the
Municipal Securities Rulemaking Board (the “MSRB”) through the Electronic Municipal Market Access (“EMMA”)
System at www.emma.msrb.org or any successor system that the MSRB may prescribe. Such filings will be in the
format and will be accompanied by the identifying information prescribed by the MSRB.

Section 2. Defined Terms

“Annual Report” means the reports required to be provided pursuant to Section 3 hereof.
“Interim Report” means the reports required to be provided pursuant to Section 4 hereof.
“Official Statement” means the Official Statement dated July 2, 2014 pertaining to the Bonds.
Section 3. Annual Reports

Each year, the Borrower shall cause the Dissemination Agent to provide for dissemination in the manner
required under this Continuing Disclosure Agreement, within six months after the end of the immediately preceding
fiscal year, commencing with the fiscal year ending June 30, 2014, an Annual Report for the immediately preceding
fiscal year which shall include all annual information pertinent to such fiscal year as provided below:

(1) Audited Financials: Each Annual Report shall include a copy of the Borrower’s annual audited
financial statements for the immediately preceding fiscal year, together with a copy of any accompanying management
letter and a copy of the accompanying audit report; provided, however, that such annual audited financial statements
may be submitted separately from the balance of the Annual Report and that, if such audited financial statements are
not available within six months of the end of the immediately preceding fiscal year, then the Borrower shall provide
unaudited financial statements by that date and shall subsequently provide the pertinent audited financial statements
as soon as they become available. Such financial statements shall be prepared in accordance with the accounting
principles prescribed by the Texas State Board of Education or such other accounting principles as the Borrower may
be required to employ from time to time pursuant to State law or regulation. In addition, the Annual Report shall
include a calculation of (a) the Borrower’s Debt Service Coverage Ratio required by Section 5.8 of the Loan

E-1



Agreement, (b) the Operating Reserves required to be maintained in accordance with Section 5.11 of the Loan
Agreement, and (c) shall identify the amount of unrestricted cash and cash equivalents held at the end of each fiscal
year.

(i1) Updated Table Data from Appendix B to the Official Statement. Each Annual Report shall include
updated financial information and operating data with respect to the Borrower of the general type included in Appendix
B to the Official Statement including in the following tables, but subject to adjustments as may be noted below:

(1) TABLE 1: CHARTER SCHOOLS;
(i1) TABLE 5: PROFESSIONAL STAFF AND FACULTY;

(ii1) TABLE 6: HISTORICAL AND FUTURE PROJECTED ENROLLMENT, provided, however, that
only historical data will be provided;

(iv) TABLE 7: WAITING LIST DATA,;
v) TABLE 8: STUDENT RETENTION DATA; and
(vi) TABLE 10: ACCOUNTABILITY RATINGS.

Each Annual Report may be submitted as a single document or as separate documents comprising a package,
and may include by specific reference other information provided pursuant to this Continuing Disclosure Agreement.
If the Borrower fails to provide any Annual Report within the time periods required hereby, then the Borrower shall
promptly send a notice of such failure to the Dissemination Agent and the Dissemination Agent shall promptly file
such notice with the MSRB. So long as any bonds issued for the benefit of the Borrower remain outstanding, if the
Borrower changes its fiscal year, it shall provide notice of such event prior to the next date by which the Borrower
otherwise would be required to provide financial information and operating data pursuant to this section.

Section 4. Interim Reports

The Borrower intends to voluntarily cause the Dissemination Agent to provide Interim Reports, consisting
of copies of:

(1) quarterly, unaudited income statements and balance sheets within sixty days of the end of each fiscal
quarter; and

(i1) the Borrower’s annual fiscal year budget within sixty days of the commencement of each fiscal year.

Each Interim Report may be submitted as a single document or as separate documents comprising a package,
and may include by specific reference other information provided pursuant to this Agreement. The interim reports
shall be in the form shown in the Official Statement and shall include a comparison of budgeted and actual results. If
the Borrower does not provide the interim information contemplated by clause (i) or (ii) of this Section, it shall not
constitute a failure hereunder and shall not give rise to a requirement to provide notice to the MSRB or otherwise.

Section 5. Material Events
The Borrower agrees to provide or cause to be provided, in a timely manner (but not in excess of ten business

days after the occurrence of the event), notice of the occurrence of any of the following events with respect to the
Bonds (“Reportable Events™):

(a) principal and interest payment delinquencies;

(b) nonpayment related defaults, if material;

(c) unscheduled draws on debt service reserves reflecting financial difficulties;
(d) unscheduled draws on credit enhancements reflecting financial difficulties;
(e) substitution of credit or liquidity providers, or their failure to perform;
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® adverse tax opinions or the issuance by the Internal Revenue Service of proposed or final
determinations of taxability, Notices of Proposed Issue (IRS Form 5701-TEB) or other material notices or
determinations with respect to the tax-exempt status of the Bonds, or other events affecting the tax-exempt status of
the Bonds;

(g) modifications to rights of the Registered Owners, if material;

(h) Bond calls, if material (other than mandatory sinking fund redemptions), and tender offers;
(1) defeasances;

)] release, substitution, or sale of property securing repayment of the Bonds, if material;

(k) rating changes;
Q) bankruptcy, insolvency, receivership or similar event of the Borrower;

(m) the consummation of a merger, consolidation, or acquisition involving the Borrower or the sale of
all or substantially all of the assets of the Borrower, other than in the ordinary course of business, the entry into a
definitive agreement relating to any such actions, other than pursuant to its terms, if material; and

(n) appointment of a successor or additional trustee or the change of the name of a trustee, if material.

Each material event notice shall be so captioned and shall prominently state the date, title and (to the extent
less than all of the Bonds are affected by the related material event) CUSIP numbers of the Bonds.

The Borrower may from time to time choose to provide notice of the occurrence of certain other events, in
addition to those listed above, but the Borrower does not undertake any commitment to provide such notice of any
event except those events listed above.

Section 6. Annual Investor Call

The Borrower intends to hold an annual investor call for the purpose of reviewing the previous year’s
financial results. Such investor call shall be preceded by notice of such call filed by the Dissemination Agent with
EMMA at least seven days in advance of such call, and shall be held within 30 days of the filing of the Annual Report.
If the Borrower fails to conduct the annual investor call within the time period required hereby, it shall not constitute
a failure hereunder, and it shall not give rise to a requirement to provide notice to the MSRB or otherwise.

Section 7. Dissemination Agent; Initial Dissemination Agent

The Borrower has engaged the Dissemination Agent to assist it in disseminating information hereunder. At
least 30 calendar days prior to the due date of any Annual Report or Interim Report, the Dissemination Agent shall
notify the Borrower of its obligation to file such Annual Report or Interim Report. The Borrower shall be responsible
for the content and preparation of the Annual Report, the Interim Report and Reportable Event reports (collectively,
the “Reports”). The Reports shall be delivered in electronic form suitable to be filed with the MSRB in accordance
with its procedures, and shall be deemed to have been delivered upon receipt of electronic mail thereof. The period
of review of the Reports by the Dissemination Agent shall commence at the time of such delivery. Until further notice
is given by the Dissemination Agent, the email address to which the Reports shall be sent is doug.milner@regions.com
and doloris.lynch@regions.com. The Borrower shall send the Reports required by this Continuing Disclosure
Agreement to the Dissemination Agent at least 5 business days prior to the date on which such Reports are required
to be disseminated by the Dissemination Agent as provided herein. If such Report is an Annual Report, it shall contain
the information specified under the caption Annual Report in Appendix A. If such Report is an Interim Report, it
shall contain the information specified under the caption Interim Report in Appendix A. If such Report is a Reportable
Event Report, the Borrower shall specify the Reportable Event. Unless otherwise agreed to, the Dissemination Agent
shall, as soon as practicable but not later than 3 business days of receipt of the Annual Reports and Interim Reports
review the Annual Reports and Interim Reports to confirm that each of them contains the items under the applicable
caption. Ifthe Dissemination Agent determines that an item has not been so included, it will promptly deliver a written
request to the Borrower for such item. The Dissemination Agent shall not be responsible for the content of the Reports.
The Dissemination Agent shall not be responsible for the failure of the Borrower to provide any the Reports or the

E-3



failure of the Brower to respond to a request for an item in any Annual or Interim Report. The Dissemination Agent
shall forward the Reports to (i) the MSRB, as described herein and (ii) any Registered or Beneficial Owner of the
Bonds who requests such information in writing to the Dissemination Agent or the Borrower.

The initial Dissemination Agent shall be Regions Bank. The Borrower may discharge the Dissemination
Agent or any successor Dissemination Agent, but in such event shall take steps necessary to appoint a successor
Dissemination Agent who shall be responsible for undertaking all responsibilities of Dissemination hereunder.

The Dissemination Agent will not have any fiduciary duties nor will it have responsibilities or obligations
other than those expressly assumed by it in this Continuing Disclosure Agreement. No implied covenants, functions,
responsibilities, duties, obligations or liabilities shall be read into this Continuing Disclosure Agreement or otherwise
exist against the Dissemination Agent. Without limiting the generality of the foregoing sentences, the use of the term
“agent” in this Agreement with reference to the Dissemination Agent is not intended to connote any fiduciary or other
implied (or express) obligations arising under agency doctrine of any applicable law. Instead, such term is used merely
as a matter of market custom, and is intended to create or reflect only an administrative relationship between
independent contracting parties.

If the Borrower does not provide to the Dissemination Agent a copy of an Annual Report or an Interim Report
by the applicable dates required herein or an item as described herein relating to such Report, the Dissemination Agent
shall send a notice to the MSRB, the Borrower and the Participating Underwriter in substantially the form attached as
Exhibit B. If the Borrower files any report directly with MSRB, the Borrower shall promptly provide the
Dissemination Agent with a certificate or other documentation reasonably required by the Dissemination Agent that
the filing of such report was made in a timely manner on or before the date required herein (or if not as of such date,
specifying the date of filing) and that such filing contained the information required by this Disclosure Agreement.

The Borrower agrees to indemnify and save the Dissemination Agent, its officers, directors, employees and
agents, harmless against any loss, fees, expenses and liabilities which it may incur arising out of the disclosure of
information pursuant to this Continuing Disclosure Agreement or arising out of or in the exercise or performance of
their powers and duties hereunder, including the costs and expenses (including attorneys fees) of defending against
any claim of liability, but excluding liabilities due to the Dissemination Agent’s gross negligence or willful
misconduct, as the case may be. The obligations of the Borrower under this Section shall survive resignation or
removal of the Dissemination Agent, termination of this Agreement and payment of the Bonds. The indemnification
of the Dissemination Agent and as provided in this Section shall remain in full force and effect if losses directly
or indirectly result from, arises out of, or relate to, or is asserted to have resulted from arisen out of or related
to, the sole or contributory negligence of any of the Dissemination Agent, but not the gross or willful misconduct
of the Dissemination Agent.

