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MATURITY SCHEDULE
ARLINGTON HIGHER EDUCATION FINANCE CORPORATION

$147,025,000 EDUCATION REVENUE BONDS
(HARMONY PUBLIC SCHOOLS)
SERIES 2021A

$75,345,000 Serial Bonds

February 154 Principal Amount Interest Rate (%) Yield (%)® CUSIP®
2024 $1,095,000 4.000 0.290 041806X70
2025 1,140,000 4.000 0.420 041806X88
2026 3,390,000 4.000 0.560 041806X96
2027 3,525,000 4.000 0.680 041806Y20
2028 3,665,000 4.000 0.840 041806Y38
2029 3,815,000 4.000 0.950 041806Y46
2030 3,965,000 4.000 1.070 041806Y53
2031 4,125,000 4.000 1.170 041806Y61
2032 4,290,000 3.000 1.420 041806Y79
2033 4,415,000 3.000 1.470 041806Y87
2034 4,550,000 4.000 1.340 041806Y95
2035 4,730,000 4.000 1.400 041806729
2036 4,920,000 4.000 1.450 0418067237
2037 5,120,000 4.000 1.500 041806745
2038 5,325,000 4.000 1.550 0418067252
2039 5,535,000 4.000 1.570 041806260
2040 5,755,000 4.000 1.620 041806778
2041 5,985,000 4.000 1.650 041806786

$71,680,000 Term Bonds

$33,060,000 Term Bond Due February 15, 2046V Interest Rate 3.000% Yield 2.030% CUSIP® 041806794
$13,500,000 Term Bond Due February 15, 20510 Interest Rate 2.250% Yield 2.400% CUSIP®® 0418062A7
$25,120,000 Term Bond Due February 15, 20510 Interest Rate 4.000% Yield 1.830% CUSIP®® (0418063A6

$4,350,000 EDUCATION REVENUE BONDS
(HARMONY PUBLIC SCHOOLS)
TAXABLE SERIES 2021B

February 150 Principal Amount Interest Rate (%) Yield (%)® CUSIP®
2024 $2,170,000 0.653 0.653 0418062B5
2025 2,180,000 1.000 1.000 0418062C3

) The Series 2021 A Bonds maturing on or after February 15, 2032, are subject to optional redemption prior to scheduled maturity, in whole or in part,
on February 15,2031, and on any date thereafter, at the option of Harmony at a redemption price of par, plus accrued interest to the date of redemption.
See “THE BONDS — Redemption Provisions - Optional Redemption,” herein. The Series 2021B Bonds are not subject to optional redemption prior
to maturity. The Series 2021 A Bonds maturing on February 15 in the years 2046 and 2051 are additionally subject to mandatory sinking fund redemption
prior to maturity. See “THE BONDS — Redemption Provisions — Mandatory Sinking Fund Redemption,” herein.

@ The initial yields at which the Bond are prices are established by and are the sole responsibility of the Underwriters and may be changed at any time
at the discretion of the Underwriters.

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

@ Bifurcated maturity.



USE OF INFORMATION IN OFFICIAL STATEMENT

No dealer, broker, salesman, or other person has been authorized by the Issuer or the Underwriters to give any information
or to make any representations other than those contained in this Official Statement, and, if given or made, such other information or
representation must not be relied upon as having been authorized by the Issuer or the Underwriters.

This Official Statement is not to be used in an offer to sell or the solicitation of an offer to buy in any state in which such
offer or solicitation is not authorized or in which the person making such offer or solicitation is not qualified so to do or to any person
to whom it is unlawful to make such offer or solicitation.

References to or descriptions of financing documents, resolutions, contracts, and other related documents made in this
Official Statement are subject to all of the provisions of such documents. These summaries do not purport to be complete statements
of such provisions, and reference is made to such documents, copies of which are available from the Issuer or from Truist Securities,
2001 Ross Ave., Suite 2700, Dallas, Texas 75201.

The information and expressions of opinion herein are subject to change without notice and neither the delivery of this
Official Statement nor any sale made hereunder shall under any circumstances create any implication that there has been no change
in the information or opinions set forth herein after the date of this Official Statement.

In connection with the offering of the Bonds, the Underwriters may over-allot or effect transactions which stabilize or
maintain the market price of the Bonds at a level above that which might otherwise prevail in the open market. Such stabilizing, if
commenced, may be discontinued at any time.

No dealer, broker, salesperson or other person has been authorized by the Issuer, Harmony, the Master Trustee, the Bond
Trustee or the Underwriters to give any information or to make any representation with respect to the Bonds other than those contained
in this Official Statement, and, if given or made, such other information or representations must not be relied upon as having been
authorized by any of the foregoing. This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy and
there shall not be any sale of the Bonds by any person in any jurisdiction in which it is unlawful for such person to make such offer,
solicitation or sale.

Except for any information provided by Regions Bank, Houston, Texas, concerning the Master Trustee and Bond Trustee,
Regions Bank, Houston, Texas has no responsibility for any information in this Official Statement. Regions Bank, Houston, Texas in
its capacity as Master Trustee and Bond Trustee, assumes no responsibility for the accuracy or completeness of the information
concerning the Issuer or Harmony or their respective affiliates or any other party contained in this document or the related documents
or for any failure by the Issuer or Harmony or any other party to disclose events that may have occurred and may affect the significance
or accuracy of such information.

Neither the Issuer nor the Underwriters make any representation as to the accuracy, completeness, or adequacy of the
information supplied by The Depository Trust Company for use in this Official Statement.

THE INFORMATION SET FORTH HEREIN HAS BEEN OBTAINED FROM SOURCES WHICH ARE
BELIEVED TO BE RELIABLE; HOWEVER, SUCH INFORMATION IS NOT GUARANTEED AS TO ACCURACY
OR COMPLETENESS BY, AND IS NOT TO BE RELIED UPON AS, OR CONSTRUED AS A PROMISE OR
REPRESENTATION BY, THE ISSUER OR THE UNDERWRITERS. ALL SUMMARIES HEREIN OF
DOCUMENTS AND AGREEMENTS ARE QUALIFIED IN THEIR ENTIRETY BY REFERENCE TO SUCH
DOCUMENTS AND AGREEMENTS, AND ALL SUMMARIES HEREIN OF THE BONDS ARE QUALIFIED IN
THEIR ENTIRETY BY REFERENCE TO THE FORMS THEREOF INCLUDED IN THE BOND INDENTURE AND
THE PROVISIONS WITH RESPECT THERETO INCLUDED IN THE AFORESAID DOCUMENTS AND
AGREEMENTS.

The Underwriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Official Statement in accordance with, and as part of, its
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this transaction,
but the Underwriters do not guarantee the accuracy or completeness of such information.

THIS OFFICIAL STATEMENT, INCLUDING THE APPENDICES HERETO, CONTAINS
STATEMENTS WHICH SHOULD BE CONSIDERED “FORWARD-LOOKING STATEMENTS,” MEANING
THEY REFER TO POSSIBLE FUTURE EVENTS OR CONDITIONS. SUCH STATEMENTS ARE
GENERALLY IDENTIFIABLE BY THE WORDS SUCH AS “PLAN,” “EXPECT,” “ESTIMATE,”
“BUDGET” OR SIMILAR WORDS. THE ACHIEVEMENT OF CERTAIN RESULTS OR OTHER
EXPECTATIONS CONTAINED IN SUCH FORWARD-LOOKING STATEMENTS INVOLVE KNOWN AND
UNKNOWN RISKS, UNCERTAINTIES AND OTHER FACTORS THAT MAY CAUSE ACTUAL RESULTS,
PERFORMANCE OR ACHIEVEMENTS DESCRIBED TO BE MATERIALLY DIFFERENT FROM ANY
FUTURE RESULTS, PERFORMANCE OR ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH
FORWARD-LOOKING STATEMENTS. Harmony DOES NOT EXPECT OR INTEND TO ISSUE ANY
UPDATES OR REVISIONS TO THOSE FORWARD-LOOKING STATEMENTS IF OR WHEN ITS
EXPECTATIONS, OR EVENTS, CONDITIONS OR CIRCUMSTANCES ON WHICH SUCH STATEMENTS

il



ARE BASED, OCCUR. THE FINANCIAL PROJECTIONS OF HARMONY CONTAINED IN APPENDIX B
ATTACHED TO THIS OFFICIAL STATEMENT ARE NOT HISTORICAL STATEMENTS OF FINANCIAL
PERFORMANCE OF HARMONY, BUT ARE FORWARD-LOOKING PROJECTIONS OF FUTURE,
PROJECTED FINANCIAL PERFORMANCE OF HARMONY.

References to web site addresses presented herein are for informational purposes only and may be in the form of

a hyperlink solely for the reader’s convenience. Unless specified otherwise, such web sites and the information or links
contained therein are not incorporated into, and are not part of, this final Official Statement.
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ARLINGTON HIGHER EDUCATION FINANCE CORPORATION

$147,025,000Education Revenue Bonds
(Harmony Public Schools)
Series 2021A

$4,350,000 Education Revenue Refunding Bonds
(Harmony Public Schools)
Taxable Series 2021B

INTRODUCTION

The purpose of this Official Statement (which includes the cover hereof and the appendices hereto) of the
Arlington Higher Education Finance Corporation (the “Issuer”) is to furnish information concerning Harmony
Public Schools (“Harmony”), and the Issuer’s $147,025,000 Education Revenue Bonds (Harmony Public Schools)
Series 2021A (the “Series 20214 Bonds”) and $4,350,000 Education Revenue Bonds (Harmony Public Schools)
Taxable Series 2021B (the “Series 2021B Bonds”, together with the Series 2021 A Bonds, the “Bonds”).

