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RICHARD MILBURN ACADEMY, INC.
(Federal Employer 1dentification Number: 54-1 864466}

CERTIFICATE OF BOARD

We, the undersigned, certify that the attached Financial and mpliance Report of Richard
Milburn Academy, Inc. was reviewed and (check one) _ ¢/ approved __ disapproved
for the year ended Augyst 31, 2006, at a meeting of the governing body of the charter holder on

the < i{ day of ,.-_ﬁ? {4~ , 2007.

j .

ity Sawds (- oo Bl )sr 3
Signature of Board Secretary _ Signature of Board Preszdeﬁt /

Carole Renales Peter G. Briggs




BEEMER, PRICHER, KUEHNHACKL & HEIDBRINK, P.A.

. _gm= CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

Independent Auditors’ Report

Board of Directors
Richard Milburn Academy, Inc.
McQueeney, Texas

Members of the Board of Directors:

We have audited the accompanying general-purpose financial statements of Richard Milbum
Academy, Inc. (the “charter holder”) as of and for the year ended August 31, 2006. These
general-purpose financial statements are the responsibility of the charter holder’s management.
Our responsibility is to express an opinion on these general-purpose financial statements based
on our audit. The prior year summarized comparative information has been derived from the
Organization’s 2005 financial statements which were audited by us and upon which our report
dated October 14, 2005 expressed an unqualified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
general-purpose financial statements are free of materjal misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the general-
purpose financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall general-purpose
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the general-purpose financial statements referred to above present fairly, in all
material respects, the financial position of the charter holder, as of August 31, 2006, and the
respective changes in net assets and cash flows for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

iy




In accordance with Government Auditing Standards, we have also issued our report dated
October 26, 2006 on our consideration of the School’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our andit.

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

Buunss, Prishoh, Hushnhack L # Rlidbuint. 7

Winter Park, Florida
October 26, 2006




RICHARD MILBURN ACADEMY, INC.

STATEMENTS OF FINANCIAL POSITION

AUGUST 31, 2006 AND 2005
2006 2005
ASSETS

Current assets:
Cash and cash equivalents $ 745811 $ 717,435
Due from governmental agencies 481,118 373,853
Prepaid assets 28,756 40,165
Due from affiliates 13,680 6,421
Total current assets 1,269,365 1,137,874
Furniture, fixtures and equipment, net 328,054 373,230
Other assets 20,261 23,427

Total assets

LIABILITIES AND NET ASSETS
Current liabilities:

Accounts payable

Accrued liabilities

Deferred revenue

Due to affiliates

Total Habilities

Net assets:
Unrestricted
Temporarily restricted

Total net assets

Total liabilities and net assets

$ 1,617,680

$ 1,534,531

$ 432,175 $ 306,029
288,547 325,979

- 533

- 168

720,722 632,709
896,958 901,822
896,958 501,822

$ 1,617.680

$ 1,534,531

The accompanying notes to financial statements are an integral part of this statement.
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RICHARD MILBURN ACADEMY, INC.
STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

Temporarily Totals
Unrestricted Restricted 2006 2005
REVENUES
Local support:
Interest and other revenue $ 17,663 3 - $ 17,663 $ 64,387
Total local support 17,663 - 17,663 64,387
State program revenues:
Foundation School Program 5,682,167 - 5,682,167 4,858,111
Other state aid 17,975 - 17,975 49,217
Total state program revenues 5,700,142 - 5,700,142 4,907,328
Federal program revenues:
ESEA Title I, Part A 336,158 - 336,158 303,237
ESEA Title II, Part A 29,017 - 29,017 31,568
ESEA Title I, Part D - - - 3,644
ESEA Title IV, Part A - - - 101,014
ESEA Title V, Part A - - - 1,891
Temporary Impact Aid 10,797 - 10,797 -
SHARS 1,712 - 1,712 -
IDEA, Part B 20,072 - 20,072 -
Vocational Education - Basic Grant - - - 6,413
Compiletion and success 5,322 - 5,322 -
Total federal program revenues 403,078 - 403,078 447,767

Net assets released from restrictions:
Restrictions satisfied by payment

Total revenues and net assets

released from restrictions $ 6,120,883 $ - $ 6,120,883

$ 5,419,482

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




RICHARD MILBURN ACADEMY, INC.
STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

(continued)
Temporarily Totals
Unrestricted Restricted 2006 2005
EXPENSES
Program services:
Instruction and instruction-related $ 2,640,408 $ - $ 2,640,408 $ 2,250,640
Instructional and school leadership 817,710 - 817,710 705,318
Support services:
Administrative support services 1,469,544 - 1,469,544 1,383,346
Support services - student 377,722 - 377,722 369,987
Support services - non-student based 820,363 - 820,363 748,357
Total expenses 6,125,747 - 6,125,747 5,457,648
Change in net assets (4,864) - (4,864) (38,166)
Net assets, beginning of year 901,822 - 901,822 939,988
Net assets, end of year $ 896,958 $ - $ 896,958 $ 901,822

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




RICHARD MILBURN ACADEMY, INC.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Foundation School Program payments
Grant payments
Miscellaneous sources
Payments to vendors for goods and services rendered
Payments to personnel for services rendered

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture, fixtures and equipment
Collection of temporary financing

Net cash used for investing activities

Net increase in cash

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Reconciliation of change in net assets to net cash
provided by operating activities:
Change in net assets
Adjustments to reconcile change in net assets to
net cash provided by operating activities:
Depreciation and amortization
Loss on disposal of furniture, fixures and equipment
(Increase) decrease in assets:
Due from governmental agencies
Prepaid assets
Other assets
Due from affiliates
Increase (decrease) in liabilities:
Accounts payable
Accrued liabilities
Deferred revenue
Due to affiliates

Net cash provided by operating activities

2006 2005
$ 5,602,059  § 5,144,940
370,827 491,998
17,740 6,563
(3,349,726) (2,373,568)
(2,528,680) (2,997,135)
112,220 272,798
(83,844) (193,370)
- 67,083
(83,844) (126,287)
28,376 146,511
717,435 570,924
$ 745811 $ 717435
$ (4864 $  (38,166)
128,488 106,740
532 -
(107,265) 284,210
11,409 (23,887)
3,166 13,803
(7,259) -
126,146 (107,473)
(37,432) 97,762
(533) (60,191)
(168) :
$ 112220 $ 272,798

The accompanying notes to financial statements are an integral part of this statement.
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RICHARD MILBURN ACADEMY, INC.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

1 ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization

Richard Milburn Academy, Inc. (the “charter holder” or the “Organization™) is a not-for-profit
organization incorporated in the State of Virginia in 1998. The governing body of the Organization is
the not-for-profit organization Board of Directors, which is composed of four members. The Board of
Directors is selected pursuant to the bylaws of the Organization and has the authority to make decisions,
appoint the chief executive officer of the Organization, and significantly influence operations. The
Board of Directors has the primary accountability for the fiscal affairs of the Organization.

The Organization provides general education services for students in grades nine through twelve in six
individual charter schools in Texas. Each individual school operates under an open enrollment charter
granted by the State of Texas Board of Education. Each charter was issued for a period of five years and
is subject to review and renewal prior to the expiration date of the original charter. The Organization is
part of the public school system of the State of Texas and, therefore, is entitled to distribution from the
Foundation School Program, as well as other state grants and federal grants received through the State of
Texas. The Organization does not have the authority to impose ad valorem taxes or to change the price
of tuition.

Since the Organization received funding from local, state, and federal government sources, it must
comply with the requirements of the entities providing those funds.

Basis of presentation

The accompanying general-purpose financial statements have been prepared using the accrual basis of
accounting in accordance with the Audit and Accounting Guide - Not-for-Profit Organizations issued by
the American Institute of Certified Public Accountants. The accounting system is organized pursuant to
the Special Supplement to Financial Accounting and Reporting — Non-profit Charter School Chart of
Accounts, a module of the Texas Education Agency Financial Accountability Resource Guide.