Section 8. Termination of Obligations

Pursuant to paragraph (b)(5)(iii) of the Rule, the obligation of the Borrower to provide financial and operating
information of the Borrower and notices of material events, as set forth herein, shall terminate if and when the
Borrower no longer remains an obligated person with respect to the Bonds, which shall occur upon either payment of
the Bonds in full or the legal defeasance of the Bonds in accordance with the Bond Indenture.

Section 9. Enforceability and Remedies

This Continuing Disclosure Agreement is intended to be for the sole benefit of the Trustee, the Underwriters
and the registered owners of the Bonds (for such purpose beneficial owners of the Bonds shall also be considered
registered owners of the Bonds) and shall create no rights in any other person or entity.

This Continuing Disclosure Agreement shall be enforceable by or on behalf of any registered owner of the
Bonds. This Continuing Disclosure Agreement is also enforceable on behalf of the registered owners of the Bonds
by the Trustee, and the Trustee may, and upon the written direction of the registered owners of not less than 25% of
the aggregate outstanding principal amount of the Bonds or an Underwriter for the Bonds shall, proceed to protect and
enforce the rights of the registered owners of the Bonds pursuant to this Continuing Disclosure Agreement; provided
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that in all cases the Trustee shall be entitled to the indemnification and other provisions of the Bond Indenture with
regard to any actions, and prior to proceeding at the request or direction of the Underwriter the Trustee may require
the same types of indemnification and related protections from the Underwriter to which the Trustee would otherwise
be entitled under the Bond Indenture if so requested or directed by the registered owners.

Any failure by the Borrower to comply with the provisions of this Continuing Disclosure Agreement shall
not be an Event of Default under the Loan Agreement or the Bond Indenture. The registered owner’s and the Trustee’s
rights to enforce the provisions of this Continuing Disclosure Agreement shall be limited solely to a right, by action
in mandamus or for specific performance, to compel the Borrower to perform under this Continuing Disclosure
Agreement, and their directors, officers and employees shall incur no liability under this Continuing Disclosure
Agreement by reason of any act or failure to act hereunder. Without limiting the generality of the foregoing, neither
the commencement nor the successful completion of an action to compel performance under this Section shall entitle
the Trustee or any other person to attorneys’ fees, financial damages of any sort or any other relief other than an order
or injunction compelling performance.

Section 10. Amendment

Notwithstanding any other provision of this Continuing Disclosure Agreement, the Borrower and the
Dissemination Agent may amend this Continuing Disclosure Agreement, and any provision of this Continuing
Disclosure Agreement may be waived, without the consent of the registered owners but with the consent of the Trustee,
under the following conditions:

(a) The amendment or waiver may only be made in connection with a change in circumstances that
arises from a change in legal requirements, change in law or change in the identity, nature or status of the Borrower,
or type of business conducted;

(b) This Continuing Disclosure Agreement, as amended or with the provision so waived, would have
complied with the requirements of the Rule at the time of the primary offering, after taking into account any
amendments or interpretations of the Rule, as well as any change in circumstances; and

(c) The amendment or waiver does not materially impair the interest of registered owners of the Bonds,
as determined either by parties unaffiliated with the Borrower (which shall include nationally recognized bond
counsel, or any other party determined by such counsel to be unaffiliated), or by approving vote of registered owners
of the Bonds.

The Borrower shall provide notice of each amendment or waiver for dissemination in the manner specified
herein. The initial annual financial or operating information provided by the Borrower after the amendment or waiver

shall explain, in narrative form, the reasons for the amendment or waiver and the effect of the change in the type of
operating data or financial information being provided.

[Remainder of Page Intentionally Left Blank)
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Section 11. Counterparts

This Continuing Disclosure Agreement may be executed in several counterparts, each of which shall be an
original and all of which shall constitute one instrument.

IN WITNESS WHEREOF, we have set our hands as of the date set forth above.

HARMONY PUBLIC SCHOOLS

By:
Title:

REGIONS BANK
as Dissemination Agent

By:
Title:
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EXHIBIT A

Regions Bank, Dissemination Agent
[Address]

Re: Continuing Disclosure Agreement between Harmony Public Schools and Regions Banks, as Dissemination
Agent

Pursuant to the Agreement referred to above the following is delivered to you for filing pursuant to the terms of the
Agreement: (Check documents being delivered):

Annual Report
. audited financial statements for the immediately preceding fiscal year;
. copy of any accompanying management letter; and
. copy of the accompanying audit report.
. Updated Table Data from Appendix B to the Official Statement including updated financial

information and operating data with respect to the Borrower of the general type included in
Appendix B to the Official Statement.

) TABLE 1: CHARTER SCHOOLS;
o TABLE 5: PROFESSIONAL STAFF AND FACULTY;
. TABLE 6: HISTORICAL AND FUTURE PROJECTED ENROLLMENT,
o TABLE 7: WAITING LIST DATA,;
. TABLE 8: STUDENT RETENTION DATA; and
. TABLE 10: ACCOUNTABILITY RATINGS.
Interim Reports
. quarterly, unaudited income statements and balance sheets within sixty days of the end of each

fiscal quarter; and

. the Borrower’s annual fiscal year budget within sixty days of the commencement of each fiscal
year.
Event Report
Specify
Very truly yours:

HARMONY PUBLIC SCHOOLS

By:

Name:
Title.
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EXHIBIT B

NOTICE TO MSRB OF FAILURE TO FILE REPORT
Issuer:
Issue:
Borrower:
Dissemination Agent: Regions Bank
Participating Underwriter:
Date of Issue:

NOTICE IS HERBY GIVEN that Harmony Public Schools has not provided the [Annual Report] [Interim Report]
with respect to the above-specified Bonds as required by the Continuing Disclosure Agreement, dated as of
, by an between the Borrower, Harmony Public Schools and the Dissemination Agent

DATED:

REGIONS BANK

By:
Name:
Title:
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APPENDIX F

EXCERPTS OF THE MASTER INDENTURE, THE BOND
INDENTURE AND THE LOAN AGREEMENT

The following are selected provisions of certain of the financing documents relating to the Bonds. These excerpts should be
qualified by reference to other portions of such financing documents referred to elsewhere in this Official Statement, and all
references and summaries pertaining to such financing documents in this Official Statement are, separately and in whole,
qualified by reference to the exact terms of such financing documents, copies of which may be obtained from the Issuer or
Harmony Public Schools. Section and article references contained in the following excerpts are to sections and articles, as
appropriate, contained in the respective financing document excerpted below. Provisions included herein are in substantially
final form, but may change prior to closing and may thereafter be amended in accordance with the respective terms of the

financing documents.
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MASTER TRUST INDENTURE
GRANTING CLAUSES

In order to declare the terms and conditions upon which Notes are to be authenticated, issued and delivered, and to
secure the payment of Notes and the performance and observance of all of the covenants and conditions herein or therein
contained, and in consideration of the premises, of the purchase and acceptance of Notes by the Holders thereof and of the sum of
One Dollar to them duly paid by the Master Trustee at the execution of these presents, the receipt and sufficiency of which is
hereby acknowledged, the Company has executed and delivered this Master Indenture and by these presents does hereby convey,
grant, assign, transfer, pledge, set over, confirm and grant a security interest in and to the Master Trustee, its successor or
successors and its or their assigns forever, all and singular the property, real and personal, hereinafter described (said property
being herein sometimes referred to as the “Trust Estate”) to wit:

(a) all Adjusted Revenues of the Company except and excluding all such items, whether now
owned or hereafter acquired by the Company, which by their terms or by reason of applicable law would
become void or voidable if granted, assigned, or pledged hereunder by the Company, or which cannot be
granted, pledged, or assigned hereunder without the consent of other parties whose consent is not secured, or
without subjecting the Master Trustee to a liability not otherwise contemplated by the provisions hereof, or
which otherwise may not be, or are not, hereby lawfully and effectively granted, pledged, and assigned by the
Company, provided that the Company may subject to the lien hereof any such excepted property, whereupon
the same shall cease to be excepted property;

(b) all moneys and securities, if any, at any time held by the Master Trustee in the Revenue
Fund and any other fund or account established under the terms of this Master Indenture, or held by other
banks or fiduciary institutions which are collaterally assigned to the Master Trustee as security for the Notes
including the depository account specified in the Deposit Account Control Agreement and all securities,
financial assets (as defined in Section 8-102(a)(9) of the UCC) and securities entitlements (within the
meaning of Section 8-102(a)(17) of the UCC) and, with respect to Book-Entry Securities, in the applicable
Federal Book Entry Regulations, carried in or credited to such fund or account;

() all accounts, bank accounts, general intangibles, Contract Rights, and related rights of the
Company (each as defined in the UCC), whether now owned or hereafter acquired or arising and wherever
located,

(d) any and all other property of every kind and nature from time to time hereafter, by

delivery or by writing of any kind, conveyed, pledged, assigned or transferred as additional security
hereunder by the Company or by anyone on its behalf to the Master Trustee, subject to the terms thereof,
including without limitation, funds of the Company held by the Master Trustee as security for the Notes;

(e) the lien of the Deed of Trust (as hereinafter defined);
® the lien of the Leasehold Mortgage (as hereinafter defined); and
(2) proceeds of the foregoing, including cash proceeds and cash equivalents, products,

accessions and replacements.

In addition to the foregoing, the “Trust Estate” includes all goods, documents, instruments, tangible and electronic
chattel paper, letter of credit rights, investment property, accounts, deposit accounts, general intangibles (including payment
intangibles and software), money and other items of personal property, including proceeds (as each such term is defined in the
UCC) which constitute any of the property described in the foregoing Granting Clauses.

TO HAVE AND TO HOLD IN TRUST, upon the terms herein set forth, subject to Section 210 hereof, for the equal
and proportionate benefit, security, and protection of all Holders of the Notes issued under and secured by this Master Indenture
without privilege, priority or distinction as to the lien or otherwise of any of the Notes over any other; provided, however, that if
the Company shall pay, or cause to be paid, the principal of the Notes or the obligations secured thereby and the redemption or
prepayment premium, if any, and the interest and any other amounts due or to become due thereon in full at the times and in the
manner mentioned in the Notes according to the true intent and meaning thereof, and the Company shall keep, perform and
observe all the covenants and conditions pursuant to the terms of this Master Indenture to be kept, performed and observed by it,
and shall pay or cause to be paid to the Master Trustee all sums of money due or to become due to it in accordance with the terms
and provisions hereof, then upon such final payment this Master Indenture and the rights hereby granted and the restrictions
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hereby incurred shall cease, determine and be void; otherwise this Master Indenture shall be and remain in full force and effect.
Notwithstanding anything in this Master Indenture to the contrary, when all of the Notes are no longer Outstanding, the Master
Trustee may execute a release of the lien of this Master Indenture on the Deed of Trust and any property of the Company
encumbered thereby.