The following introductory material is only a brief description of and is qualified by, the more complete
information contained throughout this Official Statement. A full review should be made of the entire Official
Statement and the documents summarized or described herein.

Purpose of the Issue.........ccceeeeeueeuennes Harmony will issue the Bonds for the purpose of: (i) financing and
refinancing the costs of acquiring, constructing, equipping and renovating
certain “educational facilities” (as that term is defined in the Issuer Act)
and facilities incidental, subordinate or related thereto or appropriate in
connection therewith, (ii) funding capitalized interest, and (iii) paying the
costs of issuing the Bonds.

The Issuer The Issuer was established by the City of Arlington, Texas for the specific
and limited purpose of issuing revenue bonds to finance or refinance
“educational facilities” and “housing facilities” (as such terms are defined
in Chapters 53 and 53A, Texas Education Code, as amended
(collectively, the “Issuer Act”)) and facilities which are incidental,
subordinate or related thereto or appropriate in connection therewith. The
Issuer has no material assets. Other than legal counsel, the Issuer has not
engaged any consultant or other professional. The Issuer has no taxing
power.

Harmony Public Schools .......cccceeens Harmony Public Schools (“Harmony”) is a nonprofit corporation duly
organized and existing under the laws of the State and is an organization
described in Section 501(c)(3) of the Code. Harmony was incorporated in
1999, and was formed to provide open-enrollment charter schools
operating in the State. Harmony currently operates 58 charter schools with
plans to add 5 additional schools for the 2022-23 school year (collectively,
the “Charter Schools”). The Charter Schools operate pursuant to seven
open-enrollment charter contracts between Harmony and the Texas State
Board of Education (the “State Board of Education”) under Chapter 12 of
the Texas Education Code, Section 12.001 et seq. (the “Charter Schools
Act”). Harmony accepts students for grades Pre-Kindergarten through 12th
grade and, as of May 27, 2021, had a total enrollment of 36,508 students
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Security

Financial Covenants..........ccceeeceueeeeeee

Limited Obligations of
the Issuer

for the 2020-21 school year. Harmony’s fiscal year runs from July 1
through June 30 (a “Fiscal Year”).

The Bonds are special, limited obligations of the Issuer payable solely
from (i) payments to be made by Harmony pursuant to the Loan
Agreement, (ii) a tax-exempt promissory note (the “Series 20214 Master
Note”) in an aggregate amount equal to the principal amount of the Series
2021A Bonds and a taxable promissory note (the “Series 2021B Master
Note”, together with the Series 2021B Master Note, the “Series 2021
Master Notes™) in an aggregate amount equal to the principal amount of
the Series 2021B Bonds delivered to the Issuer pursuant to the Loan
Agreement and the Master Trust Indenture and Security Agreement,
dated as of May 1, 2007, as supplemented by Supplemental Master Trust
Indenture No. 30 dated as of August 1, 2021 (as supplemented, the
“Master Indenture”), between Harmony and Regions Bank, Houston,
Texas, as master trustee (the “Master Trustee”), which Series 2021
Master Notes will be entitled to the benefit of the Master Indenture, (iii)
the money and investments held for the credit of the funds and accounts
established by or under the Bond Indenture (except the Rebate Fund) and
(iv) in certain circumstances, out of amounts secured by the exercise of
remedies provided in the Loan Agreement, the Bond Indenture, and the
Master Indenture.

The Series 2021 Master Notes constitutes additional indebtedness under
the Master Indenture and are issued on parity with certain other
promissory notes issued by Harmony (the “Prior Master Notes” and,
together with the Series 2021 Master Notes and any additional
promissory notes entitled to the benefit of the Master Indenture, the
“Master Notes). Harmony previously executed the Deeds of Trust,
Leasehold Mortgages and Security Agreements (as defined herein), and
will execute certain supplements to the Deeds of Trust, encumbering
certain of Harmony’s campuses in favor of the Master Trustee for the
benefit of the holders of the Master Notes, except as further described
herein. See “HARMONY PUBLIC SCHOOLS” and “PLAN OF
FINANCE” herein. Lastly, Harmony has executed a Deposit Account
Control Agreement, providing a perfected security interest in its deposit
account in favor of the Master Trustee. See “SECURITY FOR THE
BONDS” herein.

Debt Service Coverage. Harmony has agreed to achieve a Debt Service
Coverage Ratio of at least 110% for each Fiscal Year until the Bonds are
paid in full.

Liquidity. Harmony has covenanted to maintain operating reserves in an
amount equal to at least forty five (45) days for Fiscal Year ended 2021
and each Fiscal Year thereafter as calculated as of the end of each Fiscal
Year (the “Liquidity Requirement”) as evidenced by Harmony’s audited
financial statements for each such Fiscal Year; provided that, interest
payments on any Debt during such Fiscal Year shall be included in
Expenses and funds held in any Debt Service Fund to pay interest shall
be treated as a part of the operating reserves of Harmony, both solely for
the purpose of calculating the Liquidity Requirement.

The Bonds do not constitute the debt or indebtedness of the Issuer within
the meaning of any provision or limitation of the constitution or statutes
of the State of Texas (the “State) and shall never constitute or give rise

Vil



The Bond Trustee

Risk Factors

Payment Provisions ...........ceeeeeeeneene

Registration
and Denominations.........cceeeeeeersneeenees

Permanent School Fund Guarantee

Ratings

Exchange and Transfer.....................

Tax Status

Delivery Information...........c.cceeeeuuee..

to a pecuniary liability of the Issuer or the State or a charge against the
general credit or taxing power of the Issuer or the State. The Issuer has
no taxing power.

Regions Bank, Houston, Texas, in each of its capacities, including but not
limited to Bond Trustee, Master Trustee, registrar, paying agent and
transfer agent, has not participated in the preparation of this Official
Statement and assumes no responsibility for its contents.

Prospective purchasers are advised to read this entire Official Statement
and the Appendices attached hereto in their entirety, particularly the
section “RISK FACTORS” herein, for a discussion of certain risk
factors, which should be considered in connection with an investment in
the Bonds.

The Bonds mature and bear interest (computed on the basis of a 360-day
year of twelve 30-day months) at the rates set forth on the inside cover
page hereof. Interest on the Bonds is payable semiannually on August 15
and February 15 commencing on February 15, 2022.

The Bonds will be dated August 1, 2021, will be in authorized principal
denominations of $5,000 and integral multiples thereof (“Authorized
Denominations”).

An application has been filed and Harmony has received conditional
approval for the payment of the Bonds to be guaranteed by the corpus of
the Permanent School Fund of the State of Texas. Such approval is valid
for 180 day (December of 2021). See “THE PERMANENT SCHOOL
FUND GUARANTEE PROGRAM” herein.

S&P Global Ratings (“S&P”) has assigned the rating of “AAA” and
Moody’s Investors Service, Inc. (“Moody’s”) has assigned a rating of
“Aaa” to the Bonds based on the Permanent School Fund Guarantee. The
underlying unenhanced ratings of the Bonds are “BBB” by S&P and
“Baa2” by Moody’s. See “RATINGS” herein.

While the Bonds remain in book-entry-only form, transfer of ownership
by Beneficial Owners (as defined by the rules of The Depository Trust
Company, New York, New York (“DTC”), as further described herein)
may be made as described in “BOOK-ENTRY ONLY SYSTEM.”

The delivery of the Series 2021 A Bonds is subject to the opinion of
Hunton Andrews Kurth LLP, Bond Counsel, to the effect that, assuming
continuing compliance with certain covenants and based on certain
representations, interest on the Series 2021 A Bonds (a) is not included in
gross income for federal income tax purposes and (b) is not an item of tax
preference for purposes of the federal alternative minimum income tax.
See “TAX MATTERS FOR THE BONDS” for a discussion of Bond
Counsel’s opinion.

The Bonds are offered when, as, and if issued by the Issuer and accepted
by Truist Securities, Inc., RBC Capital Markets, LLC and Robert W.
Baird, as underwriters for the Bonds (the “Underwriters™), subject to
prior sale and the approving legal opinions of the Attorney General of the
State of Texas and Bond Counsel and certain other conditions. It is
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expected that the Bonds will be available for delivery through the
facilities of DTC on or about June 15, 2021.

Financial Statements ..........cccceeeeueenes Harmony’s audited financial statements for the 2018, 2019 and 2020
Fiscal Years are attached as APPENDIX C hereto.

[Remainder of page intentionally left blank]
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ARLINGTON HIGHER EDUCATION FINANCE CORPORATION

$147,025,000 EDUCATION REVENUE BONDS
(HARMONY PUBLIC SCHOOLS)
SERIES 2021A

$4,350,000 EDUCATION REVENUE BONDS
(HARMONY PUBLIC SCHOOLS)
TAXABLE SERIES 2021B

INTRODUCTION
General

The purpose of this Official Statement is to provide certain information concerning the issuance and sale
by the Arlington Higher Education Finance Corporation (the “Issuer”) of its $147,025,000 Education Revenue
Bonds (Harmony Public Schools), Series 2021A (the “Series 20214 Bonds”) and $4,350,000 Education Revenue
Bonds (Harmony Public Schools), Taxable Series 2021B (the “Series 2021B Bonds”, together with the Series
2021A Bonds, the “Bonds”).