The Organization has adopted the provisions of Statements of Financial Accounting Standards No. 116,
Accounting for Contributions Received and Contributions Made (“SFAS 116”), and No. 117, Financial
Statements of Noi-For-Profit Organizations (“SFAS 1177).

SFAS 116 requires the organization to distinguish between contributions that increase permanently
restricted net assets, temporarily restricted net assets and unrestricted net assets. It also requires
recognition of contributions, including contributed services meeting certain criteria, at fair values. SFAS
117 establishes standards for general-purpose external financial statements of not-for-profit




RICHARD MILBURN ACADEMY, INC.

NOTES TO FINANCIAL STATEMENTS
{continued)

organizations and requires a statement of financial position, a statement of activities, a statement of cash
flows and a statement of functional expenses.

Net assets and revenues, expenses, gains, and losses are classified based on the existence or absence
of donor-imposed restrictions. Accordingly, net assets of the Organization and changes therein are
classified and reported as follows:

o Unrestricted — net assets that are not subject to donor-imposed restrictions.

s Temporarily restricted — net assets subject to donor-imposed restrictions that may or will be
met, either by actions of the Organization and/or the passage of time.

e Permanently restricted — net assets required to be maintained in perpetuity with only the
income to be used for the Organization’s activities due to donor-imposed restrictions.

Support that is restricted by the domor is reported as an increase in temporarily restricted or
permanently restricted net assets in the reporting period in which the support is recognized. When a
restriction expires, temporarily restricted net asscts are reclassified to unrestricted net assets and
reported in the statement of activities as net assets released from restrictions. Restricted revenues
whose restrictions are met in the same year as received are shown as unrestricted revenues.

The financial statements include certain prior-year summarized comparative information in total but
not by net asset class. Such information does not include sufficient detail to constitute a presentation
in conformity with generally accepted accounting principles. Accordingly, such information should
be read in conjunction with the Organization’s financial statements for the year ended August 31,
2003, from which the summarized information was derived.

Functional expenses

Since all expenses are incurred in connection with school operations, a statement of functional
expenses is not presented.

Cash and cash equivalents

The Organization’s cash consists primarily of demand deposits with financial institutions, which are
insured by federal depository insurance. Amounts on deposit at August 31, 2006 over the maximum
amount covered by federal depository insurance totaled approximately $677,000. The School
historically has not incurred losses on such accounts, and management believes that the School does
not have significant credit risk with respect to these accounts at August 31, 2006.




RICHARD MILBURN ACADEMY, INC.

NOTES TO FINANCIAL STATEMENTS
(continued)

Capital assets and depreciation

Capital assets acquired, which include furniture, fixtures and equipment, are reported at cost, net of
accumulated depreciation, in the general-purpose and specific-purpose financial statements. The
Organization’s policy is to capitalize assets costing over $1,000 that have an estimated useful life of
more than one year. Expenditures for additions, major renewals and betterments are capitalized, and
maintenance and repairs are charged to expense as incurred. Donated assets are recorded at fair value
at the date of donation.

Depreciation is computed using the straight-line method over the estimated useful lives of the assets,
which are as follows:
Years

Furniture, fixtures and equipment 3-5
Income taxes

The Organization has obtained a determination of tax-exempt status from the Internal Revenue Service
under Section 501(c)3) of the Internal Revenue Code. Accordingly, no provision for income taxes has
been reflected in the accompanying financial statements.

Use of estimates

In preparing the financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the date of the balance sheet and affect
revenues and expenses for the period presented. Actual results could differ significantly from those
estimates. Foundation School Program revenue in the accompanying financial statements is based
upon the allocation of these funds by the Texas Education Agency (“TEA”) at the time of issuance of
these financial statements. The allocation by TEA is subject to audit and adjustment in future years
and, as such, all revisions to the allocation after issuance of the financial statements are adjusted
prospectively. In addition, the Organization applies expenses for purposes of the maintenance of
effort for special programs (special education, career and technology, regular compensatory
education, and pregnancy-related services programs and the technology allotment) on a first-in, first-
out basis over a three year period. Management’s basis for estimating the amounts to be returned to
TEA for unspent special program funds is to compare the required expenditures for the year to the
subsequent three years actual expenditures.

10




RICHARD MILBURN ACADEMY, INC.
NOTES TO FINANCIAL STATEMENTS
(continued)

2 FURNITURE, FIXTURES AND EQUIPMENT

Furniture, fixtures and equipment, net at August 31, 2006 and 2005 consisted of the following:

2006 2005
Furniture, fixtures and equipment $ 751,370 $ 669,783
Less: accumulated depreciation (423,316) (296,553)
Furniture, fixtures and equipment, net $ 328,054 $ 373,230

Capital assets acquired with public funds received by the Organization for the operation of the
individual schools of Richard Milburn Academy, Inc. constitute public property pursuant, to Chapter
12 of the Texas Education Code. These assets are specifically identified on the Schedule of Capital
Assets for each individual charter school.

3 PENSION PLAN OBLIGATIONS
Defined Benefit Plan

The Organization contributes to the Teacher Retirement System of Texas (the “System”), a public
employee retirement system. The System is a cost-sharing, multiple-employer defined benefit
pension plan with one exception: all risks and costs are not borne by the Organization, but are the
liability of the State of Texas. The System provides service retirement and disability retirement
benefits and death benefits to plan members and beneficiaries. The System operates under the
authority of provisions contained primarily in Texas Government Code, Title 8, Public Retirement
Systems, Subtitle C, Teacher Retirement System of Texas, which is subject to amendment by the
Texas Legislature.

Under provisions in State law, plan members are required to contribute 6.4% of their annual covered
salary and the State of Texas contributes an amount equal to 6.0% of the Organization’s covered
payroll. The Organization’s employees’ contributions to the System for the fiscal years ending
Aungust 31, 2006 and 2005 were approximately $160,000 and $140,000, respectively, and were equal
to the required contributions for each year.

11




RICHARD MILBURN ACADEMY, INC.

NOTES TO FINANCIAL STATEMENTS
(continued)

401(k) Plan

The Organization has also established a profit-sharing plan under Section 401(k) of the Internal
Revenue Code, whereby all eligible employees are entitled to defer up to the lesser of $15,000 in
2006 and $14,000 in 2005 on a calendar-year basis. Substantially all employees are eligible to
participate in the plan depending on the length of service and attainment of minimum age
requirements. Under the terms of the plan, the Organization contributes an amount to the plan at the
discretion of the Board of Directors. Employer contributions to the plan in fiscal 2006 and 2005 were
$648 and $1,998, respectively.

4 RELATED PARTY TRANSACTIONS

During the routine course of business, invoices and payroll, which apply to both the Organization and
an affiliate, Richard Milburn Academy/TX, Inc., may be paid by a single entity creating an affiliate
receivable or payable. The Organization tracks the amounts due to or from each affiliated school
separately, and these amounts are presented separately in the accompanying financial statements.
Amounts due from affiliates as of August 31, 2006 and 2005 were $13,680 and $6,421, respectively.
Amounts due to affiliates as of August 31, 2006 and 2005 were zero and $168, respectively.

5 RISK MANAGEMENT PROGRAM

Workers’ compensation coverage, employee health, general lability, professional liability and
property coverages are being provided through purchased commercial insurance with minimum
deductibles for each line of coverage. Settled claims resulting from these risks have not exceeded
commercial coverage.

