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INDEPENDENT AUDITOR'S REPORT

Board of Directors
Manatee School of Arts and Sciences, Inc.
Bradenton, Florida

We have audited the accompanying financial statements of the governmental activities and the
General Fund of Manatee School of Arts and Sciences, Inc. (a Charter School and component unit of
the School Board of Manatee County) as of and for the year ended June 30, 2008, which collectively
comprised the Charter School's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the management of Manatee School of Arts and
Sciences, Inc. Our responsibility is to express an opinion on these financial statements based on our
audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the General Fund of Manatee School
of Arts and Sciences, Inc. as of June 30, 2008, and the respective changes in financial position and
budgetary comparison for the General Fund for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September
3, 2008, on our consideration of Manatee School of Arts and Sciences, Inc.'s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements, and other matters. 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 audit.

Management's Discussion and Analysis on pages 2 through 7 is not a required part of the basic
financial statements, but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Bradenton, Florida
September 3, 2008 1

Members: [ ] American Institute of CPA [ ] Private Companies Practice Section [ ] Florida Institute of CPA



MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008
(Unaudited)

The following pages represent the Management’s Discussion and Analysis (MD&A) of Manatee
School of Arts and Sciences, Inc. It depicts and reviews the financial picture and activities as of
June 30, 2008.

The intent of this MD&A is to present a picture and assessment of the school’s financial
performance in an effort to more clearly demonstrate to readers the results of this year’s financial
operation. Readers should review this MD&A along with the basic financial statements and the
notes also enclosed.

Using the Financial Statements

This financial report includes a series of financial statements and notes to those financial
statements. These statements are organized so the reader can understand Manatee School of Arts
and Sciences, Inc. as a financial whole, or as an entire operating entity.

The Statement of Net Assets and the Statement of Activities provide information about the
activities of the School as a whole, presenting both an aggregate view of the School’s finances
and a longer-term view of those finances. The General Fund statements provide more detail.
These statements show how services were financed in the short-term as well as what financial
resources remain for future spending.

Financial Highlights

e Net Assets decreased by $11,086 from $1,489,537 to $1,478,451 for the year ended June
30, 2008.

e Total Assets decreased by $96,441 from $2,600,996 to $2,504,555 and is attributed to
the following elements.

Increase
(Decrease)
Cash $ 15,322
Due from primary government ( 10,533)
Prepaid expenses and other current assets ( 22,752)
Capital assets, net of accumulated depreciation ( 77,324)
Other assets ( 1,154)




MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008
(Unaudited)

There was an increase in cash. This increase is due to conservative spending and maintaining
reserved funds. We have been able to continue our commitment to keeping a minimum of
10% or more of revenues in reserve. The cash balance going forward is $663,115. The
decrease in due from primary government is due to more timely collections of capital outlay
funding. There was a decrease of capital assets and other assets. This decrease is due to
depreciation and amortization expenses taken this year.

e Total Liabilities decreased by $85,355 from $1,111,459 due to $1,026,104 to the
following items:

Increase
(Decrease)
Accrued payroll expenses $( 11,585)
Other 2,789
Long-term debt ( 76,559)

Liabilities continue to decrease as we continue to pay down our mortgage debt.

e Total Revenues increased by $5,302 from $1,489,816 to $1,495,118. The increase is
attributed to the following:

Increase
(Decrease)
Federal pass-through $ 1,876
Local 2,514
Fundraising and contributions ( 4,217)
Investment income 5,127

The increase in revenue is minimal due to the decrease in budgetary allocations from the
state passed through to the local level. Our student body can no longer rise past the 144
students in K-3 or 66 students in 4-8 in order to maintain compliance with the class size
amendment. We expect revenues for the next few years will continue to decline as budget
cuts are passed through and until the economy rebounds. Fundraising is difficult in these
economic times; however we do continue to raise funds through a variety of catalog sales.




MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008
(Unaudited)

The largest revenue source for Manatee School of Arts and Sciences, Inc. is the FEFP
financing program which allocates funds based on the number and type of student enrolled in
our school. Grants, federal and private, account for the second largest source of funds at our
school. Fundraising is our primary source for maintenance and enhancement of our outdoor
education programming.

e General Fund: Total expenditures increased by $54,098 from $1,450,188 to
$1,504,286 primarily due to the following:

Increase
(Decrease)
Instruction $ 31,481
Pupil personnel services ( 73)
Board 1,329
General administration 4,019
School administration 24,269
Operation of plant ( 8,432)
Maintenance of plant 8,438
Capital outlay ( 6,934)
Debt Service:
Principal 3,657
Interest ( 3,656)

Instruction increased due to increase in salaries. Extra staff was again provided this year to
provide intensive remediation. Capital outlay decreased. School administration increased due to
salary increases and legal work with project development and human resource development.
Debt service continues to decline as we continue to pay down our mortgage liability.

e General Fund Budget Comparison: Manatee School of Arts and Sciences, Inc.’s
budget is prepared according to Generally Accepted Accounting Principles and according
to Florida Law. During the school year the School’s Board of Directors at the request of
the Director of School Operations and Finance revises its budget to adjust for changes in
revenues or expenditures. This happens following the two FTE counts done in October
and February of every school year. A statement showing the School’s original and final
budget compared with actual operating results is presented in the financial statements.




MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008
(Unaudited)

Manatee School of Arts and Sciences, Inc.’s year-end results were in line with the budget
going over slightly in expenses. Revenues were slightly higher in federal pass-through
and in local; however it decreased in fundraising and increased in investment income.
Expenditures were slightly higher than budgeted in instruction, maintenance of plant,
capital outlay and debt service.

Overall, budget guidelines were met. Our fund balance on July 1, 2007, was $548,224
and on June 30, 2008, the fund balance was $539,057 decreasing for the year by $9,167.
Please note the budget comparison does not include reserves that were budgeted for
expenses that are unforeseen. Revenues are forecasted conservatively and expenditures
are projected to meet all possible expenses and special projects.

Capital Asset and Long Term Debt Administration
e Capital Assets
At June 30, 2008, Manatee School of Arts and Sciences, Inc. was invested in a variety of
capital assets including land, building, furniture, technology and other equipment. The total

capital assets, $1,825,211 is net of accumulated depreciation.

Below is a description of the school’s capital assets:

Land $ 250,252
Facility 1,878,475
Furniture and equipment 355,246
Total 2,483,973
Less accumulated depreciation ( 658,762)
$ 18257211

$26,954 in furniture fixtures and equipment was capitalized in the current year while $29,828
was disposed. During the current year depreciation was calculated for instruction, school
administration, maintenance of plant, operation of plant, general administration and pupil
personnel services totaling $104,278. Accumulated depreciation totaled $658,762.




MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008
(Unaudited)

e Long Term Debt

At June 30, 2008, Manatee School of Arts and Sciences, Inc. had an outstanding loan for
Phase 1 of $723,736. This long term debt is a 15 year mortgage at a 4.75% interest rate and is
due to mature in August 2016. Payments are made monthly. Also, at June 30, 2008,
Manatee School of Arts and Sciences, Inc. had an outstanding second loan of $170,158. This
long term debt is a 15 fifteen year mortgage at a 6.75% interest rate and is due to mature July
31, 2019. Payments are debited from our account on a monthly basis.

Manatee School of Arts and Sciences, Inc. incurred interest expenses of $48,760.
Economic Factors and Next Year’s Budget

The financial success of Manatee School of Arts and Sciences, Inc. rests with the continuation of
conservative financial management as well as meeting the academic needs of its student body
and personnel needs of its staff. It is felt by this administration that the continued success of the
student body continues to create a demand for the school’s program, and maintaining a
consistent staff is the best way to create an environment where children can learn. Staff
continues their education and extensive brain research strategies are intertwined into each lesson.
Students learning styles drives the lesson planning.

It will be required for charter schools to meet certain goals regarding class size by the school
year 2011. Class sizes in kindergarten through third grade must be at 18 while fourth through
eighth grade must be no more than 22 students. Manatee School of Arts and Sciences, Inc. did
meet class size amendment for the 2008 school year. It is important to note that classes that are
multi-graded are measured at the grade level comprising the majority in that classroom. For
example if a class has 10 third graders and 11 fourth graders the state will measure the class size
for that classroom as if it was a fourth grade classroom and vice versa if the class had 11 third
graders and 10 fourth graders the class size would be measured by third grade standards. By the
year 2011, charter schools will be measured at the classroom level.