The Series 2021 A Bonds and the Series 2021B Bonds are being issued pursuant to a Trust Indenture and
Security Agreement dated as of August 1, 2021 (the “Bond Indenture”) between the Issuer and Regions Bank,
Houston, Texas, as trustee (the “Bond Trustee). The proceeds of the Series 2021 A Bonds will be loaned by the
Issuer to Harmony Public Schools, a Texas nonprofit corporation (“Harmony”) pursuant to the terms of a Loan
Agreement dated as of August 1, 2021 (the “Loan Agreement”).

The Series 2021 A Bonds are special, limited obligations of the Issuer payable solely from (i) payments to
be made by Harmony pursuant to the Loan Agreement, (ii) a tax-exempt promissory note (the “Series 20214 Master
Note”) in an aggregate amount equal to the principal amount of the Series 2021 A Bonds and a taxable promissory
note (the “Series 2021B Master Note™) in an aggregate amount equal to the principal amount of the Series 2021B
Bonds delivered to the Issuer pursuant to the Loan Agreement and the Master Trust Indenture and Security
Agreement, dated as of May 1, 2007, as supplemented by Supplemental Master Trust Indenture No. 30 dated as of
August 1, 2021 (as supplemented, the “Master Indenture’), between Harmony and Regions Bank, Houston, Texas,
as master trustee (the “Master Trustee), which Series 2021 A Master Note will be entitled to the benefit of the
Master Indenture, (iii) the money and investments held for the credit of the funds and accounts established by or
under the Bond Indenture (except the Rebate Fund) and (iv) in certain circumstances, out of amounts secured by
the exercise of remedies provided in the Loan Agreement, the Bond Indenture, and the Master Indenture.

The Series 2021 Master Notes constitutes additional indebtedness under the Master Indenture and are
issued on parity with certain other promissory notes issued by Harmony (the “Prior Master Notes” and, together
with the Series 2021 Master Notes and any additional promissory notes entitled to the benefit of the Master
Indenture, the “Master Notes”). Harmony previously executed the Deeds of Trust, Leasehold Mortgages and
Security Agreements (as defined herein), and will execute certain supplements to the Deeds of Trust, encumbering
certain of Harmony’s campuses in favor of the Master Trustee for the benefit of the holders of the Master Notes,
except as further described herein. See “Harmony,” “PLAN OF FINANCE,” “SECURITY FOR THE BONDS”
and “APPENDIX B — HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS.” The Bonds
will be guaranteed under the Bond Guarantee Program of the Permanent School Fund of the State of Texas. See
“THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM.”

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



Forward-Looking Statements

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

between forward-looking statements and actual results, and that those differences could be material.
THE ISSUER

The Issuer was established by the City of Arlington, Texas for the specific and limited purpose of issuing
revenue bonds to finance or refinance “educational facilities” and “housing facilities” (as such terms are defined in
Chapters 53 and 53A, Texas Education Code, as amended (collectively, the “Issuer Act”)) and facilities which are
incidental, subordinate or related thereto or appropriate in connection therewith, all in accordance with and pursuant
to Sections 53.35(b) and 53A.35(b) of the Issuer Act. The Issuer has no material assets. Other than legal counsel, the
Issuer has not engaged any consultant or other professional. THE ISSUER HAS NO TAXING POWER. The Issuer
is receiving a fee of approximately $30,000 in connection with the issuance of the Bonds, after provisions have been
made for expenses of the Issuer.

Except for the issuance of the Bonds, the Issuer is not in any manner related to or affiliated with Harmony.
The Issuer has issued the Bonds and loaned the proceeds to Harmony pursuant to the Bond Indenture solely to carry
out the Issuer’s statutory purposes. Harmony has agreed to indemnify the Issuer for certain matters under the Bond
Indenture.

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

The Issuer has limited recourse liability on the Bonds, and all payments to be made on the Bonds
shall be provided for entirely from funds of Harmony or other assets pledged as part of the Trust Estate.

The Issuer has no obligation to review, control or oversee the activities of the Bond Trustee or
Harmony or the compliance by either of them with any covenants or provisions of any related documents, including
(without limitation) any covenants that relate to the excludability from gross income of interest on the Bonds.

NEITHER THE ISSUER NOR THE CITY OF ARLINGTON HAS ASSUMED ANY
RESPONSIBILITY FOR THE MATTERS CONTAINED HEREIN EXCEPT, IN THE CASE OF THE
ISSUER, SOLELY AS TO THE MATTERS SET FORTH IN THIS SECTION, AND IN THE SECTION
“LEGAL MATTERS — PENDING AND THREATENED LITIGATION — NO PROCEEDINGS AGAINST
ISSUER.” ALL FINDINGS AND DETERMINATIONS BY THE ISSUER AND THE CITY,
RESPECTIVELY, ARE AND HAVE BEEN MADE BY EACH FOR ITS OWN INTERNAL USES AND
PURPOSES. NOTWITHSTANDING ITS APPROVAL OF THE BONDS FOR PURPOSES OF SECTION
147(F) OF THE INTERNAL REVENUE CODE OF 1986, AS AMENDED (THE “CODE”), THE CITY DOES
NOT ENDORSE IN ANY MANNER, DIRECTLY OR INDIRECTLY, GUARANTEE OR PROMISE TO
PAY THE BONDS FROM ANY SOURCE OF FUNDS OF THE CITY OR ARLINGTON OR GUARANTEE,
WARRANT OR ENDORSE THE CREDITWORTHINESS OR CREDIT STANDING OF HARMONY, OR
IN ANY MANNER GUARANTEE, WARRANT, OR ENDORSE THE INVESTMENT QUALITY OR
VALUE OF THE BONDS. THE BONDS ARE PAYABLE SOLELY AS DESCRIBED IN THIS LIMITED
OFFERING MEMORANDUM, THE BOND INDENTURE SAND ARE NOT IN ANY MANNER PAYABLE
WHOLLY OR PARTIALLY FROM ANY FUNDS OR PROPERTIES OTHERWISE BELONGING TO
THE ISSUER. BY ITS ISSUANCE OF THE BONDS, THE ISSUER DOES NOT IN ANY MANNER,
DIRECTLY OR INDIRECTLY, GUARANTEE, WARRANT OR ENDORSE THE CREDITWORTHINESS
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OR CREDIT STANDING OF HARMONY OR THE INVESTMENT QUALITY OR VALUE OF THE
BONDS.

NONE OF THE CITY OF ARLINGTON, THE ISSUER, THE STATE OF TEXAS (THE
“STATE”), OR ANY STATE AGENCY, POLITICAL CORPORATION, SUBDIVISION OR AGENCY OF
THE STATE SHALL BE OBLIGATED TO PAY THE BONDS OR THE INTEREST THEREON AND
NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE CITY OF ARLINGTON,
THE STATE, OR ANY STATE AGENCY, POLITICAL CORPORATION OR POLITICAL SUBDIVISION
OF THE STATE IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF, PREMIUM, IF ANY, OR
INTEREST ON THE BONDS. HOWEVER, HARMONY HAS APPLIED FOR AND RECEIVED
CONDITIONAL APPROVAL FROM THE TEXAS EDUCATION AGENCY FOR THE BONDS TO BE
GUARANTEED UNDER THE BOND GUARANTEE PROGRAM OF THE PERMANENT SCHOOL FUND
OF THE STATE. SEE “THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM.” THE ISSUER
HAS NO TAXING POWER.

Harmony Public Schools

Harmony Public Schools (“Harmony”) is a nonprofit corporation duly organized and existing under the laws
of the State and is an organization described in Section 501(c)(3) of the Code. Harmony was incorporated in 1999, and
was formed to provide open-enrollment charter schools operating in the State. Harmony currently operates 58 charter
schools with plans to add 5 additional schools for the 2022-23 school year (collectively, the “Charter Schools™). The
Charter Schools operate pursuant to seven open-enrollment charter contracts between Harmony and the Texas State
Board of Education (the “State Board of Education”) under Chapter 12 of the Texas Education Code, Section 12.001
et seq. (the “Charter Schools Act”). Harmony accepts students for grades Pre-Kindergarten through 12th grade and, as
of May 27, 2021, had a total enrollment of 36,508 students for the 2020-21 school year. Harmony’s fiscal year runs
from July 1 through June 30 (a “Fiscal Year”). The table below present certain basic information concerning the
Charter Schools currently in operation or expected to be in operation as indicated.



CHARTER SCHOOLS

GRADES CAMPUS YEAR FREE/REDUCED LUNCH

HARTER NAME/CAMPUS NAME
¢ /CampUS OFFERED®’  ENROLLMENT!)  OPENED® (Low-INcomME)()

Harmony Science Academy (Houston) (101-846)
Harmony Science Academy — Houston 9-12 692 2000-01 80.48%
Harmony School of Innovation — Houston 6-8 527 2005-06 88.19%
Harmony School of Ingenuity — Houston 6-12 728 2009-10 80.82%
Harmony School of Science — Houston K-8 344 2010-11 84.73%
Harmony School of Fine Arts and K-8 703 2010-11 80.35%
Technology — Houston

6. Harmony School of Exploration — Houston K-5 630 2013-14 86.62%

Harmony School of Excellence (101-858)

Harmony School of Excellence — Houston K-8 850 2006-07 48.06%
Harmony School of Endeavor - Houston K-8 535 2009-10 CEP®
Harmony Science Academy — Bryan PK-8 358 2007-08 CEP®
Harmony School of Enrichment — Houston K-5 720 2017-18 77.73%
Harmony School of Technology - Houston 5-8 674 2006-07 76.59%
Harmony School of Advancement High School 9-12 689 2010-11 65.74%
— Houston