For most of fiscal 2005, the Organization was partially self-insured for employee health and
hospitalization coverage with stop-loss coverage for aggregate claims exceeding a maximum of
$50,000 per covered individual/family. The self-insurance premiums for coverage and the maximum
self-insured amount applied to a group of related entities including the Organization and were
allocated to each school based upon the coverage elected by each individual covered under the plan.
This plan terminated effective August 27, 2005. Claims for insured events occurring prior to this
date were required to be submitted within ninety days of the termination date.

12




RICHARD MILBURN ACADEMY, INC.

NOTES TO FINANCIAL STATEMENTS
(continued)

6 COMMITMENTS AND CONTINGENT LIABILITIES

Grants

The Organization participates in state and federal grant programs, which are governed by various
rules and regulations of the grantor agencies. Costs charged to the respective grant programs are
subject to audit and adjustment by the grantor agencies; therefore, to the extent that the Organization
has not complied with the rules and regulations governing the grants, refunds of any money received
may be required and the collectibility of any related receivable at August 31, 2006 may be impaired.

The Organization is required to expend a minimum amount of its allocation of special program grants
from TEA on a timely basis. Management has determined the period for timely expenditure of the funds
allocated to the Organization in any year to be the three-year period beginning with that year.
Management calculates its estimate of the amounts of special program funds to be returned to TEA ona
first-in, first-out basis by applying expenditures to the earliest year first to satisfy the spending
requirements for that year. As of August 31, 2006, management does not believe there are any amounts
due to TEA for unexpended special program funds,

In the opinion of management, there are no significant contingent liabilities relating to compliance
with the rules and regulations governing these grants; therefore, no provision has been recorded in the
accompanying financial statements for such contingencies.

Lease commitments
The Organization leases its facilities under non-cancelable operating leases, which contain varying

renewal options. Approximate aggregate remaining minimum rental commitments at August 31,
2006 under these leases are summarized as follows:

Fiscal Year
2007 $ 417,000
2008 293,000
2009 149,000
2010 62,000
Total $ 921,000

Rent expense for all operating leases for the fiscal years ending August 31, 2006 and 2005 was
approximately $461,000 and $459,000, respectively.

13




RICHARD MILBURN ACADEMY, INC.

NOTES TO FINANCIAL STATEMENTS
(continued)

Management fees

The Organization contracts with a management company for management and administrative
services. The management agreements provide, among other things, for the payment of a
management fee calculated based upon the gross revenues of each individual school within the
Organization. The management agreements were executed following a full and open competition and
were approved by the Board of Directors. For the fiscal years ending August 31, 2006 and 2005, the
Organization has incurred approximately $916,000 and $801,000 of management fees, respectively.
Amounts due to the management company at August 31, 2006 and 2005 are approximately $323,000
and $148,000, respectively, and are included in accounts payable in the accompanying financial
statements.

14




RICHARD MILBURN ACADEMY, INC. - AMARILLO

STATEMENTS OF FINANCIAL POSITION

AUGUST 31, 2006 AND 2005
2006 2005
ASSETS
Current assets:
Cash and cash equivalents $ 94,208 $ 140,703
Due from governmental agencies 64,229 48,133
Prepaid assets 4,036 9,592
Due from affiliates 59,376 40,804
Total current assets 221,849 239,232
Furniture, fixtures and equipment, net 13,985 23,578
Total assets $ 235834 $ 262,810
LIABILITIES AND NET ASSETS
Current liabilities: ,
Accounts payable $ 35,551 $ 22,062
Accrued liabilities 52,472 43,436
Total liabilities 88,023 65,498
Net assets:
Unrestricted 147,811 197,312
Temporarily restricted - -
Total net assets 147,811 197,312
Total liabilities and net assets $ 235834 $ 262,810

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - BEAUMONT

STATEMENTS OF FINANCIAL POSITION

AUGUST 31, 2006 AND 2005
2006 2005
ASSETS
Current assets:
Cash and cash equivalents $ 282,881 $ 204,550
Due from governmental agencies 103,234 70,031
Prepaid assets 5,158 5,962
Due from affiliates 34,550 66,425
Total current assets 425,823 346,968
Furniture, fixtures and equipment, net 84,094 91,953
Total assets $ 509,917 $ 438,921
LIABILITIES AND NET ASSETS
~ Current liabilities:
Accounts payable $ 29,276 $ 56,565
Accrued liabilities 57,697 51,336
Total liabilities 86,973 107,901
Net asgets:
Unrestricted 422 944 331,020
Temporarily restricted - -
Total net assets 422,944 331,020
Total liabilities and net assets $ 509917 $ 438,921

See accompanying notes to financial statements and independent anditors’ report.
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RICHARD MILBURN ACADEMY, INC. - CORPUS CHRISTI

STATEMENTS OF FINANCIAL POSITION

AUGUST 31, 2006 AND 2005
2006 2005
ASSETS
Current assets:
Cash and cash equivalents $ 95,044 $ 112,310
Due from governmental agencies 81,373 72,692
Prepaid assets 5,412 5,703
Due from affiliates 1,700 -
Total current assets 183,529 190,705
Furniture, fixtures and equipment, net 25,577 26,086
Other assets . 5,891 4,613
Total assets $ 214,997 § 221,404
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable $ 53,459 $ 28,913
Accrued liabilities 51,714 60,201
Due to affiliates 55,282 68,995
Total liabilities 160,455 158,109
Net assets:
Unrestricted 54,542 63,295
Temporarily restricted - -
Total net assets 54,542 63,295
Total liabilities and net assets $ 214,997 $ 221,404

See accompanying notes to financial statements and independent auditors report.
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Current assets:

Cash and cash equivalents

RICHARD MILBURN ACADEMY, INC. - KILLEEN

STATEMENTS OF FINANCIAL POSITION

ASSETS

Due from governmental agencies
Prepaid assets
Due from affiliates

Total current assets

Furniture, fixtures and equipment, net

Other assets

Total assets

LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable
Accrued Habilities
Deferred revenue
Due to affiliates

Total liabilities

Net assets:

Unrestricted

Temporarily restricted

Total net assets

AUGUST 31, 2006 AND 2005
2006 2005

$ 121,477 $ 98,128
84,338 58,764
4,376 5,938

4,586 -
214,777 162,830
75,420 98,756
3,370 4,582
$ 293,567 $ 266,568
$ 26,438 $ 27,313
46,402 57,600
- 533
300 4,251
73,140 89,697
220,427 176,871
220,427 176,871
$ 293,567 $ 266,568

Total liabilities and net assets

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. ~- LUBBOCK

STATEMENTS OF FINANCIAL POSITION

AUGUST 31, 2006 AND 2005
2006 2005
ASSETS
Current assets:
Cash and cash equivalents $ 70,987 $ 40,604
Due from governmental agencies 74,541 59,687
Prepaid assets 4,113 5,062
Total current assets 149,641 105,353
Fumiture, fixtures and equipment, net 23,603 15,082
Other assets 5,000 5,000
Total assets $ 178,244 $ 125,435
LIABILITIES AND NET ASSETS
Current Habilities:
Accounts payable $ 154,697 $ 77,001
Accrued liabilities 40,355 44 841
Due to affiliates 37,375 24,634
Total liabilities 232,427 146,476
Net assets:
Unrestricted (54,183) (21,041)
Temporarily restricted - -
Total net assets (54,183) (21,041)
Total liabilities and net assets $ 178,244 $ 125,435

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - MIDLAND

STATEMENTS OF FINANCIAL POSITION

AUGUST 31, 2006 AND 2005
2006 2005
ASSETS
Current assets:
Cash and cash equivalents $ 80,176 $ 115,120
Due from governmental agencies 72,205 64,545
Prepaid assets 5,661 6,588
Total current assets 158,042 186,253
Furniture, fixtures and equipment, net 101,420 112,618
Other assets 6,000 6,300
Total assets $ 265462 $ 305,171
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable $ 114,770 $ 63,811
Accrued liabilities 40,718 63,705
Due to affiliates 4,557 23,290
Total liabilities 160,045 150,806
Net assets:
Unrestricted 105,417 154,365
Temporarily restricted - -
Total net assets 105,417 154,365
Total liabilities and net assets $ 265462 $ 305171

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - AMARILLO

STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006

(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

REVENUES
Local support:
5740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency
Total state program revenues

Federal program revenues:
3920 Federal revenues distributed by the
Texas Education Agency

Net assets released from restrictions:
Restrictions satisfied by payment
Total revenues and net assets
released from restrictions

EXPENSES
11 Imstruction
12 Instructional resources and media
13 Curriculum development and
instructional staff development
23 School leadership
31 Guidance, counseling and evalnation
32 Social work services
33 Health services
36 Cocurricular/extracurricular activities
41 General administration
51 Plant mainienance and operation
52 Security and monitoring services
53 Data processing services
61 Community services

Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of year

See accompanying notes to financial statements and independent auditors’ report.