NOW, THEREFORE, in consideration of the premises, the Company covenants and agrees with the Master Trustee, for
the equal and proportionate benefit of the respective Holders from time to time of the Notes, as follows:

ARTICLE I
DEFINITIONS

“Accountant” means a Person engaged in the practice of accounting who is a certified public
accountant and who (except as otherwise expressly provided herein) may be employed by or affiliated with
the Company.

“Adjusted Revenues” means, for any period of calculation, the total of all operating and
nonoperating revenues of the Company, including but not limited to State Revenues, federal and local funds
for school lunches and other food programs, special education, and transportation, including accounts
receivable and rights to receive the same plus investment and other income or loss of the Company for such
period; provided, however, that no determination thereof shall take into account (a) income derived from
Defeasance Obligations that are irrevocably deposited in escrow to pay the principal of or interest on Debt or
Related Bonds, (b) any gains or losses resulting from the early extinguishment of Debt, the sale, exchange or
other disposition of Property not in the ordinary course of business, or the reappraisal, reevaluation or write-
up of assets, or any other extraordinary gains or losses, (c) gifts, grants (excluding grants from the State),
bequests or donations and income thereon restricted as to use by the donor or grantor for a purpose
inconsistent with the payment of debt service on Debt or Related Bonds or Notes (i.e., unrelated to the
purposes for which such obligations were issued), (d) net unrealized gain (losses) on investments and
Financial Products Agreements and (e) proceeds of borrowing. Notwithstanding any provision herein to the
contrary, State Revenues received by each of the Borrower’s campuses will be used in accordance with
Section 12.107(a) of the Texas Education Code, as amended.

“Annual Debt Service Requirements” of any specified Person means, for any Fiscal Year, the
principal of (and premium, if any) and interest and other debt service charges (which include for purposes
hereof, any fees or premiums for any letter of credit, surety bond, policy of insurance, bond purchase
agreement, or any similar credit or liquidity support secured in connection therewith) on all Long Term Debt
of such Person coming due at Maturity or Stated Maturity, and, for such purposes, any one or more of the
following rules shall apply:

(a) Committed Take Out - if such Person has received a binding commitment, within normal
commercial practice, from any bank, savings and loan association, insurance company, or similar institution
to refund or purchase any of its Long Term Debt at its Stated Maturity (or, if due on demand, or payable in
respect of any required purchase of such Debt by such Person, at any date on which demand may be made),
then the portion of the Long Term Debt committed to be refunded or purchased shall be excluded from such
calculation and the principal of (and premium, if any) and interest on the Long Term Debt incurred for such
refunding or purchase that would be due in the Fiscal Year for which the calculation is being made, if
incurred at the Maturity or purchase date of the Long Term Debt to be refunded or purchased, shall be added;

(b) Pro Forma Refunding - in the case of Balloon Debt, if the Person obligated thereon shall
deliver to the Master Trustee a certificate of a nationally recognized firm of investment bankers or financial
consultants dated within 90 days prior to the date of delivery of such certificate to the Master Trustee stating
that financing at a stated interest rate (which shall not be less than the Bond Buyer Revenue Bond Index or, if
the Bond Buyer Revenue Bond Index is unavailable, a comparable index acceptable to any Bond Insurer of a
majority of Related Bonds Outstanding) with a Stated Maturity not greater than 30 years is reasonably
attainable (and such opinion is reasonably acceptable to acceptable to any Bond Insurer of a majority of
Related Bonds Outstanding) on the date of such certificate to refund any of such Balloon Debt, then for the
purpose of calculating what future annual debt service requirements will be, any installment of principal of
(and premium, if any) and interest and other debt service charges on such Balloon Debt that could so be
refunded shall be excluded from such calculation and the principal plus interest of the refunding debt shall be
evenly allocated over the life of the refunding debt with equal principal payments plus interest deemed due
each year but solely for the purpose of spreading the principal requirements for calculation of coverage;
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() Prefunded Payments - principal of (and premium, if any) and interest and other debt
service charges on Debt, or portions thereof, shall not be included in the computation of the Annual Debt
Service Requirements for any Fiscal Year for which such principal, premium, interest, or other debt service
charges are payable from funds irrevocably deposited or set aside in trust for the payment thereof at the time
of such calculations (including without limitation capitalized interest and accrued interest so deposited or set
aside in trust or escrowed with the Master Trustee or another Independent Person approved by the Master
Trustee);

(d) Variable Rate Debt - as to any Debt that bears interest at a variable interest rate which
cannot be ascertained at the time of calculation, an interest rate equal to the greater of an annual interest rate
equal to the Bond Buyer Revenue Bond Index (or, if the Bond Buyer Revenue Bond Index is unavailable, a
comparable index chosen by ACA) and the weighted average rate of interest born by such Debt (or other
indebtedness of comparable credit quality, maturity and purchase terms in the event that such Debt was not
outstanding) during the preceding Fiscal Year (or any period of comparable length ending within 180 days)
prior to the date of calculation shall be presumed to apply for all future dates and the principal shall be evenly
allocated over the life of the Bond issue with an equal amount of principal deemed due each year but solely
for the purpose of spreading the principal requirements for calculation of coverage;

(e) Contingent Obligations - in the case of any guarantees or other Debt described in clause
(3) of the definition of Debt, the principal of (and premium, if any) and interest and other debt service
charges on such Debt for any Fiscal Year shall be deemed to be 25% of the principal of (and premium, if any)
and interest and other debt service charges on the indebtedness guaranteed due in such Fiscal Year; provided,
however, that if the Person which guarantees or is otherwise obligated in respect of such Debt is actually
required to make any payment in respect of such Debt, the total amount payable by such Person in respect of
such guarantee or other obligation in such Fiscal Year shall be included in any computation of the Annual
Debt Service Requirements of such Person for such year and the amount payable by such Person in respect of
such guarantee or other obligation in any future Fiscal Year shall be included in any computation of the
estimated Annual Debt Service Requirements for such Fiscal Year; and

) Financial Products - in the event there shall have been issued or entered into in respect of
all or a portion of any Debt a Financial Products Agreement with respect to Long Term Debt, interest on such
Long Term Debt shall be included in the calculation of Annual Debt Service Requirements by including for
such period an amount equal to the amount payable on such Long Term Debt in such period at the rate or
rates stated in such Long Term Debt plus any payments payable by such Person in respect of such Financial
Products Agreement minus any payments receivable by such Person in respect of such Financial Products
Agreement, as calculated by the Financial Advisor to the Company.

“Authorized Denominations” means the amounts, if any, set forth therefor in the Supplemental
Indenture authorizing any series of Notes.

“Authorized Representative” means the Associate Superintendent and CFO of the Company, or any
other person duly appointed by the Governing Body of the Company to act on behalf of the Company, each
as evidenced by a written certificate furnished to the Master Trustee and any Bond Insurer containing the
specimen signature of such person or persons and signed on behalf of the Company by an authorized officer
of the Company. The Master Trustee and any Bond Insurer may rely on such written certificate until it is
given written notice to the contrary.

“Available Revenues” means, for any period of determination thereof, the amount of excess
(deficit) of Adjusted Revenues over Expenses for such period, plus any gifts, grants, requests or donations
and income thereon restricted as to use by the donor or grantor for the sole purpose of paying Expenses of the
Company, but less: (a) unrealized pledges for such period to make a donation, gift, or other charitable
contribution to the extent encumbered, as permitted herein to secure the payment of Debt that is not Long
Term Debt, and (b) insurance (other than business interruption) and condemnation proceeds.

“Balloon Debt” means Debt where the principal of (and premium, if any) and interest and other
debt service charges on such Long Term Debt due (or payable in respect of any required purchase of such
Debt by such Person on demand) in any Fiscal Year either are equal to at least 25% of the total principal of
(any premium, if any) and interest and other debt service charges on such Long Term Debt or exceed by more
than 50% the greatest amount of principal of (and premium, if any) and interest and other debt service
charges on such Long Term Debt due in any preceding or succeeding Fiscal Year.
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“Board Resolution” means a copy of a resolution certified by the Person responsible for
maintaining the records of the Governing Body to have been duly adopted by the Governing Body and to be
in full force and effect on the date of such certification and delivered to the Master Trustee.

“Bond Insurer” means any insurance provider that is providing bond insurance for any series of
Related Bonds.

“Bond Trustee” means Amegy Bank National Association, as trustee (the “Bond Trustee™) pursuant
to that certain Trust Indenture and Security Agreement, dated as of May 1, 2007, among the Texas Public
Finance Authority Charter School Finance Corporation and the Bond Trustee.

“Code” means the Internal Revenue Code of 1986, as amended from time to time and the
corresponding provisions, if any, of any successor internal revenue laws of the United States.

“Company” means Cosmos Foundation, Inc., a Texas non-profit corporation, its permitted
successors and assigns, and any resulting, surviving or transferee Person permitted hereunder.

“Consent,” “Order,” and “Request” means a written consent, order or request signed in the name of
the Company and delivered to the Master Trustee by the President of the Governing Body, the President, an
Executive or Senior Vice President, the Chief Financial Officer or any other Person designated by the
Company to execute any such instrument on behalf of the Company as evidenced by an Officer’s Certificate.

“Corporate Trust Office” means the address or addresses of the Master Trustee designated from
time to time in accordance with Section 104.

“Debt” means all:

@) indebtedness incurred or assumed by the Company for borrowed money or for the
acquisition, construction or improvement of property other than goods that are acquired in the ordinary
course of business of the Company;

(ii) lease obligations of the Company that, in accordance with generally accepted accounting
principles, are shown on the liability side of a balance sheet;

(1ii) all indebtedness (other than indebtedness otherwise treated as Debt hereunder) for
borrowed money or the acquisition, construction or improvement of property or capitalized lease obligations
guaranteed, directly or indirectly, in any manner by the Company, or in effect guaranteed, directly or
indirectly, by the Company through an agreement, contingent or otherwise, to purchase any such
indebtedness or to advance or supply funds for the payment or purchase of any such indebtedness or to
purchase property or services primarily for the purpose of enabling the debtor or seller to make payment of
such indebtedness, or to assure the owner of the indebtedness against loss, or to supply funds to or in any
other manner invest in the debtor (including any agreement to pay for property or services irrespective of
whether or not such property is delivered or such services are rendered), or otherwise; and

(iv) all indebtedness (other than items described under Section 201(b)(iii)) secured by any
mortgage, lien, charge, encumbrance, pledge or other security interest upon property owned by the Company
whether or not the Company has assumed or become liable for the payment thereof.