Harmony School of Discovery — Houston 6-12 819 2010-11 67.63%
. Harmony School of Achievement — Houston K-5 633 2015-16 56.73%
9. Harmony Science Academy - Cypress K-5 567 2019-20 61.03%
10. Harmony School of Excellence - Katy PK-5 N/A 2022-23 N/A
Harmony School of Science (Houston) (101-862)
Harmony Science Academy — Sugar Land K-6 722 2008-09 60.80%
Harmony School of Innovation — Sugar Land® 9-12 699 2011-12 52.90%

Harmony Science Academy — Katy K-5 695 2011-12 50.51%
Harmony Science Academy — Beaumont K-12 574 2007-08 63.87%
Harmony School of Innovation - Katy 6-12 610 2016-17 51.19%
Harmony School of Excellence — Sugar Land 6-8 642 2017-18 54.17%
Unnamed Campus at 2156 Bellaire, Richmond, 9-12 N/A 2022-23 N/A
Texas
Harmony Science Academy (Waco) (161-807)
Harmony Science Academy — Waco PK-6 495 2007-08 CEP®
Harmony Science Academy — Dallas K-12 1,125 2007-08 67.59%
Harmony Science Academy — Garland PK-6 712 2010-11 52.54%
Harmony School of Innovation — Garland 7-12 637 2014-15 44.67%
Harmony School of Innovation — Dallas 6-12 420 2012-13 48.24%
Harmony Science Academy — Fort Worth K-5 620 2006-07 55.98%
Harmony Science Academy — Grand Prairie PK-8 461 2008-09 64.84%
Harmony Science Academy — Euless 7-12 705 2009-10 43.75%
Harmony School of Excellence — Dallas 6-12 533 2010-11 53.35%
. Harmony School of Innovation — Fort Worth 6-124 950 2012-13 42.42%
. Harmony School of Innovation — Euless K-6 763 2013-14 51.37%

. Harmony Science Academy — Carrollton 6-12 567 2015-16 39.48%

. Harmony School of Innovation — Carrollton K-5 506 2010-11 41.78%
. Harmony School of Innovation — Waco 6-12 593 2017-18 50.58%
. Harmony Science Academy — Plano PK-6 502 2017-18 52.48%
. Harmony School of Innovation — Grand Prairie PK-6 444 2018-19 57.66%
Harmony Science Academy (Austin) (227-816)
1. Harmony Science Academy — Austin PK-8® 655 2001-02 CEP®
2. Harmony Science Academy — Pflugerville 6-12 874 2008-09 60.27%
3. Harmony School of Excellence — Austin 6-12 551 2009-10 CEP®
4. Harmony School of Innovation — Austin PK-5 417 2014-15 CEP®
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CHARTER SCHOOLS

GRADES CAMPUS YEAR FREE/REDUCED LUNCH
OFFEREDY)  ENROLLMENT!’  OPENED® (Low-INcoME)™D

CHARTER NAME/CAMPUS NAME

5. Harmony School of Science — Austin 2006-07 55.23%
6. Harmony School of Endeavor — Austin 2011-12 32.65%
7. Harmony Science Academy — Cedar Park - 2017-18 23.12%

Harmony Science Academy (El Paso) (071-806)
Harmony Science Academy — El Paso - , 2006-07 65.05%
Harmony School of Innovation — El Paso , 2009-10 58.92%
Harmony Science Academy — Lubbock 2007-08 CEP®
Harmony Science Academy — Odessa 2010-11 56.52%
Harmony School of Excellence — El Paso 2016-17 70.27%
Harmony School of Science — El Paso - 2020-21 62.60%
Harmony School of Endeavor - El Paso - 2022-23 N/A
Harmony Science Academy (San Antonio) (015-828)
Harmony Science Academy — San Antonio - 2006-07 58.75%
Harmony School of Innovation — San Antonio - 2010-11 78.49%
Harmony Science Academy — Laredo - 2008-09 83.64%
Harmony School of Innovation — Laredo 2014-15 82.59%
Harmony School of Excellence — Laredo - 2017-18 82.70%
Harmony Science Academy — Brownsville - 2008-09 80.04%
Harmony School of Innovation — Brownsville - 2017-18 66.17%
Harmony School of Excellence — San Antonio - 2015-16 70.18%
Harmony School of Science - San Antonio - 2022-23 N/A
TOTAL ENROLLMENT

R

Source: Harmony.

(M As of May 27, 2021.

@ The year opened reflects the year in which Harmony began operating.

©® Community Eligibility Provision (CEP) school.

@ Expected to add grades PK-5 for the 2022-23 school year.

©) Expected to add grades 9-12 for the 2022-23 school year.

© Expected to add grades 6-8 for the 2022-23 school year.

™ Expected to add grades 8-12 for the 2023-24 school year.

® Harmony School of Innovation -Sugarland currently houses grades 9-12 at 13522 W. Airport Blvd., Sugar Land, Texas and such grades will be
moving to the new location at 13738 Old Richmond Rd., Sugar Land, Texas in the 2022-23 school year. In the existing 13522 W. Airport Blvd.,
Sugar Land, Texas facilities, Harmony will open a middle school covering grades 6-8. Harmony has not yet determined with TEA if the new
middle school will operate under the same name and number as the existing Harmony School of Innovation -Sugarland or if the middle school
will receive a new name and number.

Harmony’s Board of Directors is the governing body for all of the Charter Schools. For more information
regarding Harmony and the Charter Schools, see generally “APPENDIX B— HARMONY PUBLIC SCHOOLS
AND THE CHARTER SCHOOLS.”

PLAN OF FINANCE
The Project

Harmony will issue the Bonds for the purpose of: (i) financing and refinancing the costs of acquiring,
constructing, equipping and renovating certain “educational facilities” (as that term is defined in the Issuer Act) and
facilities incidental, subordinate or related thereto or appropriate in connection therewith, (ii) funding capitalized
interest, and (iii) paying the costs of issuing the Bonds (the “Project”).
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USE OF SERIES 2021A AND 2021B BOND PROCEEDS

Estimated Use

Campus Name Location Bond Proceed Use
of Proceeds

Harmony Science Academy — Grand 1102 NW 7th St., Grand Prairie, Additional Building as an
Prairie TX Extension

1516 53 St., Lubbock, TX,
Harmony Science Academy — 1501 52" St., Lubbock, TX, New Building Purchase and
Lubbock 1503 52" St., Lubbock, TX and Renovation

5201 Avenue P, Lubbock, TX
Harmony School of Endeavor - El Purchase of Land and Construction
Paso Y 10405 Dyer Street, El Paso, TX of a New Middle and High School $21,250,000
Harmony School of Science - San Westcreek Oaks Dr. and Wiseman | Purchase of Land and Construction
Antonio Blvd. San Antonio, TX of'a New Elementary School
Harmony Science Academy — Cedar 12200 Anderson Mill Road,
Park Austin, TX

$7,631,000

$12,000,000

$19,000,000

Existing Campus Expansion $6,015,000

Purch f Land and Constructi
Harmony School of Excellence — Katy | 22855 Elyson Falls Dr., Katy, TX urehiase of Land and Lonstruction $21,000,000
of'a New Elementary School

Purchase of Building and
7300 N. Gessner Rd., Houston, TX | Renovation of a New Elementary $11,000,000
School

Harmony School of Excellence — Building and Soccer Field

7340 N. Gessner Dr., Houston, TX . $9,920,000
Houston Purchase, Campus Renovations

Harmony School of Excellence —

Houston

Harmony School of Discovery — 6270 Barker Cypress Rd.,
Houston Houston, TX
2165 Bellaire Blvd., Richmond, Purchase of Land and Construction
X of'a New High School
Harmony School of Innovation — 13738 Old Richmond Rd., Sugar Purchase of Land and Construction
Sugar Land (HS) Land, TX of'a New High School
Renovations in Existing Campuses Various Renovations $13,847,678

I Total | $163,440,797 I

To the extent any of the Projects listed above were financed by Harmony’s existing $100,000,000 line of
credit (the “Line of Credit”), proceeds of the Bonds will be used to repay the existing balance on the Line of Credit.
The Line of Credit will then be available for any Project overages and any other capital needs of Harmony.

Existing Campus Expansion $1,220,000

Unnamed Campus $23,000,000

$17,557,119




Prior Financings

Below is a list of the long-term outstanding debt obligations of Harmony as of the Closing Date.

I DEBT SUMMARY®Y I

ORIGINAL OUTSTANDING
AMOUNT AMOUNT

Series 2010Q Master Note/Bonds $39,910,000 $39,910,000
Series 2011Q Master Note/Bonds 5,085,000 5,085,000
Series 2012A Master Note/Bonds 31,350,000 26,423,000
Series 2014A Master Note/Bonds 101,555,000 85,965,000
Series 2014Q Master Note/Bonds 8,880,000 8,880,000

TYPE OF DEBT

Series 2015 Master Note/ Bonds 106,745,000 102,965,000
Series 2016A Master Note/ Bonds 55,405,000 50,105,000
Series 2017 Master Note/Bonds 40,540,000 37,870,000
Series 2021A Master Note/Bonds 147,025,000 147,025,000
Series 2021B Master Note/Bonds 4,350,000 4,350,000

LOC Master Note dated May 26, 2017? 100,000,000 7.580.903
$640,845,000 $516,158,903

TOTAL

M See also “APPENDIX C — FINANCIAL STATEMENTS” to the Official Statement. Does not exclude payments that will be made by
reserves or REPO or SLGS Interests on QSCB Sinking Funds.
@ After the Closing Date, the LOC will retain cost related to future campuses.