Temporarily Totals
Unrestricted Restricted 2006 2005

5 4,441 $ - 4.441 b 49,343
784,503 - 784,503 700,904
2,113 - 2,113 4,467
786,616 - 786,616 705,371
47936 - 47,936 54,241
838,993 - 838,993 808,955
374,450 - 374,450 282,234
4,168 - 4,168 990
5,753 - 5,753 4,783
156,045 - 156,045 109,782
28,037 - 28,037 28,829

1,317 - 1,317 -
- - - 79
107 - 107 2,852
212,220 - 212220 202,489
95,615 - 95,615 87,105
432 - 432 310
10,350 - 10,350 3,379
- - - 22
888,494 - 888,494 722,854
(459,501) - {49,501 86,101
197,312 - 197,312 111,211
$ 147,811 $ - 147,811 $ 197,312
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RICHARD MILBURN ACADEMY, INC. - BEAUMONT

STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

REVENUES
Local support:
5740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency
Total state program revenues

Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency

Net assets released from restrictions:
Restrictions satisfied by payment
Total revenues and net assets
released from restrictions

EXPENSES
11 Instruction
12 Instructional resources and media
i3 Curriculum development and
instructional staff development
23 School leadership
31 Guidance, counseling and evaluation
32 Social work services
33 Health services
36 Cocurricular/extracurricular activities
41 General administration
51 Plant maintenance and operation
52 Security and monitoring services
53 Data processing services
61 Community services

Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of year

See accompanying notes to financial statements and independent auditors’ report.

Temporarily Totals
Unrestricted Restricted 2006 2005

$ - b - 3 - b 9,809
1,143,741 - 1,143,741 899,905
2,368 - 2,368 6,377
1,146,109 - 1,146,109 906,282
75,770 - 75,770 65,461
1,221,879 - 1,221,879 981,552
413,479 - 413,479 356,643
2,810 - 2,810 4,410
32,226 - 32,226 58,700
142,856 - 142,856 106,957
70,113 - 70,113 7,876
- - - 10,856

60 - 60 -
15,082 - 15,082 10,045
285,958 - 285,958 243,684
135,198 - 135,198 123,977
5,150 - 5,150 2,532
11,783 - 11,783 14,414

15,240 - 15,240 -
1,129,955 - 1,129,955 940,094
01,924 - 91,924 41,458
331,020 - 331,020 289,562
$ 422944 $ - $ 422,944 $ 331,020
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RICHARD MILBURN ACADEMY, INC. - CORPUS CHRISTI

STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

REVENUES
Local support:
5740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency
Total state progiain revenues

Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency

Net assets released from restrictions:
Restrictions satisfied by payment
Total revenues and net assets
released from restrictions

EXPENSES
11 Instruction
12 Instructional resources and media
13 Curriculum development and
instructional staff development
23 School leadership
31 Guidance, counseling and evaluation
32 Social work services
33 Health services
36 Cocurricular/extracurricular activities
41 General administration
51 Plant maintenance and operation
52 Security and monitoring services
53 Data processing services
61 Community services

Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of year

Temporarily Totals
Unresiricted Restricted 2006 20035
3 - $ - $ - $ 91
1,076,525 - 1,076,525 841,399
2,609 - 2,699 5,396
1,079,224 - 1,079,224 846,795
82,213 - 82,213 90,937
1,161,437 - 1,161,437 037,823
482,136 - 482,136 404,900
2,134 - 2,134 229
34,237 - 34,237 14,127
140,289 - 140,289 121,502
79,955 - 79,955 74,146
- . - 11,343
6,123 - 6,123 4,107
790 - 790 2,319
271,550 - 271,550 233,001
109,675 - 109,675 112,897
19,937 - 19,937 335
17,627 - 17,627 4,410
5,737 - 3,737 -
1,170,190 - 1,170,190 083,316
(8,753) - (8,753) (45,493)
63,295 - 63,295 108,788
3 54,542 ) - $ 54,542 3 63,295

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - KILLEEN

STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006

(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

REVENUES
Local support:
5740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency
Total state program revenues

Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency

Net assets released from restrictions:
Restrictions satisfied by payment
Total revenues and net assets
released from restrictions

EXPENSES
11 Imstruction
12 Imstructional resources and media
13 Curriculum development and
instructional staff development
23 School leadership
31 Guidance, counseling and evaluation
32 Social work services
33 Heaith services
34 Student transportation
36 Cocurricular/extracurricular activities
41 General administration
51 Plant maintenance and operation
52 Security and monitoring services
53 Data processing services

Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of year

See accompanying notes to financial statements and independent auditors’ report.

Temporarily Totals
Unrestricted Resfricted 2006 2005

& 4,000 $ - 5 4,000 2,467

931,128 - 931,128 728,502

4,717 - 4,717 23,468

935,845 - 935,845 751,970

70,624 - 70,624 113,736

1,010,469 - 1,010,469 868,173

408,395 - 408,395 404,183

244 - 244 131

10,736 - 10,736 13,937

148,252 - 148,252 134,409

20,991 - 20,991 53,964

5,006 - 5,006 3,549

38 - 38 387

3,850 - 3,850 1,000

1,125 - 1,125 2,667

242,844 - 242,844 227,679

91,063 - 91,063 94,023

23,420 - 23,420 8,864

10,949 - 10,949 3,634

966,913 - 966,913 048,427
43,556 - 43,556 (80,254)

176,871 - 176,871 257,125

§ 220,427 3 - $ 220,427 176,871
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RICHARD MILBURN ACADEMY, INC. - LUBBOCK

STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006

(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

REVENUES

Local support:
53740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency
Total state program revenues

Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency

Net assets released from restrictions:
Restrictions satisfied by payment
Total revenues and net assets
released from restrictions

EXPENSES
11 Instruction
12 Instructional resources and media
13 Curriculum development and
instructional staff development
23 School leadership
31 Guidance, counseling and evaluation
33 Health services
36 Cocurricular/extracurricular activities
41 General administration
51 Plant maintenance and operation
52 Security and monitoring services
53 Data processing services
61 Community services

Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of year

Temporarily Totals
Unrestricted Restricted 2006 2005
$ 3,809 b - 3,809 $ 1,480
810,166 - 810,166 663,721
2,059 - 2,059 4,367
812,225 - 812,225 668,028
45,557 - 45,557 63,510
861,591 - 861,591 733,078
368,524 - 368,524 313,446
1,867 - 1,867 80
11,609 - 11,609 6,989
101,012 - 101,012 105,267
62,243 - 62,243 36,101
39 - 39 23
632 - 632 3,050
216,761 - 216,761 204,984
102,922 - 102,922 90,995
861 - 861 1,203
27,981 - 27.981 8,465
282 - 282 -
894,733 - 894,733 770,613
(33,142) - (33,142) (37,535)
(21,041) - (21,041) 16,494
3 (54,183) $ - (54,183) § (21,041