For the purpose of computing the “Debt”, there shall be excluded any particular Debt if, upon or prior to the
Maturity thereof, there shall have been deposited with the proper depository in trust the necessary funds (or
evidences of such Debt or investments that will provide sufficient funds, if permitted by the instrument
creating such Debt) for the payment, redemption or satisfaction of such Debt; and thereafter such funds,
evidences of Debt and investments so deposited shall not be included in any computation of the assets of the
Company, and the income from any such deposits shall not be included in the calculation of Adjusted
Revenues or Available Revenues.

“Deed of Trust” means that certain Deed of Trust and Security Agreement dated as of even date
herewith from the Company to the Master Trustee, as such Deed of Trust may be amended, supplemented or
restated, and/or any security instrument executed in substitution therefore or in addition thereto, as such
substitute or additional security instrument may be amended, supplemented or restated from time to time.
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“Defeasance Obligations” means any obligations authorized under Texas law and the related
financing documents to be deposited in escrow for the defeasance of any Debt.

“Deposit Account Control Agreement” means the Deposit Account Control Agreement, dated
May 1, 2007, entered into among the Company, the Master Trustee and the Depository Bank, and any other
deposit account control agreement entered into by the Company, the Master Trustee and a Depository Bank
from time to time.

“Depository Bank” means any bank designated by the Company as its depository bank pursuant to
the Texas Education Code, as amended, Section 45.202.

“Event of Default” is defined in Section 601 of this Master Indenture.

“Expenses” means, for any period of time for which calculated, the total of all operating and non-
operating expenses or losses incurred during such period by the Company for which such calculation is made,
determined in accordance with generally accepted accounting principles, other than (a) interest expense,
(b) depreciation and amortization and (c) extraordinary losses resulting from the early extinguishment of
debt, the sale or other disposition of assets not in the ordinary course of business or any reappraisal,
revaluation or write-down of assets, and any other extraordinary losses or expenses.

“Financial Products Agreement” means any type of financial management instrument or contract,
which shall include, but not be limited to, (i) any contract known as or referred to or which performs the
function of an interest rate swap agreement, currency swap agreement, forward payment conversion
agreement or futures contract; (ii) any contract providing for payments based on levels of, or changes or
differences in, interest rates, currency exchange rates, or stock or other indices; (iii) any contract to exchange
cash flows or payments or a series of payments; (iv) any type of contract called, or designed to perform the
function of, interest rate floors or caps, options, puts or calls, to hedge or minimize any type of financial risk,
including, without limitation, payment, currency, rate or other financial risk forward supply agreements; and
(v) any other type of contract or arrangement that the Governing Body of the Company determines is to be
used, or is intended to be used, to manage or reduce the cost of debt (including but not limited to a bond
insurance policy), to convert any element of debt from one form to another, to maximize or increase
investment return, to minimize investment return risk or to protect against any type of financial risk or
uncertainty.

“Fiscal Year” means any twelve-month period beginning on September 1 of any calendar year and
ending on August 31 of the following year or such other twelve-month period selected by the Company as the
fiscal year for the Company; provided that, if any Bond Insurer is providing bond insurance for any series of
Related Bonds Outstanding, such Bond Insurer shall pre-approve in writing any change to such Fiscal Year
and Company shall give written notice of any such change to the Master Trustee.

“Governing Body” means the board of directors of the Company or any duly authorized committee
of that board.

“Holder” or “Note Holder” means a Person in whose name a Note is registered in the Note
Register.

“Independent” when used with respect to any specified Person means such a Person who (i) is in
fact independent, (ii) does not have any direct financial interest or any material indirect financial interest in
the Company, and (iii) is not connected with the Company as an officer, employee, promoter, trustee, partner,
director or person performing similar functions. Whenever it is provided that any Independent Person’s
opinion or certificate shall be furnished to the Master Trustee, such Person shall be appointed by Order and
such opinion or certificate shall state that the signer has read this definition and that the signer is Independent
within the meaning hereof.

“Insurance Consultant” means a firm of Independent professional insurance consultants approved
by each Bond Insurer knowledgeable in the operations of educational facilities and having a favorable
reputation for skill and experience in the field of educational facilities insurance consultation and which may
include a broker or agent with whom the Company transacts business.

“Interest Payment Date” means the Stated Maturity of an installment of interest on any Note.
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“Leasehold Mortgage” means that certain Leasehold Mortgage, Assignment of Rents and Leases,
Security Agreement and Fixture Filing dated as of even date herewith from the Company to the Master
Trustee, as such Leasehold Mortgage may be amended, supplemented or restated, and/or any security
instrument executed in substitution therefore or in addition thereto, as such substitute or additional security
instrument may be amended, supplemented or restated from time to time.

“Long Term Debt” means all Debt created, assumed or guaranteed by the Company that matures by
its terms (in the absence of the exercise of any earlier right of demand), or is renewable at the option of the
Company to a date, more than one year after the original creation, assumption, or guarantee of such Debt by
the Company.

“Management Consultant” means a firm of Independent professional management consultants, or
an independent school management organization, knowledgeable in the operation of public or private schools
and having a favorable reputation for skill and experience in the field of public or private school management
consultation; provided that, if any Bond Insurer is currently providing bond insurance for any series of
Related Bonds, such Bond Insurer shall preapprove in writing such management consultant.

“Master Indenture” means this Master Trust Indenture, as amended and supplemented from time to
time in accordance with its terms.

“Master Trustee” means Amegy Bank National Association, a national banking association with a
corporate trust office in Houston, Texas, serving as trustee pursuant to this Master Indenture, and its
successors and assigns.

“Maturity” when used with respect to any Debt (or any Note) means the date on which the principal
of such Debt (or Note) becomes due and payable as therein or herein provided, whether at the Stated Maturity
thereof or by declaration of acceleration, call for redemption or otherwise.

“Maximum Annual Debt Service” means, as of any date of calculation, the highest Annual Debt
Service Requirements (excluding the final maturity payment for any Debt) with respect to all Outstanding

Debt for any succeeding Fiscal Year.

“Note” means any obligation of the Company issued pursuant to Section 201 of this Master
Indenture and executed, authenticated, and delivered pursuant to Section 203 hereof.

“Note Register” and “Note Registrar” have the respective meanings specified in Section 205

hereof.

“Notice of Exclusive Control” means the Notice of Exclusive Control specified in the Deposit
Account Control Agreement.

“Officer’s Certificate” means a certificate of the Company signed by the chairman of the
Governing Body, superintendent, president, an executive or senior vice president, chief financial officer, the
Authorized Representative or any other Person designated by any of such Persons to execute an Officer’s
Certificate as evidenced by a certificate of the Company delivered to the Master Trustee.

“Opinion of Counsel” means a written opinion of counsel selected by the Company, who may
(except as otherwise expressly provided) be counsel to any party to any transaction involving the issuance of
Notes pursuant to Section 201 hereof.

“Outstanding” when used with respect to the Notes means, as of the date of determination, all
Notes theretofore authenticated and delivered under this Master Indenture, except:

1) Notes theretofore cancelled by the Master Trustee or the Paying Agent;

(ii) Notes for whose payment or redemption money (or Defeasance Obligations to the extent
permitted by Section 902 of this Master Indenture) in the necessary amount has been theretofore deposited
with the Master Trustee or any Paying Agent for such Notes in trust for the Holders of such Notes pursuant to
this Master Indenture or any Supplemental Master Indenture authorizing such Notes; provided, that if such



Notes are to be redeemed, notice of such redemption has been duly given pursuant to this Master Indenture or
irrevocable provision therefor satisfactory to the Master Trustee has been made; and

(1ii) Notes upon transfer of or in exchange for or in lieu of which other Notes have been
authenticated and delivered pursuant to this Master Indenture or any Supplemental Master Indenture
authorizing such Notes; provided, however, that in determining whether the Holders of the requisite
principal amount of Outstanding Notes have given any request, demand, authorization, direction, notice,
consent or waiver hereunder, Notes owned by the Company shall be disregarded and deemed not to be
Outstanding, except that, in determining whether the Master Trustee shall be protected in relying upon any
such request, demand, authorization, direction, notice, consent or waiver, only Notes which the Master
Trustee knows to be so owned shall be so disregarded. Notes so owned which have been pledged in good
faith may be regarded as Outstanding if the pledgee establishes to the satisfaction of the Master Trustee the
pledgee’s right so to act with respect to such Notes and that the pledgee is not the Company or any other
obligor upon the Notes or any other Person Obligated thereon. If there is any conflict between the
aforementioned provisions of this subsection (iii) and Section 103 of this Master Indenture, Section 103 shall
control.

“Participating Campuses” means the authorized charter schools operated by the Company that are
(1) acquired, constructed, renovated, improved or equipped with the proceeds of Related Bonds and (ii) made
part of the Trust Estate pursuant to any Supplemental Master Indenture.

“Paying Agent” means the Master Trustee or any other Person authorized by the Company to pay
the principal of (and premium, if any) or interest on any series of Notes.

“Person” means any individual, corporation, limited liability company, partnership, joint venture,
association, joint-stock company, trust, unincorporated organization or government or any agency or political
subdivision thereof.

“Place of Payment” for any series of Notes means a city or any political subdivision thereof
designated as such in the Notes of such series.

“Property” means any and all rights, titles and interests of the Company in and to any and all
property located upon a Participating Campus whether real or personal, tangible or intangible, and wherever
situated including cash.

“Qualified Provider” means any financial institution or insurance company which is a party to a
Financial Products Agreement if the unsecured long term debt obligations of such financial institution or
insurance company (or of the parent or a subsidiary of such financial institution or insurance company if such
parent or subsidiary guarantees the performance of such financial institution or insurance company under
such Financial Products Agreement), or obligations secured or supported by a letter of credit, contract,
guarantee, agreement, insurance policy or surety bond issued by such financial institution or insurance
company (or such guarantor parent or subsidiary), are rated in one of the two highest rating categories of a
Rating Service at the time of the execution and delivery of the Financial Products Agreement.

“Rating Service” means each nationally recognized securities rating service which at the time has a
credit rating assigned to any series of Notes (or any other indebtedness secured by Notes) at the request of the
Company.