The 2007-2008 school year began with a student body of 195 which is twenty five students less
than the previous year. This difference is attributed to requiring charter schools to be in
compliance at the school level. The year ended with 204 students attending our school. Our
FTE funding was based on 199.5. Due to the class size amendment and charter schools having
to comply with school averages there was not as big a push to grow the school as space is
limited. Our goal for the next year is to maintain 210 students at both FTE counts.




MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008
(Unaudited)

Communication with parents and families is ongoing. We have monthly conference days and if
those can’t be met, conferences are scheduled during the school day. We continue to use our
gogeckos.com web site for parents to see their children’s progress, grades, lesson plans, and
learning goals. We have also implemented gogeckos.org as a communication tool for teachers
and families about homework, school events, policies and weekly letters from the principal.

The results of conservative fiscal management over the eleven years of operation have enabled
the school to maintain a healthy reserve. It continues to be our policy to maintain 10% of
revenues in reserve to plan for future growth and be in compliance with present and future
legislation. Manatee School of Arts and Sciences, Inc. also maintains a reserve to continue the
school contribution to participants in the retirement plan. The school makes a matching
contribution to all staff who participates according to the guidelines of the plan. Presently our
reserve exceeds our goals. The outstanding education programs at our school and the success of
the students over time continue to be the best way to attract students to Manatee School of Arts
and Sciences, Inc.

The economy and state of affairs in our country, let alone the state of Florida and Manatee
County, is troublesome and continues to be a major source of concern with regard to the funding
of charter schools and education as a whole. Manatee School of Arts and Sciences, Inc.
continues to plan for budget decreases, population decreases, and the decline in real estate.
There is a reserve set aside to continue to fund the necessary programming and staffing planned
to see us through the troubled times while attempting to not affect our students or staff in a
negative way. Purchasing of equipment and supplies will slow, as well as the overuse of
miscellaneous resources, but the student education and one on one attention will continue.

An aggressive fundraising plan is in place and teachers are preparing grants to maintain their
innovative instruction. Compliance with the class size amendment and the needs of our children
cannot be met with negative moral and increased burdens. The administration of this school will
continue to turn the box upside down and inside out to meet our financial needs. It is with
unparalleled optimism that we approach the education and learning expected for the 2008-2009
school year.




MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

STATEMENT OF NET ASSETS
June 30, 2008

ASSETS
Current assets:
Cash
Due from primary government
Prepaid expenses and other current assets

Total current assets

Noncurrent assets:
Capital assets, net of accumulated depreciation
Other assets

TOTAL ASSETS

LIABILITIES AND NET ASSETS
Current liabilities:
Current portion of long-term debt
Accrued expenses:
Payroll
Other

Total current liabilities

Noncurrent liabilities:
Long-term debt

Total liabilities
Net assets:
Investment in capital assets, net of related debt
Unrestricted

Total net assets

TOTAL LIABILITIES AND NET ASSETS

©+

663,115
6,813
1,339

671,267

1,825,211
8,077

2,504,555

81,113

123,168
9,042

213,323

812,781

1,026,104

931,317
547,134

1,478,451

2,504,555

See accompanying notes.



MANATEE SCHOOL OF ARTS AND SCIENCES, INC.

A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

STATEMENT OF ACTIVITIES
Fiscal Year Ended June 30, 2008

Instruction

Support services:
Pupil personnel services
Fundraising and other
General administration
School administration
Operation of plant
Maintenance of plant

Interest expense

Amortization expense

Total expenses

Net (Expense)
Operating Revenue and
Grants and Changes in
Expenses Contributions Net Assets

$ 1,008,042 34,627 ( 973,415)

329 -- ( 329)

26,842 - ( 26,842)

70,603 -- ( 70,603)

207,403 -- ( 207,403)

78,331 - ( 78,331)

64,740 - ( 64,740)

48,760 -- ( 48,760)

1,154 -- ( 1,154)

$ 1,506,204 34,627 ( 1,471,577)
General revenues:

Local 1,454,547

Investment income 5,944

Total general revenues 1,460,491

Change in net assets ( 11,086)

Net assets, July 1, 2007 1,489,537

Net assets, June 30, 2008

1,478,451

See accompanying notes.



MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

BALANCE SHEET - GENERAL FUND
June 30, 2008

ASSETS
Cash
Due from primary government
Prepaid expenses and other current assets

TOTAL ASSETS

LIABILITIES AND FUND BALANCE
Liabilities:
Accrued expenses:
Payroll
Other

Total liabilities

Fund balance:
Undesignated

Total fund balance

TOTAL LIABILITIES AND FUND BALANCE

663,115
6,813
1,339

671,267

123,168
9,042

132,210

539,057

539,057

671,267

See accompanying notes.
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MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

RECONCILIATION OF THE BALANCE SHEET - GENERAL FUND
TO THE STATEMENT OF NET ASSETS
June 30, 2008

Total fund balance per the Balance Sheet - General Fund $ 539,057
Amounts reported in the Statement of Net Assets are different because:

Capital assets used in governmental activities are not financial resources
and, therefore, not reported in the General Fund. 1,825,211

Other assets used in governmental activities are not financial resources
and, therefore, not reported in the General Fund. 8,077

Long-term debt is not due and payable in the current period
and, therefore, not reported in the General Fund ( 893,894)

Total net assets per the Statement of Net Assets $ 1,478,451

See accompanying notes.
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MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -
BUDGET AND ACTUAL OF THE GENERAL FUND

Fiscal Year Ended June 30, 2008

Revenues:
Intergovernmental:
Federal pass-through
Local
Fundraising and other
Investment income
Total revenues

Expenditures:

Current - Education:
Instruction
Pupil personnel services
Board
General administration
School administration
Operation of plant
Maintenance of plant

Capital outlay

Debt service:
Principal
Interest

Total expenditures
Net change in fund balance
Fund balance, July 1, 2007

Fund balance, June 30, 2008

Budgeted Amounts (Unaudited)

Original Final Actual Variance

$ 13,000 15,413 18,813 3,400
1,560,689 1,458,668 1,454,547 4,121)
20,500 25,500 15,815 9,685)

- - 5,944 5,944
1,594,189 1,499,581 1,495,119 4,462)
997,833 912,370 919,405 7,035)

200 200 120 80

31,600 28,400 26,842 1,558
73,334 72,217 69,560 2,657
206,472 206,937 199,063 7,874
96,400 87,900 76,975 10,925
53,350 52,557 60,048 7,491)
9,000 13,000 26,954 13,954)
69,300 69,300 76,559 7,259)
56,700 56,700 48,760 7,940
1,594,189 1,499,581 1,504,286 4,705)
-- - (9,167) (9,167)

548,224 548,224 548,224 --
$ 548,224 548,224 539,057 9,167)

See accompanying notes.

12



MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL OF THE GENERAL FUND

TO THE STATEMENT OF ACTIVITIES
Fiscal Year Ended June 30, 2008

Net change in fund balance (actual) per the Statement of Revenues, Expenditures
and Changes in Fund Balance - Budget and Actual of the General Fund $(

Amounts reported in the Statement of Activities are different because:

The General Fund reports capital outlays as expenditures. However,
in the Statement of Activities, the cost of those assets is allocated
over their estimated useful lives as depreciation expense. This is the
amount by which depreciation expense exceeded capital outlay
expenditures in the current period. (

The General Fund reports loan fees as expenditures. However
in the Statement of Activities, those loan fees represent an asset
that can be allocated over the term of the corresponding loan as
amortization expense. This is the amortization expense in the
current period. (

Principal payments on the mortgage are expenditures in the General
Fund, but reduce long-term liabilities in the Statement of Net
Assets.

9,167)

77,324)

1,154)

76,559

Change in net assets per the Statement of Activities $ (

11,086)

See accompanying notes.
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MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

NOTES TO FINANCIAL STATEMENTS

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity: Manatee School of Arts and Sciences, Inc. (Charter School) is a not-for-profit
corporation that operates an elementary school in Bradenton, Florida. The corporation was
organized pursuant to Chapter 617, Florida Statutes, the Florida Not For Profit Corporation Act.
The governing body of the Charter School is a not-for-profit corporation Board of Directors
composed of four members.

The general operating authority of the Charter School is contained in Section 1002.33, Florida
Statutes. The Charter School operates under a charter of the sponsoring school board, the School
Board of Manatee County. The current charter is effective until June 30, 2015, and may be
renewed by mutual agreement between the Charter School and the School Board. The Manatee
School of Arts and Sciences, Inc. is considered a component unit of the School Board of
Manatee County.