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - MIDLAND

STATEMENTS OF ACTIVITIES

FOR THE YEAR ENDED AUGUST 31, 2006
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED AUGUST 31, 2005)

~ REVENUES
Local support:
5740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency
Total state program revenues

Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency

Net assets released from restrictions:
Restrictions satisfied by payment
Total revenues and net assets
released from restrictions

EXPENSES
11 Instruction
12 Instructional resources and media
13 Curriculum development and
instructional staff development
23 School leadership
31 Guidance, counseling and evaluation
32 Social work services
33 Health services
36 Cocurricular/extracurricular activities
41 General administration
51 Plant maintenance and operation
52 Security and monitoring services
53 Data processing services

Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of year

Temporarily Totals
Unrestricted Restricted 2006 2005

b 5,413 $ - $ 5,413 $ 1,197

936,104 - 936,104 1,023,680

4,019 - 4,019 5,142

040,123 - 940,123 1,028,822

80,978 - 80,978 59,883

1,026,514 - 1,026,514 1,089,902

469,759 - 469,759 360,699

2,332 - 2,532 3,182

15,349 - 15,349 20,967

135,849 - 135,849 127,403

42,606 - 42,606 82,506

31,862 - 31,862 30,555

1,153 - 1,153 19

- - - 3,715

240,211 - 240,211 271,508

127,016 - 127,016 158,785

715 - 715 6,843

8,410 - 8,410 26,161

1,075,462 - 1,075,462 1,092,343
(48,948) - (48,948) (2,441)

154,365 - 154,365 156,806

$ 105417 b - $ 105417 $ 154,365

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - AMARILLO
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Foundation School Program payments $ 771,137 $ 708915
Grant payments 47,319 54,222
Miscellaneous sources 4,441 1,328
Payments to vendors for goods and services rendered (526,065) (284,216)
Payments to personnel for services rendered (337,053) (421,567)
Net cash provided by (used for) operating activities (40,221) 58,682
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture, fixtures and equipment (6,274) (5,402)
Issuance of affiliate financing - (941)
Net cash used for investing activities (6,274) (6,343)
Net increase (decrease) in cash {46,495) 52,339
Cash and cash equivalents, beginning of year 140,703 88,364
Cash and cash equivalents, end of year $ 94,208 $ 140,703

Reconciliation of change in net assets to net cash
provided by (used for) operating activities:
Change in net assets $ (49,501) $ 86,101
Adjustments to reconcile change in net assets to
net cash provided by (used for) operating activities:

Depreciation and amortization 15,867 20,940

(Increase) decrease in assets:
Due from governmental agencies (16,096) 3,525
Prepaid expenses 5,556 (7,368)
Due from affiliates (18,572)

Increase (decrease) in liabilities:
Accounts payable 13,489 (4,288)
Accrued liabilities 9,036 7,787
Deferred revenue - (48,015)

Net cash provided by (used for) operating activities _§ (40,221) $ 58,682

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - BEAUMONT

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Foundation School Program payments
Grant payments
Miscellaneous sources
Payments to vendors for goods and services rendered
Payments to personnel for services rendered

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture, fixtures and equipment
Collection of affiliate financing

Net cash used for investing activities

Net increase in cash

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Reconciliation of change in net assets to net cash
provided by operating activities:
Change in net assets
Adjustments to reconcile change in net assets to
net cash provided by operating activities:
Depreciation and amortization
Loss on disposal of furniture, fixtures and equipment
(Increase) decrease in assets:
Due from governmental agencies
Prepaid assets
Due from affiliates
Increase (decrease) in liabilities:
Accounts payable
Accrued liabilities
Deferred revenue

Net cash provided by operating activities

2006 2005
$ 1,123,767 $ 990,510
64,832 65,182
77 .
(596,943) (381,979)
(484,742) (472,329)
106,991 201,384
(28,660) (63,689)
- 22
(28,660) (63,667)
78,331 137,717
204,550 66,833
$ 282,881 $ 204,550
$ 91,924 $ 41,458
35,987 32,451
532
(33,203) 83,949
804 (3,526)
31,875 -
(27,289) 23,771
6,361 33,090
- (9,809)
$ 106991  $ 201,384

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. — CORPUS CHRISTI

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Foundation School Program payments $ 1,067,507 $ 789,259
Grant payments 71,536 81,473
Miscellaneous sources - 91
Payments to vendors for goods and services rendered (691,228) (409,031)
Payments to personnel for services rendered (456,259) (581,826)
Net cash used for operating activities (8,444) (120,034)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture, fixtures and equipment (8,822) (4,110)
Collection of affiliate financing - 170,517
Net cash provided by (used for) investing activities (8,822) 166,407
Net increase (decrease) in cash (17,266) 46,373
Cash and cash equivalents, beginning of year 112,310 65,937
Cash and cash equivalents, end of year $ 95,044 $ 112,310
Reconciliation of change in net assets to net cash
used for operating activities:
Change in net assets $ (8,753) $ (45,493)
Adjustments to reconcile change in net assets to
net cash used for operating activities:
Depreciation and amortization 9,331 7,069
(Increase) decrease in assets:
Due from governmental agencies (8,681) (67,000)
Prepaid assets 291 (3,063)
Other assets (1,278) 1,337
Due from affiliates (1,700} -
Increase (decrease) in liabilities:
Accounts payable 24,546 (16,906}
Accrued liabilities (8,487) 4,022
Due to affiliates (13,713) -
Net cash used for operating activities $ (8,444) $ (120,034)

See accompanying notes to financial statements and independent auditors’ report.

29




RICHARD MILBURN ACADEMY, INC. - KILLEEN

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Foundation School Program payments $ 908,396 $ 937,094
Grant payments 68,015 169,105
Miscellaneous sources 4,000 2,467
Payments to vendors for goods and services rendered (525,528) (514,913)
Payments to personnel for services rendered (426,356) (507,252)
Net cash provided by operating activities 28,527 86,501
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture, fixtures and equipment (5,178) (31,050)
Issuance of affiliate financing - (46,764)
Net cash used for investing activities (5,178) (77,814)
Net increase in cash 23,349 8,087
Cash and cash equivalents, beginning of year 98,128 89,441
Cash and cash equivalents, end of year 3 121,477 $ 98,128

Reconciliation of change in net assets to net cash
provided by operating activities:
Change in net assets $ 43,556 $  (80,254)
Adjustments to reconcile change in net assets to
net cash provided by operating activities:

Depreciation and amortization 28,514 24,702
(Increase) decrease in assets:
Due from governmental agencies (25,574) 242,762
Prepaid assets 1,562 (2,058)
Other assets 1,612 (103)
Due from affiliates (4,586) -
Increase (decrease) in liabilities:
Accounts payable (875) (122,010)
Accrued liabilities (11,198) 25,731
Deferred revenue (533) (2,269)
Due to affiliates (3,951) -
Net cash provided by operating activities $ 28,527 $ 86,501

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - LUBBOCK

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Foundation School Program payments
Grant payments
Miscellaneous sources
Payments to vendors for goods and services rendered
Payments to personnel for services rendered

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture, fixtures and equipment
Issuance of affiliate financing

Net cash used for investing activities

Net increase (decrease) in cash

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Reconciliation of change in net assets to net cash
provided by operating activities:
Change in net assets
Adjustments to reconcile change in net assets to
net cash provided by operating activities:
Depreciation and amortization
(Increase) decrease in assets:
Due from governmental agencies
Prepaid assets
Increase (decrease) in liabilities:
Accounts payable
Accrued liabilities
Deferred revenue
Due from affiliates