“Record Date” means the regular record date specified for each series of Notes.

“Related Bond Documents” means the Related Bonds, Related Bond Indenture, the Related Loan
Documents, and the Related Deed of Trust.

“Related Bond Indenture” means any indenture, bond resolution or similar instrument pursuant to
which any series of Related Bonds is issued.

“Related Bonds” means the bonds with respect to which any Notes are issued and any other
revenue bonds or similar obligations issued by any state of the United States or any municipal corporation or
other political subdivision formed under the laws thereof or any constituted authority, agency or
instrumentality of any of the foregoing empowered to issue obligations on behalf thereof, the proceeds of



which are loaned or otherwise made available to the Company in consideration, whether in whole or in part,
of the execution, authentication and delivery of a Note or Notes to such governmental issuer.

“Related Bonds Outstanding” means all Related Bonds which have been duly authenticated and
delivered by a Related Bond Trustee under a Related Bond Indenture, except:

i) Related Bonds theretofore cancelled by the Related Bond Trustee or delivered to the
Related Bond Trustee for cancellation;

(ii) Related Bonds for whose payment or redemption money (or defeasance obligations to the
extent permitted by the Related Bond Indenture) in the necessary amounts has been theretofore deposited
with the Related Bond Trustee or any paying agent for such Related Bonds in trust for the holders of such
Related Bonds pursuant to the Related Bond Indenture; provided, that, if such Related Bonds are to be
redeemed, notice of such redemption has been duly given pursuant to the Related Bond Indenture or
irrevocable provision therefor satisfactory to the Related Bond Trustee has been made;

(iii) Related Bonds upon transfer of or in exchange for or in lieu of which other Related
Bonds have been authenticated and delivered pursuant to the Related Bond Indenture; provided, however,
that in determining whether the holders of the requisite principal amount of Related Bonds Outstanding have
given any request, demand, authorization, direction, notice, consent or waiver hereunder, Related Bonds
owned by the Company or any other obligor thereon shall be disregarded and deemed not to be Outstanding
except that, in determining whether the Related Bond Trustee shall be protected in relying upon any such
request, demand, authorization, direction, notice, consent or waiver, only Related Bonds which the Related
Bond Trustee knows to be so owned shall be so disregarded. Related Bonds so owned which have been
pledged in good faith may be regarded as Outstanding if the pledgee establishes to satisfaction of the Related
Bond Trustee the pledgee’s right so to act with respect to such Related Bonds and that the pledgee is not the
Company or any other obligor upon the Related Bonds or any other Person obligated thereon. If there is any
conflict between the aforementioned provisions in this subsection (iii) and Section 103 of this Master
Indenture, Section 103 shall control; and

(iv) Related Bonds owned or held by or for the account of the Company, for the purpose of
consent or other action or any calculation of Related Bonds Outstanding provided for in this Master
Indenture.

“Related Bond Trustee” means any trustee under any Related Bond Indenture and any successor
trustee thereunder or, if no trustee is appointed under a Related Bond Indenture, the Related Issuer.

“Related Deed of Trust” means any deed of trust or other mortgage instrument delivered by the
Company to the Master Trustee in connection with Related Bonds or any Debt.

“Related Issuer” means any issuer of a series of Related Bonds.

“Related Loan Documents” means any loan agreement, credit agreement or other document
pursuant to which a Related Issuer loans the proceeds of a series of Related Bonds to the Company.

“Related Project” means any project financed by Debt issued under this Master Indenture and for
which Debt remains outstanding.

“Responsible Officer” when used with respect to the Master Trustee means the officer in the
Corporate Trust Office of the Master Trustee having direct responsibility for administration of this Master
Indenture.

“Revenue Fund” has the meaning specified in Section 406 hereof.

“Series 2007 Notes” shall mean any Notes issued pursuant to a Supplemental Master Indenture and
secured by this Master Indenture to evidence payment obligations of the Company with respect to the Texas
Public Finance Authority Charter School Finance Corporation Education Revenue Bonds (Cosmos
Foundation) Series 2007A and the Texas Public Finance Authority Charter School Finance Corporation
Education Taxable Education Revenue Bonds (Cosmos Foundation) Series 2007B.
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“Short-Term Debt” means indebtedness that is subordinate to any Debt under this Master
Indenture; shall be utilized for the acquisition, construction, renovation or equipment of educational facilities;
and shall be payable within five (5) years of the incurrence of said indebtedness. Short Term Debt shall not
be considered “Debt” under this Master Indenture.

“State” means the State of Texas.

“State Revenues” means, for any period of time for which calculated, the total of all moneys
received by the Company from the State during such period directly attributable to Participating Campuses.

“Stated Maturity” when used with respect to any Debt or any Note or any installment of interest
thereon means the date specified in such Debt or Note as the fixed date on which the principal of such Debt
or Note or such installment of interest is due and payable.

“Supplemental Master Indenture” means an indenture amending or supplementing this Master
Indenture entered into pursuant to Article VIII hereof.

“TCEP Note” means the Note issued pursuant to a Supplemental Master Indenture and secured by
this Master Indenture to evidence payment obligations of the Company with respect to that certain Guaranty
Agreement, dated May 1, 2007 between the Company and the Texas Public Finance Authority Charter
School Finance Corporation.

“Trust Estate” means the property described as the Trust Estate in the Granting Clauses of this
Master Indenture or any Supplemental Master Indenture that is subject to the lien and security interest of this
Master Indenture.

“UCC” means the Uniform Commercial Code as in effect in the State of Texas.

ARTICLE 11
ISSUANCE AND FORM OF NOTES

Section 201. Series, Amount and Denomination of Notes.

(a) At any time and from time to time after the execution and delivery of this Master Indenture, Notes shall be
issued under this Master Indenture in series issued pursuant to a Supplemental Master Indenture. Each series shall be designated
to differentiate the Notes of such series from the Notes of any other series. Notes shall be issued as fully registered notes with
the Notes of each series to be lettered and numbered MR-1 upwards (with such prefix as may be designated in the Supplemental
Master Indenture authorizing any series). The aggregate principal amount of Notes of each series that may be created under this
Master Indenture is not limited, except by the additional Long Term Debt limitations provided in this Master Indenture. A series
of Notes may consist of a single Note or more than one Note.

(b) Notes may be issued hereunder to evidence (i) any type of Debt, including without limitation any Debt in a
form other than a promissory note (such as commercial paper, bonds, or similar debt instruments), (ii) any obligation to make
payments pursuant to a Financial Products Agreement, or (iii) debt consisting of an obligation to reimburse payments made under
a letter of credit, surety bond, bond insurance policy, standby bond purchase agreement or similar credit or liquidity support
obtained to secure payment of other Debt. The Supplemental Master Indenture pursuant to which any Notes are issued may
provide for such supplements or amendments to the provisions hereof, including without limitation Article II hereof, as are
necessary to permit the issuance of such Notes hereunder. Any Note evidencing obligations under a Financial Products
Agreement shall be equally and ratably secured hereunder with all other Notes issued hereunder, except as otherwise expressly
provided herein; provided, however, that (i) to be secured hereunder, the Master Trustee must receive, at the time of execution
and delivery of such Financial Products Agreement, an Officer’s Certificate stating that such Financial Products Agreement was
entered into by the Company with a Qualified Provider, as provided hereunder, and is entitled to the benefits of the Master
Indenture and (ii) such Note, with respect to such Financial Products Agreement, shall be deemed to be Outstanding hereunder
solely for the purpose of receiving payment hereunder and the Qualified Provider shall not be entitled to exercise any rights of a
Holder hereunder unless amounts payable by the Company are due and unpaid.

Section 202. Conditions to Issuance of Notes. Any Note or series of Notes shall be authenticated by the Master
Trustee and delivered to the lender or purchaser only upon its receipt of the following:
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(a) An Officer’s Certificate stating (1) that no Event of Default under this Master Indenture has occurred or will
result from the issuance of such Note or series of Notes; (2) that the Governing Body has authorized or approved the issuance of
such Note or series of Notes; and (3) that the Supplemental Master Indenture relating thereto authorizes such Debt and that such
Supplemental Master Indenture complies with the provisions of Article VIII hereof;,

(b) An original executed counterpart of a Supplemental Master Indenture providing for the issuance of such Note
or series of Notes; such Supplemental Master Indenture shall set forth the purpose for which the Debt evidenced thereby is being
incurred, the principal amount, maturity date or dates, interest rate or rates and the other pertinent terms of the Note or series of
Notes and the name of the Company; and

(c) Other than in connection with the Series 2006 Notes, an Opinion of Counsel to the effect that (1) the
conditions to issuance of any particular Note or series of Notes set forth in this Section 202 and in Sections 212 and 407 of this
Master Indenture have been satisfied, (2) upon the execution of such Note or series of Notes by the Company and the
authentication thereof by the Master Trustee, such Notes will be the valid and binding obligations of the Company enforceable in
accordance with its (their) terms, subject to the customary bankruptcy, insolvency and equitable principles exceptions and such
other exceptions as may be acceptable to the initial payee thereof, (3) registration of such Note or series of Notes under the
Securities Act of 1933, as amended, is not required, or, if such registration is required, that the Company has complied with all
applicable provisions of said Act and (4) qualification of the Master Indenture and any Supplemental Master Trust Indenture
providing for the issuance of such Note or series of Notes under the Trust Indenture Act of 1939 is not required, or if such
qualification is required, that the Company has complied with all applicable provisions of such Act.

(d) The title insurance policy, or endorsement thereof, required by Section 212 or 408, if necessary.

(e) If in connection with the issuance of additional Debt, any other certificate, report or other item required under
Section 212.

Section 203. Execution, Authentication and Delivery.

(a) Notes shall be executed by the Company through the chairman of its Governing Body or its president or any

officer authorized by the Governing Body and attested to by the secretary or an assistant secretary of the Company, as
appropriate, and Notes may have the corporate seal impressed or reproduced thereon. The signature of any officer on the Notes
may be manual or facsimile.

(b) Notes bearing the manual or facsimile signatures of individuals who were at any time the proper officers of
the Company shall bind the Company, notwithstanding that such individuals or any of them have ceased to hold such offices
prior to the authentication and delivery of such Notes or did not hold such offices at the date of such Notes.

(c) At any time, and from time to time, after the execution and delivery of this Master Indenture, the Company
may deliver executed Notes to the Master Trustee together with the Supplemental Master Indenture creating such series; and
upon the receipt of the Supplemental Master Indenture, the Master Trustee shall authenticate and deliver such Notes as in this
Master Indenture and the relevant Supplemental Master Indenture provided.