Harmony has previously issued nine (9) Prior Master Notes related to the following outstanding debt: (i)
Arlington Higher Education Finance Corporation $40,540,000 Education Revenue and Refunding Bonds (Harmony
Public Schools) Series 2017A, (ii) Arlington Higher Education Finance Corporation $52,975,000 Education Revenue
Bonds (Harmony Public Schools) Series 2016A, (iii) Arlington Higher Education Finance Corporation $106,745,000
Education Revenue Refunding Bonds (Harmony Public Schools) Series 2015, (iv) Texas Public Finance Authority
Charter School Finance Corporation $8,880,000 Taxable Education Revenue Bonds (Harmony Public Schools) Series
2014Q (Qualified School Construction Bonds — Direct Pay), (v) City of Houston Higher Education Finance
Corporation $101,555,000 Education Revenue and Refunding Bonds (Harmony Public Schools) Series 2014A, (vi)
City of Houston Higher Education Finance Corporation $31,350,000 Education Revenue Bonds (Cosmos Foundation,
Inc.) Series 2012A, (vii) City of Houston Higher Education Finance Corporation $5,085,000 Taxable Education
Revenue Bonds (Cosmos Foundation, Inc.), Series 2011Q (Qualified School Construction Bonds — Direct Pay), (viii)
$39,910,000 Texas Public Finance Authority Charter School Finance Corporation Taxable Education Revenue Bonds
(Cosmos Foundation, Inc.), Series 2010Q (Qualified School Construction Bonds — Direct Pay), and (ix) a revolving
line of credit in an amount not to exceed $100,000,000 at any time. As set forth above, four of Harmony’s outstanding
Master Notes are not secured by the Deeds of Trust, Leasehold Mortgages and Security Agreements. The remaining
five notes and the Bonds are secured by the Deeds of Trust, Leasehold Mortgages and Security Agreements. See
“APPENDIX B - HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS - TABLE 2.”

For the current debt service requirements on the Master Notes see “DEBT SERVICE REQUIREMENTS”
herein.



The Foundation

Harmony Education Foundation f/k/a Charter School Solutions (“HEF”) is a Texas nonprofit corporation
organized on April 10, 2015. HEF has been determined by the Internal Revenue Service to be an organization
described under Section 501(c)(3) of the Internal Revenue Code of 1986, as amended (the “Code”) and is exempt
from federal income taxation under Section 501(a) of the Code. The specific purpose of HEF is to support Harmony
and other charter schools and educational organizations located in Arizona, Arkansas, Kansas, New Mexico,
Mississippi, Missouri, Louisiana, Oklahoma, Tennessee, and Texas, in order to (i) promote education by developing
school models, educational services, and products for the purposes of replicating the Harmony model; (ii) facilitate
charter school campus development projects, including designing, financing, and leasing the developments; (iii)
facilitate the attainment of higher education by providing college tuition assistance in the form of scholarships and
grants for charter school graduates; and (iv) foster and promote scientific advancement and exploration by conducting
and overseeing the operation of STEM education and science fairs, including the International Sustainable World
(Energy, Engineering, and Environment ) Project (“I-SWEEP”), a collaborative and competitive integration science
fair event open to high school students from around the world with a goal of creating a more sustainable world for
tomorrow.

HEF owns several properties where Charter Schools are located (the “HEF Properties”). See “APPENDIX
B - HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS - TABLE 2.” herein. These properties
are leased to Harmony. The lease payments are subordinate to any debt issued by Harmony under its Master Indenture,
including the Bonds. HEF has issued the following bonds secured by the HEF Properties and its rental payments from
Harmony: (i) The Industrial Development Authority of the County of La Paz, Arizona Education Facility Lease
Revenue Bonds (Harmony Education Foundation—Harmony Public Schools Project), Series 2021A, in the aggregate
principal amount of $14,955,000 of which $14,955,000 remains outstanding; (ii) The Industrial Development
Authority of the County of La Paz, Arizona Education Facility Lease Revenue Bonds (Harmony Education Foundation
—Harmony Public Schools Project), Taxable Series 2021B, in the aggregate principal amount of $420,000 of which
$33,365,000 remains outstanding $420,000; (iii) The Industrial Development Authority of the County of La Paz,
Arizona Education Facility Lease Revenue Bonds (Charter School Solutions—Harmony Public Schools Project),
Series 2018A, in the aggregate principal amount of $33,365,000 of which $33,365,000 remains outstanding; (iv) the
Industrial Development Authority of the County of La Paz, Arizona Education Facility Lease Revenue Bonds (Charter
School Solutions—Harmony Public Schools Project), Taxable Series 2018B, in the aggregate principal amount of
$955,000 of which $955,000 remains outstanding; (v) The Industrial Development Authority of the County of La Paz,
Arizona Education Facility Lease Revenue Bonds (Charter School Solutions—Harmony Public Schools Project),
Series 2016A, in the aggregate principal amount of $42,365,000 of which $40,820,000 remains outstanding; and (vi)
The Industrial Development Authority of the County of La Paz, Arizona Education Facility Lease Revenue Bonds
(Charter School Solutions—Harmony Public Schools Project), Taxable Series 2016B, in the aggregate principal
amount of $920,000 of which $0 remains outstanding.

Future Financings

Harmony’s leadership presents a growth plan with opening five to seven schools per year for the next five
years. Each of these proposed schools within the growth plan is subject to approval by the Board of Directors and the
Texas Education Agency. Additionally, Harmony would need to receive charter enrollment increases beyond the
current aggregate enrollment cap of 54,500, which are subject to approval by the Texas Education Agency.

In addition, Harmony expects to issue bonds in 2021 to refund the City of Houston Higher Education Finance
Corporation Education Revenue Bonds (Cosmos Foundation, Inc.) Series 2012A.



SOURCES AND USES OF FUNDS

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

Sources of Funds Series 2021A Series 2021B Total
Bonds Bonds
Par Amount $147,025,000.00  $4,350,000.00 $151,375,000.00
Original Issue Premium 22,450,719.30 - 22,450,719.30
Total Sources of Funds $169,475,719.30  $4,350,000.00 $173,825,719.30
Uses of Funds
Project Fund Deposits $159,190,797.00  $4,250,000.00 $163,440,797.00
Capitalized Interest 3,866,442.31 - 3,866,442.31
Deposit to Charter Bond Guaranty Reserve Fund 4,138,533.86 24,954.89 4,163,488.75
Costs of Issuance 2,279,946.13 75,045.11 2,354,991.24
Total Uses of Funds $169,475,719.30  $4,350,000.00 $173,825,719.30

M Includes Underwriters® discount, legal fees, printing fees, rounding amount and other costs of issuance.

[Remainder of page intentionally left blank]



DEBT SERVICE REQUIREMENTS

Set forth in the following table are the aggregate debt service requirements relating to the Bonds and the
Outstanding Prior Master Notes after the Closing Date.

Fiscal Year

Ending Outstanding The Bonds
June 30 Debt Principal Interest Debt Service
Service®®

2022 27,816,329 - 792,261 28,608,590
2023 27,814,083 - 3,382,098% 31,196,181®
2024 27,836,302 3,265,000 5,263,070 36,364,372
2025 27,823,795 3,320,000 5,205,100 36,348,895
2026 27,823,427 3,390,000 5,137,700 36,351,127
2027 27,709,673 3,525,000 5,002,100 36,236,773
2028 25,750,077 3,665,000 4,861,100 34,276,177
2029 25,787,571 3,815,000 4,714,500 34,317,071
2030 25,808,347 3,965,000 4,561,900 34,335,247
2031 25,847,457 4,125,000 4,403,300 34,375,757
2032 25,881,097 4,290,000 4,238,300 34,409,397
2033 25,917,783 4,415,000 4,109,600 34,442,383
2034 25,938,432 4,550,000 3,977,150 34,465,582
2035 25,979,740 4,730,000 3,795,150 34,504,890
2036 26,014,461 4,920,000 3,605,950 34,540,411
2037 24,003,700 5,120,000 3,409,150 32,532,850
2038 21,524,050 5,325,000 3,204,350 30,053,400
2039 21,089,650 5,535,000 2,991,350 29,616,000
2040 21,103,150 5,755,000 2,769,950 29,628,100
2041 15,335,350 5,985,000 2,539,750 23,860,100
2042 10,733,300 6,225,000 2,300,350 19,258,650
2043 8,646,050 6,415,000 2,113,600 17,174,650
2044 8,650,200 6,605,000 1,921,150 17,176,350
2045 5,664,700 6,805,000 1,723,000 14,192,700
2046 5,663,450 7,010,000 1,518,850 14,192,300
2047 2,111,200 7,220,000 1,308,550 10,639,750
2048 - 7,465,000 1,064,288 8,529,288
2049 - 7,715,000 811,538 8,526,538
2050 - 7,975,000 550,100 8,525,100
2051 - 8,245,000 279,750 8,524,750
Totals $544,273,378 151,375,000 $91,555,005 $787,203,383

Notes & Assumptions:

() Based on official statements and audited financial statements for Harmony. Excludes Harmony Education Foundation and other capital leases.
@ Includes annual Sinking Fund payments for Harmony's Series 2010Q Bonds, Series 2011Q Bonds, Series 2014Q Bonds.

©®) Net of capitalized interest.

[Remainder of page intentionally left blank]
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RISK FACTORS

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

Enforceability and Constitutionality of the Permanent School Fund Guarantee

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

Sufficiency of Revenues

The Bonds are payable solely from certain payments, revenues and other amounts derived by the Issuer
pursuant to the Loan Agreement and the Series 2021 Master Notes and are secured only by such revenues and a
pledge of certain funds and accounts created under the Bond Indenture. Based on present circumstances, and based
on its projections regarding enrollment, Harmony believes it will generate sufficient revenues for payment of debt
service on the Bonds. However, Harmony’s charter contract may be revoked, or the basis of the assumptions used by
Harmony to formulate its beliefs may otherwise change. No representation or assurance can be made that Harmony
will continue to generate sufficient revenues to make payments under the Master Notes and thus debt service on the
Bonds and other bonds issued for the benefit of Harmony.