Criteria for determining if other entities are potential component units which should be reported
within the Charter School's basic financial statements are described in GASB Statement No. 14.
The application of these criteria provide for identification of any entities for which the Charter
School is financially accountable and other organizations for which the nature and significance
of their relationship with the Charter School are such that exclusion would cause the Charter
School's basic financial statements to be misleading or incomplete. Based on these criteria, no
component units are included within the reporting entity of the Charter School.

Basis of Presentation: The basic financial statements of the Charter School have been prepared
in accordance with accounting principles generally accepted in the United States of America
(GAAP) as applied to governmental units. The Governmental Accounting Standards Board
(GASB) is the accepted standard-setting body for establishing governmental accounting and
financial reporting principles. The GASB has issued a codification of governmental accounting
and financial reporting standards dated June 30, 2006. This codification and subsequent GASB
pronouncements are recognized as GAAP for state and local governments.

Basic Financial Statements - Government Wide Statements: The Charter School's basic financial
statements include both government wide (reporting on the Charter School as a whole) and fund
financial statements (reporting on the General Fund only). Both the government-wide and fund
financial statements present only governmental activities. The Charter School has no business
type activities.

In the government wide Statement of Net Assets, the Charter School's governmental activities
are reported on a full accrual, economic resource basis, which recognizes all long-term assets and
receivables as well as long-term debt and obligations. The Charter School's net assets are
reported in three parts (as applicable), invested in capital assets, net of related debt; restricted net
assets; and unrestricted net assets.

14



MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

NOTES TO FINANCIAL STATEMENTS

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The government wide Statement of Activities reports both the gross and net cost of each of the
Charter School's functions. The functions are also supported by general government revenues
(funding from the sponsoring school board). The Statement of Activities reduces gross expenses
(including depreciation) by related program revenues and operating grants. Program revenues
must be directly associated with the function. Operating grants include operating-specific and
discretionary grants.

The net costs, by function, are normally covered by general revenue funding from the sponsoring
school district.

The government wide focus is more on the sustainability of the Charter School as an entity and
the change in the Charter School's net assets resulting from the current year's activities.

Basic Financial Statements - Fund Financial Statements

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

The individual generic fund type in the Charter School's financial statements is a governmental
fund. The focus of the governmental funds' measurement (in the fund statements) is upon
determination of financial position and changes in financial position (sources, uses, and balances
of financial resources) rather than upon net income.

The only governmental fund utilized by the Charter School is the General Fund. The General
Fund is the general operating fund of the Charter School and is used to account for all financial
resources except those required to be accounted for in another fund.

Basis of Accounting: Basis of accounting refers to the point at which revenues or
expenditures/expenses are recognized in the accounts and reported in the financial statements. It
relates to the timing of the measurements made regardless of the measurement focus applied.

Accrual:  Governmental activities in the government-wide financial statements are
presented on the accrual basis of accounting. Revenues are recognized when earned and
expenses are recognized when incurred.

Modified Accrual: The fund financial statements are presented on the modified accrual
basis of accounting. Under the modified accrual basis of accounting, revenues are
recorded when susceptible to accrual; i.e., both measurable and available. "Available"
means collectible within the current period or within 60 days after year-end. When grant

15



MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

NOTES TO FINANCIAL STATEMENTS

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

terms provide that the expenditure of resources is the prime factor for determining
eligibility for federal, state, and other grant resources, revenue is recognized at the time
the expenditure is made. Expenditures are generally recognized under the modified
accrual basis of accounting when the related liability is incurred. The exceptions to this
general rule is that principal and interest on general obligation long-term debt, if any, is
recognized when due.

Budgetary Basis Accounting: Budgets are presented on the modified accrual basis of
accounting. During the fiscal year, expenditures were controlled at the object level (e.g., salaries,
services, and capital outlay).

Cash: The Charter School's cash consists of demand deposits with a financial institution which
are insured by Federal depository insurance. At June 30, 2008, the carrying amount of the
Charter School's deposits was $663,115 and the bank balance was $565,129 of which $100,000
was covered by FDIC insurance.