Net cash provided by operating activities

2006 2005
$ 798,618 $ 692,086
57,051 62,133
3,809 1,480
(455,815) (274,247)
(359,375) (429,251)
44,288 52,201
(13,905) (9,624)
- (74,412)
(13,905) (84,036)
30,383 (31,835)
40,604 72,439
$ 70987 $ 40,604
$ (33,142) $ (37.535)
5,384 3,031
(14,854) 22,719
949 (2,509)
77,696 42,606
(4,486) 23,987
- (98)
12,741 -

$ 44288 0§ 52,201

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - MIDLAND
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Foundation School Program payments $ 932,634 $ 1,027,076
Grant payments 62,074 59,883
Miscellaneous sources 5,413 1,197
Payments to vendors for goods and services rendered (554,836) (492,018)
Payments to personnel for services rendered (459,224) (550,775)
Net cash provided by (used for) operating activities (13,939) 45,363
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture, fixtures and equipment (21,005) (73,885)
Collection of affiliate financing - 59,810
Net cash used for investing activities (21,005) (14,075)
Net increase (decrease) in cash (34,944) 31,288
Cash and cash equivalents, beginning of year 115,120 83,832
Cash and cash equivalents, end of year $ 80,176 $ 115,120

Reconciliation of change in net assets to net cash
provided by (used for) operating activities:
Change in net assets $ (48,948) § (2,441)
Adjustments to reconcile change in net assets to
net cash provided by (used for) operating activities:

Depreciation and amortization 32,203 18,094
(Increase) decrease in assets:
Due from governmental agencies (7,660) (1,746)
Prepaid assets 927 (4,044)
Other assets 300 15,100
Increase (decrease) in liabilities:
Accounts payable 50,959 (16,880)
Accrued liabilities (22,987) 37,280
Due to affiliates (18,733) -

Net cash provided by (used for) operating activities $ (13,939 $ 45,363

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - AMARILLO
SCHEDULES OF EXPENSES

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
EXPENSES
6100 Payroll costs $ 542,405 $ 429,354
6200 Professional and contracted services 251,958 213,532
6300 Supplies and materials 31,812 20,380
6400 Other operating costs 62,319 59,588
Total expenses $ 888,494 $ 722,854

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - BEAUMONT
SCHEDULES OF EXPENSES

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
EXPENSES
6100 Payroll costs $ 638,852 $ 505419
6200 Professional and contracted services 341,848 305,608
6300 Supplies and materials 47,965 42,147
6400 Other operating costs 101,290 86,920
Total expenses $ 1,129,955 $ 940,094

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - CORPUS CHRISTI
SCHEDULES OF EXPENSES

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
EXPENSES
6100 Payroll costs $ 722418 $ 585,848
6200 Professional and contracted services 361,097 313,797
6300 Supplies and materials 32,543 29,053
6400 Other operating costs 54,132 54,618
Total expenses $ 1,170,190 $ 983316

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - KILLEEN
SCHEDULES OF EXPENSES

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
EXPENSES
6100 Payrol! costs $ 551,755 $ 532,983
6200 Professional and contracted services 287,311 284,502
6300 Supplies and materials 42,137 47,908
6400 Other operating costs 85,710 83,034
Total expenses $ 966,913 $ 948,427

See accompanying notes to financial statements and independent auditors report.
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RICHARD MILBURN ACADEMY, INC. - LUBBOCK
SCHEDULES OF EXPENSES

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
EXPENSES
6100 Payroli costs $ 539,844 $ 453,238
6200 Professional and contracted services 271,708 243,870
6300 Supplies and materials 34,121 25,408
6400 Other operating costs 49,060 48,097
Total expenses $ 894,733 $ 770,613

See accompanying notes to financial statements and independent auditors’ report.

37




RICHARD MILBURN ACADEMY, INC. - MIDLAND
SCHEDULES OF EXPENSES

FOR THE YEARS ENDED AUGUST 31, 2006 AND 2005

2006 2005
EXPENSES
6100 Payroll costs $ 639,225 $ 588,055
6200 Professional and contracted services 321,412 366,995
6300 Supplies and materials 32,554 68,173
6400 Other operating costs 82,271 69,120
Total expenses $ 1,075,462 $ 1,092,343

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - AMARILLO

SCHEDULE OF CAPITAL ASSETS

AUGUST 31, 2006
Ownership Interest
Local State Federal
1110 Cash $ - $ 94,208 $ -
1539 Furniture and equipment - 106,660 6,631
Total $ - $ 200,868 3 6,631

See accompanying notes to financial statements and independent auditors” report.

39




RICHARD MILBURN ACADEMY, INC. - BEAUMONT

SCHEDULE OF CAPITAL ASSETS

AUGUST 31, 2006
Ownership Interest
Local State Federal
1110 Cash $ - $ 282,881 $ -
1539 Furniture and equipment - 103,263 135,273
Total $ - $ 386,144 $ 135273

See accompanying notes to financial statements and independent auditors” report.
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RICHARD MILBURN ACADEMY, INC. — CORPUS CHRISTI

SCHEDULE OF CAPITAL ASSETS

AUGUST 31, 2006
Ownership Interest
Local State Federal
1110 Cash $ - $ 95,044 $ -
1539 Furniture and equipment - 28,360 19,231
Total $ - $ 123,404 $ 15,231

See accompanying notes to financial statements and independent auditors” report.
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RICHARD MILBURN ACADEMY, INC. - KILLEEN
SCHEDULE OF CAPITAL ASSETS

AUGUST 31, 2006

Ownership Interest
Local State Federal
1110 Cash $ - § 121477 $ -
1539 Furniture and equipment - 8,553 141,329
Total $ - $ 130,030 $ 141,329

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - LUBBOCK

SCHEDULE OF CAPITAL ASSETS

AUGUST 31, 2006
Ownership Interest
Local State Federal
1110 Cash $ - $ 70,987 $ -
1539 Furniture and equipment - 25,355 13,704
Total $ - $ 96,342 $ 13,704

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - MIDLAND

SCHEDULE OF CAPITAL ASSETS

AUGUST 31, 2006
Ownership Interest
Local State Federal
1110 Cash $ - $ 80,176 $ -
1539 Furniture and equipment - 123,153 34,246
Total $ - $ 203,329 $ 34,246

See accompanying notes to financial statements and independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC., - AMARILLO

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED AUGUST 31, 2006

Variance with

Actual Final Budget-
Budgeted Amounts (Budgetary Positive
QOriginal Final Basis) (Negative)
REVENUES
Local support:
5740 Other revenues from local sources $ - § - $ 4,441 b 4,441
State program revenues:
5810 Foundation School Program Act 701,562 772,033 784,503 12,470
5820 State program revenues distributed
by Texas Education Agency - - 2,113 2,113
Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency 86,285 86,285 47,936 (38,349)
Total revenues 787,847 858,318 838,593 (19,325)
EXPENSES
11 Instruction 306,344 313,448 374,450 (61,002)
12 Instructional resources and media 5,150 4,164 4,168 4
13 Curriculum development and
instructional staff development 16,105 5,553 5,753 200)
21 Instructional leadership 2,500 - - -
23 School leadership 143,723 128,438 156,045 (27,607)
31 Guidance, counseling and evaluation 38,520 29,330 28,037 1,293
32 Social work services - - 1,317 (1,317)
33 Health services %00 - - -
34 Student transportation 350 - - -
36 Cocurricular/extracurricular activities 3,569 107 107 -
41 General administration 154,496 198,677 212,220 (13,543)
51 Plant maintenance and operation 80,296 80,296 95,615 (15,319)
52 Security and monitoring services 12,450 320 432 (112)
53 Data processing services 21,310 10,439 10,350 89
61 Community services 1,000 - - -
Total expenses 786,713 770,772 888,494 (117,722)
Change in net assets 1,134 87,546 (49,501) (137,047)
Net assets, beginning of year 197,312 197,312 197,312 -
Net assets, end of year § 198,446 § 284,858 $ 147811 $ (137,047)

See independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - BEAUMONT

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED AUGUST 31, 2006

Variance wiith

Actual Final Budget-
Budgeted Amounts (Budgetary Positive
Original Final Basis) (Negative)
REVENUES
Local support:
5740 Other revenues from local sources 3 - 3 - $ - $ -
State program revenues:
5810 Foundation School Program Act 925,312 1,113,246 1,143,741 30,495
5820 State program revenues distributed
by Texas Education Agency - - 2,368 2,368
Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency 130,919 130,919 75,770 (55,149)
Total revenues 1,056,231 1,244,165 1,221,879 (22,286)
EXPENSES
11 Imstruction 413,356 443,708 413,479 30,229
12 Instructional resources and media 8.107 2,810 2,810 -
13 Curriculum development and
instructional staff development 34,530 27,158 32,226 (5,068)
21 Instructional leadership 3,100 - - -
23 School leadership 123,959 125,369 142,856 (17,487)
31 Guidance, counseling and evaluation 32,085 65,605 70,113 {4,508)
32 Social work services 1,700 - - -
33 Health services 750 60 60 -
34 Siudent transportation 3,000 - - -
35 Food services 300 - - -
36 Cocurricular/extracurricular activities 8.900 13,153 15,082 {1,929)
41 General administration 191,765 286,770 285,958 812
51 Plant maintenance and operation 139,086 136,029 135,198 831
52 Security and monitoring services 26,200 4,960 5,150 (190)
53 Data processing services 18,000 13,865 11,783 2,082
61 Community services 1,000 13,596 15,240 (1,644)
Total expenses 1,005,838 1,133,083 1,129,855 3,128
Change in net assets 50,393 111,082 91,924 (19,158)
Net assets, beginning of year 331,020 331,020 331,020 -
Net assets, end of year $ 381,413 $ 442,102 $ 422,944 $ (19,158)

See independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. — CORPUS CHRISTI
BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED AUGUST 31, 2006

Variance with
Actual Final Budget-
Budgeted Amounts (Budgetary Positive
Original Final Basis) {Negative)
REVENUES
Local support:
5740 Other revenues from local sources $ - $ - $ - $ -
State program revenues:
5810 Foundation School Program Act 818,788 1,052,219 1,076,525 24,306
5820 State program revenues distributed
by Texas Education Agency - - 2,699 2,699
Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency 135,348 135,348 82,213 (53,135)
Total revenues 954,136 1,187,567 1,161,437 (26,130)
EXPENSES
11 Instruction 390,047 480,134 482,136 (2,002)
12 Instructional resources and media 4,100 2,134 2,134 -
13 Curriculum development and
instructional staff development 27,733 40,892 34,237 6,655
21 Instructional leadership 3,000 - - -
23 School leadership 70,000 141,871 140,289 1,582
31 Guidance, counseling and evaluation 46,115 81,508 79,955 1,553
32 Social work services 7,102 - - -
33 Health services 4,400 6,123 6,123 -
36 Cocurricular/extracurricular activities 2,760 790 790 -
41 General administration 212,285 268,968 271,550 (2,582)
51 Plant maintenance and operation 102,580 109,704 109,675 29
52 Security and monitoring services 22,000 19,295 19,937 (642)
53 Data processing services 26,200 17,627 17,627 -
61 Community services 2,000 4,955 5,737 {782)
Total expenses 920,322 1,174,001 1,170,190 3,811
Change in net assets 33,814 13,566 (8,753) (22,319)
Net assets, beginning of year 63,295 63,295 63,295 -
Net assets, end of year 3 67,109 $ 76,861 b 54,542 $ (22,319)

See independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. — KILLEEN

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED AUGUST 31, 2006

REVENUES

Local support:

5740

Other revenues from local sources

State program revenues:

5810
5820

Foundation School Program Act
State program revenues distributed
by Texas Education Agency

Federal program revenues:

5920

it
12
13

21
23
31
32
33
34
35

-

2

41
51
52
53
61
81

Federal revenues distributed by the
Texas Education Agency

EXPENSES

Instruction

Instructional resources and media

Curriculum development and
instructional staff development

Instructional leadership

School leadership

Guidance, counseling and evaluation

Social work services

Health services

Student transportation

Food services

Cocurricular/extracurricular activities

General administration

Plant maintenance and operation

Security and monitoring services

Data processing services

Community services

Fund raising

Total expenses

Change in net assets

Net assets, beginning of year

Net assets,

end of year

Variance with
Actual Final Budget-
Budgeted Amounts {Budgetary Positive
Original Final Basis) (Negative)
- $ - $ 4,000 $ 4,000
849,449 896,073 931,128 35,055
- - 4,717 4,117
102,151 102,151 70,624 (31,527)
951,600 998,224 1,010,469 12,245
313,617 419,064 408,395 10,669
5,000 244 244 -
19,240 8,092 10,736 (2,644)
4,500 - - -
115,937 138,502 148,252 (9,750)
61,794 27,212 20,991 6,221
3,700 - 5,006 (5,006)
900 38 38 -
1,000 3,850 3,830 -
1,500 - - -
3,500 1,248 1,125 123
229,990 238,657 242,844 (4,187)
84,501 93,435 91,063 2,372
34,000 26,909 23,420 3,489
5,000 9,825 10,949 (1,124)
1,500 - - -
500 - - -
886,179 967,076 966,913 163
65,421 31,148 43,556 12,408
176,871 176,871 176,871 -
242,292 $ 208,019 $ 220427 $ 12,408

See independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. ~ LUBBOCK

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED AUGUST 31, 2006

REVENUES
Local support:
5740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency

Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency

Total revenues

EXPENSES
11 Instruction
12 Instructional resources and media
13 Curriculum development and
instructional staff development
21 Instructional leadership
23 School leadership
31 Guidance, counseling and evaluation
33 Heaith services
36 Cocurricular/extracurricular activities
41 General administration
51 Plant maintenance and operation
52 Security and monitoring services
53 Data processing services
61 Community services

Total expenses

Change in net assets
Net assets, beginning of year

Net assets, end of year

Variance with
Actual Final Budget-
Budgeted Amounts (Budgetary Positive
Original Final Basis) {Negative)
- $ - $ 3,809 $ 3,809
778,704 778,704 810,166 31,462
- - 2,059 2,059
68,771 67,650 45,557 {22,093)
847,475 846,354 §61,591 15,237
354,463 324,692 368,524 (43,832)
9,760 4,586 1,867 2,719
14,806 11,148 11,609 (461)
5,900 - - -
98,993 97,454 101,012 (3,558)
28,204 38,035 62,243 (24,208)
400 39 39 -
4,500 857 632 225
161,974 216,914 216,761 153
86,461 88,015 102,922 (14,907)
1,300 861 861 -
43,638 23,221 27,981 (4,760)
- - 282 {282)
810,339 805,822 894,733 (88,911)
37,136 40,532 (33,142) (73,674)
(21,041) (21,041) (21,041) -
16,095 3 19,491 $ (54,183) 3 (73,674

See independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC. - MIDLAND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED AUGUST 31, 2006

REVENUES
Local support:
5740 Other revenues from local sources

State program revenues:
5810 Foundation School Program Act
5820 State program revenues distributed
by Texas Education Agency

Federal program revenues:
5920 Federal revenues distributed by the
Texas Education Agency

Total revenues

EXPENSES
11 Instruction
12 Instructional resources and media
13 Curriculum development and
instructional staff development
23 School leadership
31 Guidance, counseling and evaluation
32 Social work services
33 Health services
34 Total student transportation
36 Cocurricular/extracurricular activities
41 General administration
51 Plant maintenance and operation
52 Security and monitoring services
53 Data processing services
61 Community services
81 Fund raising