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

State charter schools such as the Charter Schools operated by Harmony may not charge tuition and have no
taxing authority. Payments from the State that Harmony receives for educating students comprise the primary source
of revenue generated by Harmony (more than 86% for Harmony’s Fiscal Year ending June 30, 2020). The amount
of such State payments Harmony receives is based on a variety of factors, including enrollment at the Charter
Schools. The overall amount of education aid provided by the State in any year is also subject to appropriation by
the State Legislature. The Legislature may base its decisions about appropriations on many factors, including the
State’s economic performance. Further, because some public officials, their constituents, commentators and others
have viewed charter schools as controversial, political factors may also come to bear on charter school funding, and
such factors are subject to change. As a result, the Legislature may not appropriate funds, or may not appropriate
funds in a sufficient amount, for Harmony to generate sufficient revenue to meet its operating expenses and to make
payments under the Master Notes sufficient to pay debt service on the Bonds and other bonds that could be issued
for the benefit of Harmony. No liability would accrue to the State in such event, and the State would not be obligated
or liable for any future payments or any damages. If the State were to withhold such State payments for any reason,
even for a reason that is ultimately determined to be invalid or unlawful, Harmony could be forced to cease
operations.
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Operating History; Projections

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

The projections are derived from the actual operations of Harmony and from assumptions made by
Harmony about its future student enrollment and expenses. The basis for such projections is the applications for
admission for Harmony’s grades currently in operation, the addition of additional grades and the physical capacity
of schools under renovation to be expanded with proceeds of the Bonds. There can be no assurance that the actual
enrollment, revenues and expenses for Harmony will be consistent with the assumptions underlying the projections
contained herein. Actual operating results may be affected by many factors, including, but not limited to, increased
costs, lower than anticipated revenues (as a result of difficulty with or failure of Harmony’s growth strategy,
insufficient enrollment, reduced payments from the State, or otherwise), employee relations, changes in taxes,
changes in applicable government regulations, changes in demographic trends, factors associated with education,
competition for students and changes in local or general economic conditions. See “APPENDIX B — HARMONY
PUBLIC SCHOOLS AND THE CHARTER SCHOOLS” to review certain of the projections and to consider the
various factors that could cause actual results to differ significantly from projected results. Refer to
“INTRODUCTION — Forward-Looking Statements,” above, for qualifications and limitations applicable to
forward-looking statements.

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

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

Competition for Students

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

Nonrenewal or Revocation of Charter

Harmony opened its initial school as an open-enrollment charter school on May 19, 2000. Harmony
currently holds seven open-enrollment charters granted by the TEA. Although all of Harmony’s charters have been
renewed through at least July 31, 2023 (and some through as late as July 31, 2031), there can be no assurance that
Harmony’s charters will continue to be renewed. See “APPENDIX B —HARMONY PUBLIC SCHOOLS AND
THE CHARTER SCHOOLS — CHARTER CONTRACTS.”

Under Texas law, the Commissioner of Education (the “Commissioner”) may revoke the charter of, or
modify the governance of the holder of a charter, of an open-enrollment charter school, or reconstitute the governing
body of the charter holder, if the Commissioner determines that the charter holder: (i) committed a material violation
of the charter, including failure to satisfy accountability provisions prescribed by the charter; (ii) failed to satisfy
generally accepted accounting standards of fiscal management; (iii) failed to protect the health, safety, or welfare
of the students enrolled at the school; (iv) failed to comply with any applicable law or rule, (v) failed to satisfy the
performance framework standards adopted under Section 12.1181 of the Texas Education Code, or (vi) is
imminently insolvent as determined by the Commissioner in accordance with Commissioner Rule.

The Commissioner is required to revoke the charter of an open-enrollment charter school if for the three
preceding school years (i) the charter holder has been assigned an unacceptable performance rating (“Accountability
Rating”) under Subchapter C, Chapter 39 of the Texas Education Code; (ii) the charter holder has been assigned a
financial accountability performance rating (“FIRST Rating”) under Subchapter D, Chapter 39 of the Texas
Education Code indicating performance lower than satisfactory; or (iii) the charter holder has been assigned any
combination of the ratings described in (i) or (ii).

Under State law, the Commissioner is required to deny renewal of the charter of an open-enrollment
charter school at the end of the term of a charter school if: (i) the charter holder has been assigned the lowest
performance rating as its Accountability Rating for any three of the five preceding school years; (ii) the charter
holder has been assigned a FIRST Rating that is lower than satisfactory for any three of the five preceding school
years; (iii) the charter holder has been assigned any combination of the ratings described in (i) or (ii) for any three
of the five preceding school years; or (iv) any campus operating under the charter has been assigned the lowest
performance rating as its Accountability Rating for the three preceding school years and such campus has not been
closed.

There can be no assurance that any charter school operated by Harmony will be able to satisfy the academic
and/or financial accountability standards in the future. A failure to meet such requirements could result in the
revocation of one or more of Harmony’s charters or the required closure of campuses and could result in the inability
of Harmony to pay the Master Notes and thus to make payment of debt service on the Bonds and other bonds issued
for the benefit of Harmony.

Related procedures provide an opportunity for a hearing for the charter holder and parents, which must be
held at the charter school’s facility. See “APPENDIX A — SUMMARY OF CERTAIN PROVISIONS OF
TEXAS CHARTER SCHOOL LAW — GENERAL — CHARTER REVISION, REVOCATION AND NON-
RENEWAL” and “APPENDIX B — HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS —
Charter Contracts— Revocation, Non-Renewal, Expiration or Amendment of Charter.” If Harmony’s charter
contracts are revoked or if the charter contracts are not renewed in the future, Harmony could be forced to cease
operations.

Construction Risks

Harmony will use a portion of the proceeds of the Bonds to finance construction of the Project. Harmony
expects to obtain all necessary approvals, consents, certificates and permits as needed in order to complete such
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construction in a timely manner. Any failure by Harmony to obtain such approvals, consents, certificates and permits
could result in a delay with respect to completion of construction, and any such delay could adversely affect
Harmony’s operations and its ability to generate revenues sufficient to pay the Master Notes and thus debt service on
the Bonds and other bonds issued for the benefit of Harmony. The risks associated with any such delay are heightened
by the fact that Harmony is relying on the new facilities and the expanded classroom space to accommodate its
projected increased enrollment in the near term. See “APPENDIX B — “HARMONY PUBLIC SCHOOLS AND
THE CHARTER SCHOOLS.”

If plans regarding the new construction component of the Project result in construction costs that exceed the
amount available to pay such costs, Harmony’s construction plans would have to be modified to lower construction
costs, and there is a risk that the construction component would not be completed or would not be completed as
planned.

Reliance on Appraisals

As of the date of this Official Statement, appraisals within the last six months have not been obtained for
the properties financed with the proceeds of the Bonds. There can be no assurances that Harmony has paid fair market
value for any of the properties financed with the proceeds of the Bonds. There can also be no assurances that the
value of the pledged properties to the Master Notes is greater than or equal to the outstanding Master Notes under
the Master Trust Indenture as of the date of issuance of the Bonds.

Reliance on Phase I Reports

As of the date of this Official Statement, Phase I environmental assessments within the last six months have
not been obtained for the properties financed with the proceeds of the Bonds. Harmony has previously received
Phase I environmental assessments on the existing properties. There can be no assurances that Harmony will have
made an “all appropriate inquiry” sufficient enough to establish or preserve the innocent landowner defense to the
Comprehensive Environmental Response, Compensation and Liability Act of 1980 (CERCLA). Notwithstanding the
foregoing, provided certain conditions are satisfied, the Issuer, Master Trustee and bond holders may still be able to
establish and preserve the secured creditor exemption/defense to CERCLA.

Factors Associated with Education in General

There are a number of factors affecting schools in general, including the Charter Schools, which could have
an adverse effect on Harmony’s financial position and the ability of Harmony to generate sufficient revenues to pay
the Master Notes and thus debt service on the Bonds and other bonds issued for the benefit of Harmony. These
factors include, but are not limited to, Harmony’s ability to successfully execute its growth strategy; Harmony’s
ability to attract and retain a sufficient number of students; changes to Harmony’s reputation, the faculty or student
body, either generally or with respect to certain academic or extracurricular areas; increasing costs of compliance
with federal or State regulatory laws or regulations, including, without limitation, laws or regulations concerning
environmental quality, work safety and accommodating persons with disabilities; increasing operating costs of
Harmony; changes in existing statutes pertaining to the powers of Harmony and legislation or regulations which may
affect funding; and disruption of any operations by real or perceived threats against Harmony, its employees or the
students. Harmony cannot assess or predict the ultimate effect of these factors on its operations or financial results
of operations.