Capital Assets: Capital assets are recorded at cost, or estimated historical cost for assets where
actual historical cost is not available. Donated assets are recorded at fair market value at the date
of donation. The Charter School maintains a capitalization threshold of $1,000 for fixed asset
additions. Capital assets are recorded in the government-wide financial statements, but are not
reported in the fund financial statements. All capital assets are depreciated using the straight-line
method over their estimated useful lives. Useful lives vary from 30 to 40 years for buildings and
5 to 10 years for equipment.

Revenue Sources: Revenues for current operations are received primarily from the School Board
of Manatee County pursuant to the funding provisions included in the Charter School's charter.
In accordance with the funding provisions of the charter and Section 1002.33(17), Florida
Statutes, the Charter School reports the number of full-time equivalent (FTE) students and
related data to the School Board. Under the provisions of Section 1011.62, Florida Statutes, the
School Board reports the number of FTE students and related data to the Florida Department of
Education (FDOE) for funding through the Florida Education Finance Program. Funding for the
Charter School is adjusted during the year to reflect the revised calculations by the FDOE under
the Florida Education Finance Program and the actual weighted FTE students reported by the
Charter School during the designated FTE student survey periods.

The Charter School also receives federal awards for the enhancement of various educational
programs. Federal awards are generally received based on applications submitted to and
approved by various granting agencies. For federal awards in which a claim to these grant
proceeds is based on incurring eligible expenditures, revenue is recognized to the extent that
eligible expenditures have been incurred.
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MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

NOTES TO FINANCIAL STATEMENTS

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Additional revenues are derived from various fundraising activities (which are presented net of
related fundraising expenses of $26,393), contributions, and interest earned.

Estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

NOTE B: DUE FROM PRIMARY GOVERNMENT

Capital outlay funding in the amount of $6,813 was due from the School Board of Manatee
County at June 30, 2008.

NOTE C: CAPITAL ASSETS

Capital asset activity for the fiscal year ended June 30, 2008, was as follows:

Balance Dispositions/ Balance

07-01-07 Additions Adjustments 06-30-08
Land $ 250,252 -- -- 250,252
Building 1,878,475 -- -- 1,878,475
Furniture, fixtures and equipment 358,120 26,954 29,828 355,246
$ 2,486,847 26,954 29,828 2,483,973
Less accumulated depreciation 658,762
$ 1825211

Depreciation expense in the amount of $104,278 for the year ended June 30, 2008, was allocated
to the following governmental functions:

Instruction $ 88,637
School administration 8,342
Maintenance of plant 4,693
Operation of plant 1,356
General administration 1,043
Pupil personnel services 207

$ 104,278
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MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

NOTES TO FINANCIAL STATEMENTS

NOTE D: LONG-TERM DEBT

Phase One: The Charter School entered into a financing arrangement with the City of Bradenton
and Bank of America to secure financing for the construction of a new facility. In January 2001,
the City of Bradenton issued $1,100,000 in Industrial Revenue Bonds, Series 2001 (tax-exempt
municipal bonds) and sold these bonds to Bank of America. Under a promissory note and
mortgage agreement, the City of Bradenton loaned the proceeds of the sale to the Charter School
to construct the new facility. The City of Bradenton then assigned its rights under the promissory
note and mortgage to Bank of America.

The annual interest rate of the note is 4.75%. Payments of principal and interest are due monthly
in the amount of $8,608. The final maturity date of the note is January 26, 2017. The balance
outstanding at year-end is $723,736.

Phase Two: The Charter School entered into a mortgage agreement with Bank of America, as of
July 2003, to secure financing for the construction of Phase 2 of the new facility.

On July 31, 2004, the Bank of America and Manatee School of Arts and Sciences have agreed to
modify the original agreement. The Modification Agreement states that the school will pay one
monthly interest payment, beginning July 31, 2004, with interest calculated at one percentage
point over index rate; 179 monthly consecutive principal and interest payments of $1,835.41,
beginning August 31, 2004, with interest calculated on the unpaid principal balances at an
interest rate of 6.75% per annum; and one principal and interest payment on July 31, 2019, with
interest calculated on the unpaid balance at an interest rate of 6.75% per annum. At year-end the
balance for Phase 2 construction is $170,158.