Total expenses

Change in net assets
Net assets, beginning of year

Net assets, end of year

Variance with
Actual Final Budget-
Budgeted Amounts (Budgetary Positive

Original Final Basis) (Negative)
$ - $ - $ 5,413 $ 5,413
1,018,339 912,453 936,104 23,651
- - 4,019 4,019

120,371 120,371 80,978 (39,393)

1,138,710 1,032,824 1,026,514 {6,310}
453,341 488,083 469,759 18,324
16,700 4,048 2,532 1,516
30,833 16,064 15,349 715

115,750 130,237 135,849 (5,612)

30,481 40,068 42,606 (2,538)

- 10,775 31,862 (21,087)

3,800 1,153 1,153 -

2,500 -

3,700 3,160 - 3,160
209,727 237,506 240,211 (2,705)
110,000 125,650 127,016 {1,366)

19,464 665 715 (50)
70,023 9,910 8,410 1,500
500 - - -
500 - - -
1,067,319 1,067,319 1,075,462 (8,143)
71,391 (34,495) (48,948) (14,453)
154,365 154,365 154,365 -
3 225,756 $ 119,870 $ 105417 § (14,453)

See independent auditors’ report.
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RICHARD MILBURN ACADEMY, INC.
EXPLANATION OF BUDGET VARIANCES

FOR THE YEAR ENDED AUGUST 31, 2006

The following are management’s explanations of the variances between the original budgeted and final
budgeted amounts for total revenue and total expenses over 10% of the original budget as presented on
pages 45-50 of this report: '

Beaumont:
¢ The variance in revenues and expenses is due to additional full-time equivalent students and
related instructional and administrative costs not contemplated in the original budget.

Corpus Christi:
¢ The variance in revenues and expenses is due to additional full-time equivalent students and
related instructional and administrative costs not contemplated in the original budget.

The following are management’s explanations of the variances between the final budgeted and actual
amounts for total revenue and total expenses over 10% of the final budget as presented on pages 45-50
of this report:

Amarillo:
¢ The variance in expenses is due to instructional employee salaries and other personnel costs not
contemplated in the final budget as well as additional technology costs. The board will work to
properly amend the budget for these items in the future.

Lubbock:
¢ The variance in expenses is due to instructional employee salaries and other personnel costs not
contemplated in the final budget as well as additional technology costs. The board will work to
properly amend the budget for these items in the future.
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Report of Independent Auditors on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements Performed in
' Accordance with Government Auditing Standards

Board of Directors
Richard Milburn Academy, Inc.
McQueeney, Texas

Members of the Board of Directors:

We have audited the general-purpose financial statements of Richard Milburn Academy, Inc. (the
“Organization™) as of and for the year ended August 31, 2006, and have issued our report thereon
dated October 26, 2006. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Qver Financial Reporting

In planning and performing our audit, we considered the Organization’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide an opinion on the internal control over financial reporting.
Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a reportable
condition in which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over financial reporting and its operation that we
consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Organization’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed four instances of noncompliance that are
required to be reported under Government Auditing Standards. These are described in the attached
Schedule of Findings and Questioned Costs as findings 2006-1, 2006-2, 2006-3 and 2006-4.
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This report is intended solely for the information and use of management of the Organization, the
Texas Education Agency and federal awarding agencies and is not intended to be and should not be
used by anyone other than these specified parties.

Srenp, Brvitii, Huchnhachl ¢ Waitbsint. P

Winter Park, Florida
October 26, 2006
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RICHARD MILBURN ACADEMY, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED AUGUST 31, 2006

Section I - Summary of Auditor’s Results

Financial Statements
Type of auditor’s report issued: Unqualified
Internal control over financial reporting:
s Material weaknesses identified? No
¢ Reportable conditions identified that are not considered
to be material weaknesses? None reported
Noncompliance material to financial statements noted? No
Federal Awards

A Single Audit under OMB Circular A-133 was not required. This section is not applicable.

Section II - Financial Statement Findings
2006~1: Pledged Securities

The Organization’s depository bank did not pledge securities to cover bank balances exceeding FDIC
insurance coverage.

2006-2: Board Member Financial Interest
The Organization rents a building that is co-owned by one local Board member. Decisions to rent real

property are reviewed by the management company and approved by the governing body of the
Organization as well as the local Board.
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RICHARD MILBURN ACADEMY, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS -
(continuedy 7

Section ITI — State and Federal Award Findings and Questioned Costs
2006-3: Reporting of PEIMS Data

During our testing of the accuracy of the data reported through the PEIMS system during fiscal 2006,
we noted a discrepancy in one of the submissions as compared to the corresponding source data, files
and documents. The information as reported for student demographics, grading, course completion
and compensatory education information did not agree in certain instances to the source documentation
or the source documentation could not be located.

2006-4: Appropriated Funds

During our testing of the maintenance of effort for each school, we noted the following cumulative
expenditure shortages as of August 31, 2006:

Amarillo: Special Education, $1,220; Career and Technology, $43,952; Compensatory
Education, $27,848; Pregnancy-Related, $11,120; Technology Allotment,
$3,167

Beaumont: Special Education, $5,588; Career and Technology, $34,435; Compensatory
Education, $17,829; Pregnancy-Related, $8,717; Technology Allotment, $8,280

Corpus Christi: Special Education, $1,042; Career and Technology, $30,183; Compensatory
Education, $27,186; Pregnancy-Related, $5,726; Technology Allotment, $1,775

Killeen: Special Education, $52,725; Career and Technology, $26,518; Compensatory
Education, $15,052; Pregnancy-Related, $6,900; Technology Allotment, $766

Lubbock: Pregnancy-Related, $16,999

Midland: Career and Technology, $2,643; Pregnancy-Related, $8,551; Technology
Allotment, $2,902 ‘

Section IV - Status of Prior Year Audit Findings
2005-1: Pledged Securities

The Organization’s depository bank did not pledge securities to cover bank balances exceeding FDIC
insurance coverage.

This item is repeated as finding 2006-1 above.
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RICHARD MILBURN ACADEMY, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(continued)

2005-2: Reporting of PEIMS Data

During our testing of the accuracy of the data reported through the PEIMS system during fiscal 2005,
we noted certain discrepancies in the various submissions as compared to the corresponding source
data, files and documents. We have summarized these discrepancies as follows:

e The submission of the pnor year financial data did not agree in certain instances to the final
balances from the prior year’s audit.

¢ The information as reported for student grading, course completion and attendance information
did not agree in certain instances to the source documentation or the source documentation
could not be located.

This item is repeated and updated as finding 2006-3 above.
2005-3: Appropriated Funds

During our testing of the maintenance of effort for cach school, we noted the following cumulative
expenditure shortages as of August 31, 2003:

Amarillo: Career and Technology, $67,266; Compensatory Education, $25,656;
Pregnancy-Related, $7,127; Technology Allotment, $2,658

Beaumont: Special Education, $638; Career and Technology, $6,176; Compensatory
Education, $17,845; Pregnancy-Related, $18,008; Technology Allotment,
$6,036

Corpus Christi: Special Education, $3,877; Career and Technology, $23,522; Compensatory
Education, $27,215; Pregnancy-Related, $8,278; Technology Allotment, $1,862

Killeen: Special Education, $28,176; Career and Technology, $51,090; Compensatory
Education, $45,307; Pregnancy-Related, $11,811; Technology Allotment, $768

Lubbock: Special Education, $17,983; Pregnancy-Related, $20,609; Technology
Allotment, $18

Midland: Special Education, $15,089; Compensatory Education, $16,512; Pregnancy-

Related, $12,013; Technology Allotment, $2,098

This item is repeated and updated as finding 2006-4 above.
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