(d) No Note shall be entitled to any benefit under this Master Indenture or be valid or obligatory for any purpose,
unless there appears on or attached to such Note a certificate of authentication substantially in the form set forth below executed
by the Master Trustee by its manual signature, and such certificate upon any Note shall be conclusive evidence, and the only
evidence, that such Note has been duly authenticated and delivered hereunder. The form of certificate of authentication shall be
as follows:
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CERTIFICATE OF AUTHENTICATION

This is one of the Notes referred to in the Master Indenture.

Date of Authentication:

AMEGY BANK NATIONAL ASSOCIATION,
as Master Trustee, or its agent

By:

Authorized Signature

Section 204. Form and Terms of Notes. The Notes of each series of Notes shall contain such terms, and be in
substantially the form set forth in the Supplemental Master Indenture creating such series, with such appropriate insertions,
omissions, substitutions and other variations as are required or permitted by this Master Indenture and may have such letters,
numbers or other marks of identification and such legends or endorsements placed thereon as may be required to comply with the
rules of any regulatory body, or as may, consistently herewith, be determined by the officers executing such Notes, as evidenced
by their signing of the Notes. The Notes of any series or the relevant Supplemental Master Indenture may contain additional (or
different) representations, warranties, covenants, defaults and remedies and other provisions which do not contradict the terms of
this Master Indenture, to the extent provided in the related Supplemental Master Indenture, and such additional terms shall
supplement and be in addition to the terms of this Master Indenture. Unless the Notes of a series have been registered under the
Securities Act of 1933, as amended, each Note of such series shall be endorsed with a legend which shall read substantially as
follows: “This Note has not been registered under the Securities Act of 1933, as amended.”

Section 205. Registration, Transfer and Exchange.
(a) The Company shall cause to be kept at the corporate trust office of the Master Trustee in Houston, Texas, or

the payment office of the Master Trustee in Houston, Texas, a register (sometimes herein referred to as the “Note Register”) in
which, subject to such reasonable regulations as it may prescribe, the Company shall provide for the registration of Notes and of
transfers of Notes. The Master Trustee is hereby appointed Note Registrar (the “Note Registrar”) for the purpose of registering
Notes and transfers of Notes as herein provided. The Master Trustee may delegate any of its duties hereunder pursuant to the
terms of a Supplemental Master Indenture. In such case, the Note Register may consist of one or more records of ownership of
the various series of Notes and any part of such register may be maintained by the agent of the Master Trustee relating to such
series.

(b) Upon surrender for transfer of any Note at the office or agency of the Company in a Place of Payment, the
Company shall execute, and the Master Trustee or its designated agent shall authenticate and deliver, in the name of the
designated transferee, one or more new Notes of any Authorized Denominations, of a like aggregate principal amount, series,
Stated Maturity and interest rate.

(c) At the option of the Holder, Notes may be exchanged for Notes of any Authorized Denomination, of a like
aggregate principal amount, series, Stated Maturity and interest rate, upon the surrender of the Notes to be exchanged at such
office or agency. Whenever any Notes are so surrendered for exchange, the Master Trustee or its designated agent shall
authenticate and deliver the Notes which the Note Holder making the exchange is entitled to receive.

(d) All Notes issued upon any transfer or exchange of Notes shall be the valid obligations of the Company,
evidencing the same debt, and entitled to the same benefits under this Master Indenture as the Notes surrendered upon such
transfer or exchange.

(e) Every Note presented or surrendered for transfer or exchange shall (if so required by the Company or the
Master Trustee) be duly endorsed, or be accompanied by a written instrument of transfer in form satisfactory to the Company and

the Master Trustee or its designated agent duly executed by the Holder thereof or his attorney duly authorized in writing.

® No charge shall be made for any transfer or exchange of Notes, and any transfer or exchange of Notes shall
be made without expense or without charge to Holders.

Section 206. Mutilated, Destroyed, Lost and Stolen Notes.
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(a) If (i) any mutilated Note is surrendered to the Master Trustee or the Paying Agent, and the Master Trustee
receives evidence to its satisfaction of the destruction, loss or theft of any Note, and (ii) there is delivered to the Master Trustee
such security or indemnity as may be required by the Master Trustee to save each of the Master Trustee and the Company
harmless, then, in the absence of notice to the Company or the Master Trustee that such Note has been acquired by a bona fide
purchaser, the Company shall execute and, upon its request, the Master Trustee shall authenticate and deliver in exchange for or
in lieu of any such mutilated, destroyed, lost or stolen Note, a new Note of like tenor, series, interest rate and principal amount,
bearing a number not contemporaneously outstanding.

(b) In case any such mutilated, destroyed, lost or stolen Note has become or is about to become due and payable,
the Company may, in its discretion, instead of issuing a new Note, pay such Note.

(o) Upon the issuance of any new Note under this Section, the Master Trustee or its designated agent under any
Supplemental Master Indenture may require the payment by the Company of a sum sufficient to cover any tax or other
governmental charge that may be imposed in relation thereto and any other expenses (including the fees and expenses of the
Master Trustee) connected therewith.

(d) Every new Note issued pursuant to this Section in lieu of any destroyed, lost or stolen Note shall constitute an
original additional contractual obligation of the Company, whether or not the destroyed, lost or stolen Note shall be at any time
enforceable by anyone, and shall be entitled to all the benefits and security of this Master Indenture equally and proportionately
with any and all other Notes duly issued hereunder.

(e) The provisions of this Section are exclusive and shall preclude (to the extent lawful) all other rights and
remedies with respect to the replacement or payment of mutilated, destroyed, lost or stolen Notes.

Section 207. Method of Payment of Notes.

(a) The principal of, premium, if any, and interest on the Notes shall be payable in any currency of the United
States of America which, at the respective dates of payment thereof, is legal tender for the payment of public and private debts,
and such principal, premium, if any, and interest shall be payable at the principal payment office of the Master Trustee in
Houston, Texas, or at the office of any alternate Paying Agent or agents named in any such Notes. Unless contrary provision is
made in the Supplemental Master Indenture pursuant to which such Note is issued or the election referred to in the next sentence
is made, payment of the interest on the Notes and payment of any redemption or prepayment price on any Note pursuant to
Section 303 hereof shall be made to the Person appearing on the Note Register as the Holder thereof and shall be paid by check
or draft mailed to the Holder thereof at his address as it appears on such registration books or at such other address as is furnished
the Master Trustee in writing by such Holder; provided, however, that any Supplemental Master Indenture creating any Note may
provide that interest on such Note may be paid, upon the request of the Holder of such Note, by wire transfer. Anything to the
contrary in this Master Indenture notwithstanding, if an Event of Default has not occurred and is not continuing hereunder and
the Company so elects, payments on a Note shall be made directly by the Company, by check or draft hand delivered to the
Holder thereof or its designee or shall be made by the Company by wire transfer to such Holder, in either case delivered on or
prior to the date on which such payment is due. The Company may give notice (on which the Master Trustee may conclusively
rely) of any such payment to the Master Trustee concurrently with the making thereof, specifying the amount paid and
identifying the Note or Notes with respect to which such payment was made by series designation, number and Holder thereof.
Except with respect to Notes directly paid, the Company agrees to deposit with the Master Trustee on or prior to each due date, as
specified in the Related Bond Documents, a sum sufficient to pay the principal of, premium, if any, and interest on any of the
Notes due on such date. Any such moneys shall, upon direction of the Company set forth in an Officer’s Certificate, be invested
as set forth therein. The foregoing notwithstanding, amounts deposited with the Master Trustee to provide for the payment of
Notes pledged to the payment of Related Bonds shall be invested in accordance with the provisions of the Related Bond
Indenture and Related Loan Document. The Master Trustee shall not be liable or responsible for any loss resulting from any such
investments, and shall not be responsible for determining whether any such investment is permitted hereunder or in accordance
with any such Related Bond Indenture or Related Loan Agreement.

(b) Subject to the foregoing provisions of this Section 207, each Note delivered under this Master Indenture upon
transfer of or in exchange for or in lieu of any other Note shall carry the rights to interest accrued and unpaid, and to accrue,
which were carried by such other Notes.

Section 208. Persons Deemed Owners. The Company, the Master Trustee and any agent thereof may treat the
Person in whose name any Note is registered as the owner of such Note for the purpose of receiving payment of principal of (and
premium, if any) and interest on such Note and for all other purposes whatsoever whether or not such payment is past due, and
neither the Company, the Master Trustee, nor any agent of the Company or the Master Trustee shall be affected by notice to the
contrary.
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Section 209. Cancellation. All Notes surrendered for payment, redemption, transfer or exchange shall, if
delivered to any Person other than the Master Trustee, be delivered to the Master Trustee and, if not already cancelled or required
to be otherwise delivered by the terms of the Supplemental Master Indenture authorizing the series of Notes of which such Note
is a part, shall be promptly cancelled by the Master Trustee. The Company may at any time deliver to the Master Trustee for
cancellation any Notes previously authenticated and delivered hereunder which the Company may have acquired in any manner
whatsoever, and all Notes so delivered shall be promptly cancelled by the Master Trustee. No Notes shall be authenticated in lieu
of or in exchange for any Notes cancelled as provided in this Section, except as expressly permitted by this Master Indenture. All
cancelled Notes held by the Master Trustee shall be disposed of according to the retention policies of the Master Trustee.

Section 210. Security for Notes.
(a) All Notes issued and Outstanding under this Master Indenture are equally and ratably secured by the pledge

and assignment of a security interest in the Trust Estate pursuant to the Granting Clauses of this Master Indenture. Any one or
more series of Notes or obligations issued hereunder may be secured by additional and separate security (including without
limitation letters or lines of credit, property or security interests in debt service reserve funds or debt service, purchase,
construction or similar funds or guarantees of payment by third parties). Such security need not extend to any other Debt
(including any other Notes or series of Notes) unless so specified and may contain provisions not inconsistent with this Master
Indenture which provide for separate realization upon such security. Except as otherwise expressly provided herein or in any
Supplemental Master Indenture pursuant to which such Note or obligation is issued, all Notes issued hereunder shall be equally
and ratably secured by any lien created pursuant to or constituting a part of the Trust Estate under this Master Indenture.

(b) To the extent that any Debt which is permitted to be issued pursuant to this Master Indenture is not issued
directly in the form of a Note, a Note may be issued hereunder and pledged as security for the payment of such Debt in lieu of
directly issuing such Debt as a Note hereunder.