The principal and interest payments due in the years subsequent to June 30, 2008, are as follows:

Principal Interest

2009 $ 81,113 44,206
2010 85,279 40,039
2011 89,664 35,655
2012 94,279 31,040
2013 99,136 26,183
2014-2018 423,961 53,306
2019 20,462 748

$ 893,894 231,177

In connection with the mortgage loans held at Bank of America, the Charter School incurred
interest expense in the amount of $48,760.

18



MANATEE SCHOOL OF ARTS AND SCIENCES, INC.
A CHARTER SCHOOL AND COMPONENT UNIT OF
THE SCHOOL BOARD OF MANATEE COUNTY

NOTES TO FINANCIAL STATEMENTS

NOTE E: SCHEDULE OF LOCAL REVENUE SOURCES
The following is a schedule of local revenue sources and amounts:

Sources Amounts

School Board of Manatee County

Discretionary $ 1,330,380
Capital outlay funding 124,167
Subtotal 1,454,547
Other grants 18,813
Donations and contributions 4,431
Fundraising and field trips-net of
related expenses 11,384
Total $ 1,489,175

NOTE F: RISK MANAGEMENT PROGRAMS

Workers' compensation, automobile liability, general liability, errors and omissions, property,
inland marine, and health and hospitalization coverage are being provided through purchased
commercial insurance with minimum deductibles for each line of coverage. Settled claims
resulting from these risks did not exceed commercial coverage.

NOTE G: RETIREMENT PLAN

The School maintains a Tax Sheltered Annuity Retirement Plan 403(b) that covers substantially
all employees. Employees may elect to make contributions to the plan pursuant to a salary
reduction agreement. The School is currently making matching contributions up to 3% for
participating employees who have been employed for at least one year. Participating employees
are 100% vested in their respective account balances.
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ASSOCIATES
Certified Public Accountants
and Consultants

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

Board of Directors
Manatee School of Arts and Sciences, Inc.
Bradenton, Florida

We have audited the financial statements of the Manatee School of Arts and Sciences, Inc. (the
“School”) as of and for the year ended June 30, 2008, and have issued our report thereon dated
September 3, 2008. 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 Over Financial Reporting

In planning and performing our audit, we considered the School's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the School’s internal control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of the School’s internal control over financial reporting.

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

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process,
or report financial data reliably in accordance with generally accepted accounting principles such
that there is more than a remote likelihood that a misstatement of the entity’s financial statements
that is more than inconsequential will not be prevented or detected by the entity’s internal control
over financial reporting. We consider the deficiency described in the following paragraph to be a
significant deficiency in internal control over financial reporting. A material weakness is a
significant deficiency, or a combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be presented or
detected by the entity’s internal control.
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The Manatee School of Arts and Sciences, Inc. is responsible for preparing the School’s financial
statements, including footnote disclosures, in accordance with accounting principles generally
accepted in the United States of America. These statements are submitted to oversight entities, such
as the School Board of Manatee County and the Auditor General of the state of Florida. However,
while the person responsible for the accounting and reporting function adequately processes,
records, and summarizes the transactions of the School, we do not believe this person has the
complete skills and knowledge to adequately prepare these required statements. These statements
were drafted with the assistance of CPA Associates.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies in
the internal control that might be significant deficiencies and, accordingly, would not necessarily
disclose all significant deficiencies that are also considered to be material weaknesses. However, we
believe the significant deficiency described above is a material weakness.

Compliance and Other Matters

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

The School’s response to the significant deficiency identified above is described in the
Management’s Response to the Significant Deficiency. We did not audit the School’s response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Board of Directors, management,

and the Auditor General of the State of Florida and is not intended to be and should not be used by
anyone other than these specified parties.

Bradenton, Florida
September 3, 2008
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ASSOCIATES
Certified Public Accountants
and Consultants

MANAGEMENT LETTER

Board of Directors
Manatee School of Arts and Sciences, Inc.
Bradenton, Florida

We have audited the financial statements of the Manatee School of Arts and Sciences, Inc. as of
and for the year ended June 30, 2008, and have issued our report thereon dated September 3, 2008.

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. We have issued our
Independent Auditor's Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards. Disclosures in this report, which are dated September 3, 2008,
should be considered in conjunction with this management letter.

Additionally, our audit was conducted in accordance with Chapter 10.850, Rules of the Auditor
General. Those rules (Section 10.856(2)(e)) require that we disclose in the management letter
certain comments and recommendations as noted below.