Failure to Provide Ongoing Disclosure

In connection with the issuance of the Bonds, Harmony will enter into a Continuing Disclosure Agreement,
pursuant to Rule 15¢2—12. Failure to comply with the Continuing Disclosure Agreement or Rule 15¢2-12 may
adversely affect the liquidity for the Bonds and their market price in the secondary market. See “CONTINUING
DISCLOSURE AGREEMENT” and “APPENDIX E — FORM OF CONTINUING DISCLOSURE
AGREEMENT.”
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State Financial Difficulties

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

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

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

Reputational Risk
Generally

Harmony is subject to financial and other risks, which risks may differ from those of other private, charter or
public schools. For example, changes in the reputation of Harmony, and/or the any individual school, any third-party
service providers, affiliates, and/or Harmony’s leadership, faculty or student body, either generally or with respect to
certain academic or extra-curricular areas, may affect Harmony’s ability to attract students to projected enrollment
levels, and may affect Harmony’s ability to attract quality teachers and staff at competitive salaries. In addition,
litigation brought against Harmony or any of the other parties listed above by parents, civil authorities, students or
former or potential employees may have a materially adverse impact on the reputation of Harmony. There can be no
assurance that these or other factors will not adversely affect Harmony’s ability to generate adequate funds from the
operation of its schools to pay all Lease Payments when due.

Negative Publicity

Since 2009, certain internet web sites and blogs have suggested that Harmony, and other charter schools,
are affiliated with the “Giilen Movement,” a transnational civic society movement inspired by the teachings of
Turkish Islamic theologian Fethullah Giilen. His works are studied by many national and international scholars of
various religions, including Islam, Judaism, and Christianity. There are a number of institutes operated by
universities that study Mr. Giilen’s life and his works, including the Giilen Institute at the University of Houston. In
March 2016, a video documentary about charter schools and the Giilen Movement entitled “Killing Ed, A
Documentary Film About Charter Schools, Corruption, and the Giilen Movement in America” was screened in New
York City. Publicity surrounding charter schools and the Giilen Movement has tended to allege conspiracies and
attempt to cast charter schools in a negative light.

Harmony has no association with the Giilen Movement. Harmony does not believe that any negative
publicity based on these unfounded allegations will adversely affect its enrollment or operations. Since the inception
of such negative publicity in 2009, Harmony has not experienced any decline in enrollment or any adverse effects
on its operations. However, there can be no assurance that these or other factors will not adversely affect Harmony’s
ability to generate adequate funds from the operation of its schools to pay all Lease Payments when due.
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Infectious Disease Outbreak — COVID-19

The outbreak of COVID-19, a respiratory disease caused by a new strain of coronavirus, has been
characterized as a pandemic (the “Pandemic”) by the World Health Organization and is currently affecting many parts
of the world, including the United States and Texas. On January 31, 2020, the Secretary of the United States Health
and Human Services Department declared a public health emergency for the United States and on March 13, 2020,
the President of the United States declared the outbreak of COVID-19 in the United States a national emergency.
Subsequently, the President’s Coronavirus Guidelines for America and the United States Centers for Disease Control
and Prevention called upon Americans to take actions to slow the spread of COVID-19 in the United States.

On March 13, 2020, the Governor of Texas (the “Governor”) declared a state of disaster for all counties in
Texas in response to the Pandemic. Pursuant to Chapter 418 of the Texas Government Code, the Governor has broad
authority to respond to disasters, including suspending any regulatory statute prescribing the procedures for
conducting state business or any order or rule of a state agency (including TEA) that would in any way prevent, hinder,
or delay necessary action in coping with the disaster, and issuing executive orders that have the force and effect of
law. The Governor has issued a series of executive orders relating to COVID-19 preparedness and mitigation. These
initially included executive orders that, among other things, imposed limitations on business occupancy and operations
and social gatherings, imposed a moratorium on elective surgeries in certain Texas counties, and required people to
wear face coverings in public spaces (with a few exceptions). On March 2, 2021, the Governor issued Executive Order
GA-34, which, among other things, provides that, in all counties not in areas of high hospitalization rates due to
COVID-19, there are no COVID-19-related operating limits for any business or establishment, and face coverings are
encouraged but not required. In counties in areas of high hospitalization rates, the applicable county judge may
implement COVID-19-related mitigation strategies; provided, that businesses and other establishments may not be
required to operate at less than 50% of total operating occupancy (excepting religious services, public and private
schools, institutions of higher education and child-care services), no jurisdiction may impose confinement in jail and
no jurisdiction may impose a penalty for failure to wear a face covering. Executive Order GA-34 remains in place
until amended, rescinded, or superseded by the Governor. The Governor retains the authority to impose additional
restrictions on activities. Additional information regarding executive orders issued by the Governor is accessible on
the website of the Governor at https://gov.texas.gov/. Neither the information on (nor accessed through) such website
of the Governor is incorporated by reference, either expressly or by implication, into this Official Statement.

For the 2019-2020 school year, TEA informed Texas charter districts that COVID-19 related school closings
and/or absenteeism would not impact ADA calculations and school funding so long as a charter district commits to
support students instructionally while they are at home. In addition to providing educational resources online when
classes were suspended, Harmony delivered online instruction through the end of the school year. As such, after taking
into account the allocation by the state of certain CARES Act funding, Harmony did not experience a reduction in
State funding for the 2019-2020 school year as a result of the school closures. See “CURRENT PUBLIC SCHOOL
FINANCE SYSTEM.”

The TEA advised charter districts that for the 2020-2021 school year district funding would return to being
based on “Average Daily Attendance” (being generally calculated as the sum of student attendance for each State-
mandated day of instruction divided by the number of State-mandated days of instruction, defined herein as “ADA”)
calculations requiring attendance to be taken. However, the TEA crafted an approach for determining ADA during
the pandemic that provides charter districts with several options for determining daily attendance. These include
remote synchronous instruction, remote asynchronous instruction, on campus instruction, and the Texas Virtual
Schools Network.

To stabilize funding expectations, charter districts were initially provided an ADA grace period for the first
three six weeks of the 2020-2021 school year. If a charter districts’ first two six-week average ADA is less than the
ADA hold harmless projections (described below), the first two six-week attendance reporting periods for 2020-2021
will be excluded from the calculation of annual ADA and student full-time equivalents (“FTE”) for Foundation School
Program (“FSP”) funding purposes and will be replaced with the ADA and FTE hold harmless projections that were
derived using a three-year average trend of final numbers from the 2017-2018 through 2019-2020 school years, unless
this projection is both (i) 15% higher and (ii) 100 ADA higher than the 2020-2021 legislative planning estimate
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(“LPE”) projections provided by the TEA to the State legislature pursuant to Section 48.269 of the Texas Education
Code, in which case the 2020-2021 LPE ADA and FTE will be used as the hold harmless projections.

The ADA hold harmless protection was also available for the third six-week attendance reporting period, but
only for those charter districts that allowed on-campus instruction throughout the entire third six-week period. The
ADA hold harmless methodology will be identical to the methodology used for the first two six-week attendance
reporting periods, except that the third six-week period will be examined independent of the first two six-week
attendance reporting periods.

The ADA hold harmless protection was extended for the remainder of the 2020-21 school year (the fourth,
fifth, and sixth six-week attendance reporting periods). In order to qualify, a charter district must meet certain criteria
established by the TEA related to on-campus participation rates during the sixth six-week attendance reporting period.
A charter district would be eligible for the ADA hold harmless protection for the fourth, fifth, and sixth six-weeks if
(1) the average on-campus attendance participation rate during the sixth six-weeks attendance reporting period was
equal to or greater than 80% of all students educated during the sixth six-weeks; or (2) the average on-campus
attendance participation rate during the sixth six-weeks attendance reporting period was equal to or greater than the
on-campus attendance participation rate reported by the charter district on the October 2020 PEIMS Fall Snapshot.
This recent extension also potentially provided ADA hold harmless protection to charter districts that were not
previously eligible for the ADA hold harmless protection during third six-weeks attendance reporting period as
previously discussed. If applicable, a charter district can now be eligible if (1) the average on-campus participation
rate during the sixth six-weeks reporting period was equal to or greater than 90% of all students educated during the
sixth six-weeks; or (2) for charter districts with a 2020 PEIMS Fall Snapshot on-campus attendance participation rate
of less than 50%, the average on-campus attendance participation rate during the sixth six-weeks attendance reporting
period must increase by at least 20 percentage points from the on-campus attendance participation rate reported on the
charter district’s October 2020 PEIMS Fall Snapshot, or for charter districts with a 2020 PEIMS Fall Snapshot on-
campus attendance participation rate equal to or greater than 50%, the average on-campus attendance participation
rate during the sixth six-weeks reporting period must be equal to or greater than the on-campus percentage of all
students educated during the sixth six-weeks that results from adding 45 percentage points to half of the on-campus
attendance participation rate reported on the charter district’s October 2020 PEIMS Fall Snapshot.

For the 2020-21 school year, Harmony experienced no decline in attendance from the end of the prior year.

The full extent of the ongoing impact of COVID-19 on Harmony’s longer-term operational and financial
performance will depend on future developments, many of which are outside of its control, including the effectiveness
of the mitigation strategies discussed above, the duration and spread of COVID-19, and future governmental actions,
all of which are highly uncertain and cannot be predicted. Harmony continues to monitor the spread of COVID-19
and is working with local, State, and national agencies to address the potential impact of the Pandemic upon Harmony.
While the potential impact of the Pandemic on Harmony cannot be quantified at this time, the continued outbreak of
COVID-19 could have an adverse effect on Harmony’s operations and financial condition.

Additionally, State funding of Harmony operations and maintenance in future fiscal years could be adversely
impacted by the negative effects on economic growth and financial markets resulting from the Pandemic as well as
ongoing disruptions in the global oil markets. See “STATE OPEN-ENROLLMENT CHARTER SCHOOL
FUNDING”.

TEA continues to provide updates and information to charter schools and school districts on a daily basis and
more information about TEA and COVID-19 can be found at https://tea.texas.gov/texas-schools/health-safety-
discipline/coronavirus-covid-19-support-and-guidance.