Section 211. Mortgage, Pledge and Assignment; Further Assurances.
(a) Subject only to the provisions of this Master Indenture permitting the application thereof for the purposes and

on the terms and conditions set forth herein and in order to secure the payment of the Notes and the performance of the duties and
obligations of the Company under the Notes and this Master Indenture, the Company has pledged and assigned unto the Master
Trustee and its successors and assigns forever, and granted a security interest thereunto in, among other things, all of the
Adjusted Revenues and any other amounts (including proceeds of the sale of Bonds) held in the Revenue Fund to secure the
payment of the principal of and interest on the Notes in accordance with their terms and the provisions of this Master Indenture
and the Deed of Trust. Said pledge shall constitute a lien on and security interest in such assets and shall attach, be perfected and
be valid and binding from and after delivery of the Notes and the execution of the Deposit Account Control Agreement, without
any physical delivery thereof or further act.

In order to perfect the Master Trustee’s security interest in the Adjusted Revenues as security for the payment of the
Notes, the Master Trustee is authorized and directed to enter into, and shall be indemnified for (pursuant to Article VII hereof),
the Deposit Account Control Agreement; provided, that the Master Trustee shall have no duty or responsibility to determine the
existence of, or the necessity of perfecting any security interest of the Master Trustee in, any fund or account in which the Master
Trustee has been granted a security interest, including without limitation, as described in Granting Clause (b) of this Master
Indenture.

Upon the occurrence of an Event of Default, the Master Trustee shall be entitled to, subject to its rights to be
indemnified pursuant to Article VII, (i) at the direction of each Bond Insurer, issue a Notice of Exclusive Control under the
Deposit Account Control Agreement and (ii) collect and receive all of the Adjusted Revenues. The Master Trustee also shall be
entitled to and shall (1) enforce the terms, covenants and conditions of, and preserve and protect the priority of its interest in and
under this Master Indenture and the Deed of Trust and (2) assure compliance with all covenants, agreements and conditions of
the Company contained in this Master Indenture with respect to the Adjusted Revenues; provided that, without limiting the
generality of any of the provisions of this Master Indenture or the Deed of Trust, the Master Trustee need not foreclose the Deed
of Trust (or accept a deed in lieu of foreclosure or otherwise exercise remedies with respect to the Mortgaged Property) if the
effect of any such foreclosure (or acceptance of a deed in lieu of foreclosure, or other exercise of remedies with respect to the
Mortgaged Property) would be to cause the Master Trustee to: (i) incur financial liability for any then existing environmental
contamination at or from the Mortgaged Property or (ii) risk its own funds for the remediation of any such existing environmental
contamination.

(b) The Company shall, at its own expense, take all necessary action to maintain and preserve the security
interest in the property granted by this Master Indenture and the Deed of Trust so long as any Notes are Outstanding. In addition,
the Company shall, immediately after the execution and delivery of this Agreement and thereafter from time to time, cause the
Deed of Trust and any financing statements in respect thereof to be filed, registered and recorded in such manner and in such
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places as may be required by law in order to fully perfect and protect such security interest and from time to time will perform or
cause to be performed any other act as provided by law and will execute or cause to be executed and filed as provided herein any
and all continuation statements as required for such perfection and protection. Copies of all filings and recordings hereunder
shall be promptly filed with the Master Trustee and any Bond Insurer. Except to the extent it is exempt therefrom, the Company
shall pay or cause to be paid all filing, registration and recording fees and all expenses incident to the preparation, execution and
acknowledgment of such instruments of perfection, and all federal or state fees and other similar fees, duties, imposts,
assessments and charges arising out of or in connection with the execution and delivery of the Deed of Trust and such
instruments of perfection. The Master Trustee shall not be responsible for the sufficiency of or the recording of this instrument,
any supplemental indenture, any mortgage, deed of trust, other security or other instruments of further assurance.

The Master Trustee shall confirm, on an annual basis, the filing of continuation statements by the Company required to
maintain the perfection and priority of the security interests granted hereby and by the Bond Documents and, if necessary, make
such filings as may be required to maintain the perfection and priority of the security interests granted hereby and by the Bond
Documents.

(c) The Company covenants not to take any action that would create or allow any liens to exist, except any
Permitted Encumbrances (as defined in the Deed of Trust), on any real property owned by the Company other than a lien arising
in connection with the issuance of additional Debt. The Company has not heretofore made a pledge of, granted a lien on or
security interest in, or made an assignment or sale of the collateral granted hereunder that ranks on a parity with or prior to the
lien granted hereunder that will remain outstanding on the Closing Date. The Company has not described such collateral in a
UCC financing statement that will remain effective on the Closing Date. The Company will not hereafter make or suffer to exist
any pledge or assignment of, lien on, or security interest in the collateral described hereunder that ranks prior to or on parity with
the lien granted hereunder, or file any financing statement describing any such pledge, assignment, lien or security interest,
except as expressly permitted by the Bond Documents. The security interest granted hereunder is and shall be prior to any
judicial lien hereafter imposed on such collateral to enforce a judgment against the Issuer on a simple contract.

(d) The Company covenants that all Adjusted Revenues will be deposited into the account (or accounts) that is
subject of a Deposit Account Control Agreement hereunder.

Section 212. Additional Debt.

(a) Upon satisfaction of the applicable requirements of Section 202, one or more series of Debt payable from the
Adjusted Revenues of the Company may be delivered pursuant to this Master Indenture for the purposes provided in the Act, to
pay the costs associated with such Debt, and/or for the purpose of refunding any Outstanding Debt if the following conditions are
met:

1) No Default. Delivery of an Officer’s Certificate stating that this Master Indenture is in effect and
no Event of Default is then existing under this Master Indenture or any Debt Outstanding or any agreement entered into
in conjunction with such Debt;

2) Parity Pledge. Such Debt shall be secured on parity with respect to the Trust Estate and shall be
payable by the issuer solely from the Adjusted Revenues and other amounts derived from the loan agreement relating to
such debt (except to the extent paid out of moneys attributable to the proceeds derived from the sale of the additional
Debt or to income from the temporary investment thereof); provided, however, the terms of any Supplemental Master
Indenture hereafter delivered under this Master Indenture may expressly relinquish any right to any of the collateral
provided in the Trust Estate, and such debt shall be payable solely from the Adjusted Revenues and other amounts paid
out of moneys attributable to the proceeds derived from the sale of additional parity Debt or to income from the
temporary investment thereof;

3) Sufficient funds must be evidenced as follows:

(A) Historical Coverage on Outstanding Debt. Delivery of an Officer’s Certificate stating
that, for either the Company’s most recently completed Fiscal Year or for any consecutive 12 months out of
the most recent 18 months immediately preceding the issuance of the additional Debt, the Available
Revenues equal at least 1.20 times Maximum Annual Debt Service on all Debt then Outstanding prior to the
issuance of the additional Debt; and

B) Projected Coverage for Additional Debt. An Independent Management Consultant
selected by the Company and approved by each Bond Insurer provides a written report setting forth
projections which indicate that the estimated Available Revenues are equal to at least 1.00 times Maximum
Annual Debt Service for all Debt then Outstanding, including the proposed additional Debt, in the Fiscal
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Year immediately following the completion of the Project being financed. The report of the Independent
consultant shall take into account (i) the audited results of operations and verified enrollment of the Project
for the most recently completed Fiscal Year and (ii) the projected enrollment for the Fiscal Year immediately
following the completion of the new Project, and shall assume that the proposed additional Debt shall have
been outstanding for the entire year;

4) Alternate Coverage for Additional Debt. In lieu of the requirements described in Section 212(a)(3)
above, the Company may deliver an Officer’s Certificate stating that, based on the audited results of the operations for
the most recently completed Fiscal Year, the Available Revenues equal at least 1.10 times Maximum Annual Debt
Service on all Debt then Outstanding as well as the additional Debt;

(5) [RESERVED];

(6) Bond Counsel Opinion. Bond Counsel shall render an opinion to the Master Trustee and each
Bond Insurer to the effect that the issuance of the proposed additional Debt will not cause the interest on the Related
Bonds Outstanding issued as tax-exempt bonds to be includable in the gross income of the Owners thereof for purposes
of federal income taxation; and

(@) Opinion of Counsel. The Company shall obtain and provide to the Master Trustee and any Bond
Insurer on or prior to the closing date of the proposed additional Debt, an Opinion of Counsel addressed to the Master
Trustee and the Bond Insurer to the effect that the security interest in fixtures and equipment and personal property
granted under the Deed of Trust has been created and perfected under the Uniform Commercial Code as currently in
effect in the State, including but not limited to, Article 9, as amended; and

®) Title Insurance. So long as the Trust Estate contains the lien of the Deed of Trust upon any real
property of the Company, the Company shall obtain and provide to the Master Trustee an endorsement of the title
insurance policy, if permitted by the laws of the State, issued in connection with the Debt increasing the coverage
thereunder by an amount equal to the aggregate principal amount of the additional Debt; provided, however, when all
Related Bonds issued prior to the Series 2014A Bonds are no longer outstanding, the Company shall only be required
to obtain such endorsements or increase the coverage under such policy to the extent that additional Debt is secured by
a Deed of Trust.

The satisfaction of the conditions set forth in paragraphs (1) through (8) above shall be evidenced to the Master Trustee. The
Master Trustee may rely on an Opinion of Counsel that items (1) through (8) were completed.

(b) Refunding. If additional Debt is being issued for the purpose of refunding any Outstanding Debt, the report
required by Sections 212(a)(3) and (4) to be delivered shall not apply so long as both the total and Maximum Annual Debt
Service Requirements on all Outstanding Debt after issuance of the additional Debt will not exceed both the total and the
Maximum Annual Debt Service Requirements on all Outstanding Debt prior to the issuance of such additional Debt.

() Completion Debt. In the event such additional Debt is being issued or incurred for the purpose of completing
any Project (as that term is defined from time to time in connection with the issuance of additional Debt) for which additional
Debt is issued or incurred, such series of completion bonds may be issued in amounts not to exceed 10% of the principal amount
of the Debt originally issued for such Project upon delivery of an Officer’s Certificate that such additional Debt is required to
fund the costs of completion; provided that, such additional Debt must comply with any applicable requirements imposed by the
Related Bond Indenture and Related Loan Documents.

(d) Interim Construction Financing. The Company reserves the right to issue and incur Short-Term Debt.
(e) Compliance with Insurer Requirements. Notwithstanding the foregoing, if any Bond Insurer is providing

bond insurance for any series of Related Bonds Outstanding, such conditions and requirements as are set forth in the Related
Bond Indenture and Related Loan Documents related to such series of Related Bonds shall be met prior to the issuance of
additional Debt, as evidenced by the written approval or appropriate waiver of such Bond Insurer delivered to the Master Trustee.