As required by the Rules of the Auditor General (Section 10.854(1)(e)l.), we are to disclose
whether or not corrective actions have been taken to address significant findings and
recommendations made in the preceding annual financial audit report. The same significant
deficiency/material weakness related to financial reporting was noted again in the current fiscal
year.

As required by Rules of the Auditor General (Section 10.854(1)(e)2.), we are to disclose if the
charter school has met one or more of the conditions of a financial emergency as described in
Section 218.503(1) F. S., and identify any of the conditions met. The Manatee School of Arts and
Sciences, Inc. did not meet any of the conditions of a financial emergency per the above referenced
statute.

As required by the Rules of the Auditor General (Section 10.854(1)(e)3.), we are to disclose any
recommendations to improve present financial management, accounting procedures, and internal
controls. We have identified a significant deficiency as a material weakness in the Report on
Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance With Government Auditing Standards.
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As required by the Rules of the Auditor General (Section 10.854(1)(e)4.), we are to disclose
violations of laws, rules, regulations, contracts, and grant agreements or abuse that have occurred,
or are likely to have occurred, that have an effect on the determination of financial statement
amounts that is less than material but more than inconsequential. We noted no matters of this type
that need to be disclosed.

As required by the Rules of the Auditor General (Section 10.854(1)(e)5.), we are to disclose
matters that are inconsequential to the determination of financial statement amounts considering
both quantitative and qualitative factors, based on professional judgment: (1) violations of laws,
rules, regulations, contracts, and grant agreements or abuse that have occurred, or are likely to have
occurred; (2) improper expenditures or illegal acts that would have an immaterial effect on the
financial statements; (3) control deficiencies that are not significant deficiencies, including (a)
improper or inadequate accounting procedures (such as the omission of required disclosures from
the annual financial statements, (b) failure to properly record financial transactions, and (c)
inaccuracies, shortages, defalcations, and instances of fraud discovered by, or that come to the
attention of, the auditor. There were no items of this nature to disclose.

As required by the Rules of the Auditor General (Section 10.854(1)(d)6.), the name or official title
of the charter school has been disclosed in the notes to financial statements.

This report is intended solely for the information and use of the audit committee, management,

and the Auditor General of the State of Florida and is not intended to be and should not be used
by anyone other than these specified parties.

Bradenton, Florida
September 3, 2008
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Manatee School of Arts and
Sciences, Inc.

The first charter elementary school in Manatee County

3700 32nd Street West
Bradenton, FL 34205
Phone: 941-755-5012

Response to Significant Deficiency Noted

It is understood that this deficiency is noted in response to new legislation authorizing new internal
control procedures now included 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. It is also understood that these
changes to auditing standards are a direct response to misappropriation of funds noted in large
public companies and the mishandling of generally accepted accounting principals that are
appearing in today’s news.

While one can understand the need for such legislation in companies as large as Enron (for
example) it is not considered appropriate, by the school’s management, for a small educational
institution such as Manatee School of Arts and Sciences, Inc. (MSAS) serving 210 students with a
staff of twenty four. MSAS has been operating successfully for 10 years without any deficiency or
material weaknesses. All draft financial statements produced by accepted accounting software is
sent monthly to the charter school’s authorizer; The School Board of Manatee County. The
monthly draft financial statements are reported to the school’s Board of Directors, and on a yearly
basis the audited Financial Statements are presented to the School Board of Manatee County in a
public forum as part of its annual report presentation. Every November following the end of the
fiscal year those audited financial statements are also sent to the Auditor General.

It is the opinion of school management and the school Board of Directors that it would not be cost

effective to have a Certified Public Accountant on staff simply for the purpose of creating audited
financial statements on a monthly basis. Those funds would be better used for the purpose of
educating the students of Manatee County. It should also be noted that the school contracts with
CPA Associates for annual audits and for the very purpose of financial statement preparation.

The management of MSAS and its Board of Directors realize that until such time that this new
legislation authorizing these type of deficiencies are written allowing for companies such as MSAS
that this deficiency will continue to remain, however if at any time the Auditor General’s office,
The School Board of Manatee County, or the MSAS Board of Directors would require Official
financial statements the management of this school would contract with CPA Associates to prepare
those upon request.
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