® Exemption. The TCEP Note, the Series 2007 Notes and related Texas Public Finance Authority Charter
School Finance Corporation Education Revenue Bonds, Series 2007A and Taxable Education Revenue Bonds, Series 2007B
(Cosmos Foundation) shall not be considered additional Debt and are not subject to the provisions of this Section 212.



(2) Except for the parity additional Debt and any subordinate Debt authorized by this Section 212, no other
additional Debt shall be issued by the Company, whether or not issued under this Master Trust Indenture, without the prior
written consent of each Bond Insurer.

Section 213. Insurance. (a) The Company shall at all times following completion of any Related Project, keep
and maintain such Related Project insured against such risks and in such amounts, with such deductible provisions, as are
customary in connection with the operation of facilities of the type and size comparable to the Related Project and consistent with
the requirements of state law. Subject to subsection (c) hereof, the Company shall carry and maintain, or cause to be carried and
maintained, and pay or cause to be paid timely the premiums for, at least the following insurance with respect to the Related
Project and the Company:

(1) insurance coverage for buildings and contents, including steam boilers, fired pressure vessels and
certain other machinery for fire, lightning, windstorm and hail, explosion, aircraft and vehicles, sprinkler leakage,
elevator, and all other risks of direct physical loss, at all times in an amount not less than the replacement cost of the
Related Project as originally determined to be $16,700,000 on the Closing Date of the Series 2007 Bonds and
subsequently determined after construction is completed on any properties covered under the Deed of Trust;

?2) during the course of any construction, reconstruction, remodeling or repair of the Related Project,
builders’ all risk extended coverage insurance (non-reporting Completed Value with Special Cause of Loss form) in
amounts based upon the completed replacement value of the Related Project, including soft costs and, to the extent not
covered by (6) below, coverage for lost gross revenues due to damage or destruction of the Related Project prior to
construction in an amount consistent with (6) below, and endorsed to provide that occupancy by any person shall not
void such coverage;

3) general liability (other than as set forth in subsection (4) of this subsection (a));

4) comprehensive professional liability insurance, including malpractice and other professional
liability insurance (other than as set forth in subparagraph (3) of this subsection (a));

%) worker’s compensation insurance as required by the laws of the State; and

(6) business interruption insurance covering actual losses in gross revenues from the Related Project
resulting directly from necessary interruption of the operation of the Company caused by damage to or destruction
(resulting from fire and lightning; accident to a fired pressure vessel or machinery; and other perils, including
windstorm and hail, explosion, civil commotion, aircraft and vehicles, sprinkler leakage, smoke, vandalism and
malicious mischief, and accident) to real or personal property constituting part of the Related Project, less charges and
expenses which do not necessarily continue during the interruption of business, for such length of time as may be
required with the exercise of due diligence and dispatch to rebuild, repair, or replace such properties as have been
damaged or destroyed (but in no event less than 12 months) with limits equal to at least 100 percent of the maximum
annual principal and interest requirements on the Outstanding Bonds for the current or any subsequent Fiscal Year.

If it is ever determined that any structure within the Related Project is located in a flood plain (as defined by federal regulations),
the Company shall carry and maintain, or cause to be carried and maintained, and pay or cause to be paid timely the premiums
for flood insurance for the Related Project. Such flood insurance shall constitute the type of such insurance that is available at
the time and as is customary in connection with the operation of facilities of the type and size comparable to the Related Project.

(b) Insurers and Policies. Each insurance policy required by subparagraph (a) above (i) shall be issued or written
by such insurer (or insurers) as mutually acceptable to the Company and each Bond Insurer, or by an insurance fund established
by the United States or State or an agency or instrumentality thereof unless such insurance is not otherwise available on
commercially reasonable terms from an insurer rated at least “A” by S&P or “Excellent (A or A-) by Best, (ii) shall be in such
form and with such provisions (including, without limitation and where applicable, loss payable clauses payable to the Master
Trustee, waiver of subrogation clauses, provisions relieving the insurer of liability to the extent of minor claims and the
designation of the named insureds) as are generally considered standard provisions for the type of insurance involved, (iii) shall
prohibit cancellation or substantial modification by the insurer without at least thirty days’ prior written notice to the Master
Trustee, each Bond Insurer and the Company and (iv) shall name the Master Trustee and the Bond Insurer as additional insured.
Without limiting the generality of the foregoing, all insurance policies carried pursuant to clause (a)(1) of this Section 213
contain a standard NY Mortgagee clause in favor of the Master Trustee and the Bond Insurer (as mortgagee/loss payee) shall
name the Master Trustee, the Bond Insurer and the Company as parties insured thereunder as the respective interest of each of
such parties may appear, and loss thereunder shall be made payable and shall be applied as provided in the Related Loan
Documents. The Company shall deliver to each Bond Insurer and the Trustee, no later than the date on which it is required to
obtain an insurance policy pursuant to Section 213(a), proof of each such insurance policy.
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() Insurance Consultant. The Company covenants to review each year the insurance carried by the Company
with respect to the Company and the Related Project and, to the extent feasible, will carry insurance insuring against risks and
hazards specified in Section 213(a) to the same extent that other entities comparable to the Company and owning or operating
facilities of the size and type comparable to the Related Project carry such insurance. At least once every two years, from and
after the date hereof, the Company shall retain an Independent Insurance Consultant, for the purpose of reviewing the insurance
coverage of, and the insurance required for, the Company and the Related Project and making recommendations respecting the
types, amounts and provisions of insurance that should be carried with respect to the Company and the Related Project and their
operation, maintenance and administration. A signed copy of the report of the Independent Insurance Consultant shall be filed
with the Master Trustee and each Bond Insurer. The insurance requirements of Section 213(a) and this subsection (c) shall be
deemed modified or superseded as necessary to conform with the recommendations contained in said report to the extent the
report recommends additional or increased coverage.

(d) Certifications. The Company shall, on the closing date for any Debt and thereafter within 120 days after the
end of each of its Fiscal Years submit to the Master Trustee and each Bond Insurer an Officer’s Certificate verifying that (i) all
insurance required by this Master Indenture is in full force and effect as of the date of such Officer’s Certificate and (ii) all
Impositions (as defined in Section 4.1(k) of the Deed of Trust) have been paid. The Master Trustee shall have no responsibility
for monitoring the existence of or maintaining any insurance policies other than to receive the certificate required by this Section
213(d).

ARTICLE IIT
REDEMPTION OR PREPAYMENT OF NOTES

Section 301. Redemption or Prepayment. Notes of each series shall be subject to optional and mandatory
redemption or prepayment (subject to Section 602) in whole or in part and may be redeemed prior to Stated Maturity only as
provided in the Supplemental Master Indenture creating such series. Unless otherwise provided by the Supplemental Master
Indenture creating a series of Notes, the provisions of Sections 302 through 305 of this Master Indenture shall also apply to the
redemption of Notes.

Section 302. Election to Redeem or Prepay; Notice to Master Trustee. The Company shall notify the Master
Trustee in writing of the election of the Company to redeem or prepay all or any portion of the Notes of any series, together with
the redemption or prepayment date and the principal amount of Notes of each Stated Maturity and series to be redeemed or
prepaid, at least 60 days prior to the redemption or prepayment date fixed by the Company, unless a shorter notice shall be
satisfactory to the Master Trustee.

Section 303. Deposit of Redemption or Prepayment Price. On or prior to any redemption or prepayment date,
the Company shall deposit with the Master Trustee or its designated agent an amount of money sufficient to pay the redemption
or prepayment price of all the Notes which are to be redeemed or prepaid on such date.

Section 304. Notes Payable on Redemption or Prepayment Date.

(a) Notice of redemption or prepayment having been given as aforesaid, and the monies for redemption or
prepayment having been deposited as described in Section 303, the Notes to be redeemed or prepaid shall become due and
payable on the redemption or prepayment date at the redemption or prepayment price therein specified, and from and after such
date such Notes shall cease to bear interest. Upon surrender of any such Note for redemption or prepayment in accordance with
said notice, such Note shall be paid by the Company at the redemption or prepayment price. Installments of interest whose
Stated Maturity is on or prior to the redemption date shall be payable to the registered Note Holders on the relevant Record Dates
according to their terms.

(b) If any Note called for redemption shall not be so paid upon surrender thereof for redemption, the principal
(and premium, if any) shall, until paid, bear interest from the redemption date at the rate borne by the Note.

Section 305. Notes Redeemed or Prepaid in Part. Any Note which is to be redeemed or prepaid only in part
shall be surrendered at a Place of Payment (with, if the Company or the Master Trustee so requires, due endorsement by, or a
written instrument of transfer satisfactory in form to, the Company and the Master Trustee, and duly executed by the Holder
thereof or by his attorney who has been duly authorized in writing) and the Company shall execute and the Master Trustee shall
authenticate and deliver without service charge a new Note or Notes of the same series, interest rate and maturity, and of any
Authorized Denomination, to the Holder of such Note as requested by such Holder in aggregate principal amount equal to and in
exchange for the unredeemed or unpaid portion of the principal of the Note so surrendered.




ARTICLE 1V
COVENANTS OF THE COMPANY

Section 401. Payment of Debt Service. The Company unconditionally and irrevocably covenants that it will
promptly pay the principal of, premium, if any, and interest and any other amount due on every Note issued under this Master
Indenture at any time at the place, on the dates and in the manner provided in said Notes according to the true intent and meaning
thereof. Notwithstanding any schedule of payments upon the Notes set forth in the Notes, the Company unconditionally and
irrevocably covenants and agrees to make payments upon each Note and be liable therefor at the times and in the amounts
(including principal, interest and premium, if any) equal to the amounts to be paid as interest, principal at maturity or by
mandatory sinking fund redemption, or premium, or purchase price, if any, upon any Notes or Related Bonds from time to time
outstanding.

Section 402. Rating. The Company covenants that is will not knowingly take any action that would likely result
in the reduction of the then current municipal ratings of the Notes (or any other indebtedness secured by the Notes) by Fitch, Inc.,
Moody’s Investors Services, Inc., or Standard & Poors Ratings Services, Inc.

Section 403. Money for Note Payments to be Held in Trust; Appointment of Paying Agents.
(a) The Company may appoint a Paying Agent for each series of the Notes.
(b) Each such Paying Agent appointed by the Company shall be (i) a corporation organized and doing business

under the laws of the United States of America or of any state, (ii) authorized under such laws to exercise corporate trust powers,
(iii) have a combined capital and surplus of at least $50,000,000, and (iv) be subject to supervision or examination by federal or
state authority.

(c) Subject to Section 207 hereof, the Company will, on or prior t