For a discussion of the impact of the Pandemic on the PSF, see “THE PERMANENT SCHOOL FUND
GUARANTEE PROGRAM - Infectious Disease Outbreak”.
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Risk of Catastrophic Loss

In the event a natural or man-made disaster, such as a hurricane, fire, earthquake, tornado, or war, destroyed
one or more of Harmony’s schools (or significant outlying improvements), the revenues of Harmony could be
drastically reduced. Moreover, the market value of the property pledged under the Deeds of Trust, Leasehold
Mortgages and Security Agreements could also be drastically reduced.

The Houston area sustained widespread rain and flood damages as a result of Hurricane Harvey’s landfall
along the Texas Gulf Coast on August 25, 2017, causing historic levels of rainfall during the succeeding four days.
Harmony had one campus flooded and received reports of roof leaks and property damages from other Harmony
campuses located in the Houston area and nearby cities during Hurricane Harvey.

Harmony School of Science — Houston located at 5435 S. Braeswood Boulevard was the only Harmony
campus flooded during Hurricane Harvey. The flood waters rose up to 4 feet high in the building. The school
immediately did water mitigation, emergency repairs and replacements and was back in operation on September 11,
2017 together with the other Harmony campuses in the area without any further delay. This property is located in
High Hazard Flood Zone; thus it has flood insurance. Harmony received $500,000 for building and $275,000 for
contents from the flood insurance. All flood related repairs and replacements were covered with these funds.

While the Bonds are outstanding, Harmony has agreed to insure or cause insurance to be carried for its
buildings and contents, including the schools (during both the period of construction and the period subsequent to
completion of the Project), against such losses and in such amounts as is customary for persons engaged in the same
business as Harmony and operating facilities similar to its buildings and other facilities, including the Project.
Harmony has additionally covenanted in the Loan Agreement and the Master Indenture to provide builder’s all risk
extended coverage insurance (during construction, reconstruction, remodeling or repair), coverage for buildings and
contents, and general liability, comprehensive professional liability, workers’ compensation and business
interruption insurance. In the event that insurance proceeds from damage or destruction, or condemnation awards,
with respect to the Project, the Loan Agreement requires transfer of such amounts to the Related Trustee to be held
in trust and applied solely to the Related Trustee in accordance with the Bond Indenture to which such insurance or
condemnation proceeds relate for use pursuant to such Bond Indenture and the Loan Documents for the Project.
Nevertheless, there can be no assurance that a casualty loss will be covered by insurance (certain casualties are
excepted), that the insurance company will fulfill its obligation to provide insurance proceeds, that insurance
proceeds to rebuild the affected school will be sufficient, or that a sufficient number of students would wish to attend
the school following reconstruction. Even if insurance proceeds are available and Harmony has rebuilt the Project,
there could be a lengthy period of time during which there would be little or no revenues produced by operation of
the affected school.

Value of Land and Improvements

Under the Deeds of Trust, Harmony has granted to the Master Trustee a first lien on and security interest
certain properties of Harmony and will grant to the Master Trustee a first lien on certain properties purchased with
the proceeds of the Bonds. SEE “HARMONY PUBLIC SCHOOLS” and “PLAN OF FINANCE” herein.

There is no guarantee that the foreclosure value of the Land and/or Improvements will be adequate in the
event of any foreclosure to pay defaulted and accelerated debt service on the Bonds. Additionally, the value of the
land and improvements may be less than comparable commercial properties in the area, especially in light of the
special nature of the Land and Improvements and their limited use.

Value of Facilities May Fluctuate

The value of Harmony’s educational facilities at any given time will be directly affected by market and
financial conditions which are not in the control of the parties involved in this transaction. At any time there may be
a difference between the actual market value of Harmony’s educational facilities subject to the Deeds of Trust,
Leasehold Mortgages and Security Agreements and the principal amount of Master Notes outstanding under the
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Master Indenture, and that difference may be material and adverse to owners of the Bonds. In particular, it cannot
be determined with certainty what the value of the property subject to the Deeds of Trust, Leasehold Mortgages and
Security Agreements would be in the event of foreclosure under the Deeds of Trust, Leasehold Mortgages and
Security Agreements. Real property values can fluctuate substantially depending on a variety of factors. There is
nothing associated Harmony’s facilities, which are intended for use as educational facilities, to suggest that their
values would remain stable or would increase if the general values of property in the community were to decline.

Foreclosure Deficiency and Delays; No Assurance Regarding Subsequent Tenant

If revenues produced by Harmony are insufficient to make payments on the Master Notes representing debt
service on the Bonds and to make payments on Master Notes, the Master Trustee may exercise its right to foreclose
pursuant to the Deeds of Trust, Leasehold Mortgages and Security Agreements. There can be no assurance that the
value of Harmony’s educational facilities will be sufficient to meet all remaining debt service requirements with
respect to the Master Notes at the time of any foreclosure. See “RISK FACTORS - Value of Facilities May
Fluctuate,” above. In addition, the time necessary to institute and complete foreclosure proceedings would likely
substantially delay receipt of funds from a foreclosure.

Inability to Liquidate or Delay in Liquidating the Project

An event of default gives the Master Trustee the right to sell the land and improvements pursuant to a sale
under the Deeds of Trust, Leasehold Mortgages and Security Agreements. The land and improvements are intended
to be used solely for educational purposes of Harmony. Because of such use, a potential purchaser of the Bonds
should not anticipate that a sale of the land and improvements could be accomplished rapidly or at all. Any sale of
the land and improvements may require compliance with the laws of the State applicable thereto. Such compliance
may be difficult, time-consuming, and/or expensive. Any delays in the ability of the Master Trustee to sell the land
and improvements will result in delays in the payment of the Bonds.

Since the land and improvements is specifically constructed for use as a school facility, it may not be readily
adaptable to other uses. As a result, in the event of a sale of the land and improvements, the number of uses that
could be made of the property, and the number of entities that would be interested in purchasing the land and
improvements, could be limited, and the sale price could thus negatively be affected. The location of the land and
improvements may also limit the number of potential purchasers. The ability of the Master Trustee to sell the land
and improvements to third parties, thereby liquidating the investment, would be limited as a result of the nature of
the land and improvements. For these reasons, no assurance can be made that the amount realized upon any sale of
the land and improvements will be fully sufficient to pay and discharge the Bonds. In particular, there can be no
representation that the cost of the property included in the land and improvements constitutes a realizable amount
upon any forced sale thereof.

Damage, Destruction or Condemnation

Although Harmony will be required to obtain certain insurance against damage or destruction as set forth in
the Master Indenture, there can be no assurance that any portion of the properties pledged to the Deeds of Trust,
Leasehold Mortgages and Security Agreements will not suffer losses for which insurance cannot be or has not been
obtained or that the amount of any such loss, or the period during which Harmony, as a result of damage or destruction
to properties pledged to the Deeds of Trust, Leasehold Mortgages and Security Agreements, cannot generate revenues,
will not exceed the coverage of such insurance policies.

If the properties pledged to the Deeds of Trust, Leasehold Mortgages and Security Agreements, or any portion
thereof, is damaged or destroyed, or is taken in a condemnation proceeding, the proceeds of insurance or any such
condemnation award for the properties pledged to the Deeds of Trust, Leasehold Mortgages and Security Agreements,
or any portion thereof, must be applied restore or rebuild the applicable property or to redeem the Bonds. There can
be no assurance that the amount of revenues available to restore or rebuild the property, or any portion thereof, or to
redeem Bonds will be sufficient for that purpose, or that any remaining portion of the property will generate revenues
sufficient to pay the to pay debt service on the Bonds remaining outstanding.
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Value of Property May Fluctuate

The value of Harmony’s educational facilities at any given time will be directly affected by market and
financial conditions which are not in the control of the parties involved in this transaction. At any time there may be
a difference between the actual market value of Harmony’s educational facilities subject to the Deeds of Trust,
Leaschold Mortgages and Security Agreements and the principal amount of Master Notes outstanding under the
Master Indenture, and that difference may be material and adverse to owners of the Bonds. In particular, it cannot be
determined with certainty what the value of the property subject to the Deeds of Trust, Leasehold Mortgages and
Security Agreements would be in the event of foreclosure under the Deeds of Trust, Leasehold Mortgages and Security
Agreements. Real property values can fluctuate substantially depending on a variety of factors. There is nothing
associated Harmony’s facilities, which are intended for use as educational facilities, to suggest that their values would
remain stable or would increase if the general values of property in the community were to decline.

Future Changes to Charter School Laws

The law applicable to charter schools in the State has frequently changed, including changes to the school
funding system and relating to revocation and non-renewal and the respective rights of the parties. See “STATE
FUNDING FOR TRADITIONAL SCHOOL DISTRICTS” and “STATE OPEN-ENROLLMENT CHARTER
SCHOOL FUNDING” below. The law affecting charter schools is subject to additional changes. Changes to
applicable law by the State Legislature could be adverse to the financial interests of Harmony and could adversely
affect the ability of Harmony to generate sufficient revenues to pay the Master Notes and to pay debt service on the
Bonds and other bonds issued for the benefit of Harmony. There can be no assurance that the Legislature will not
change such laws in the future in a manner which is adverse to the interests of the registered owners of the Bonds.
Adverse State budget considerations could increase the likelihood that the State Legislature would change the laws
governing charter schools, and in particular charter school funding provisions. Further, State budget considerations
may adversely affect appropriations for charter school funding. See “STATE OPEN-ENROLLMENT CHARTER
SCHOOL FUNDING” and “CURRENT PUBLIC SCHOOL FINANCE LITIGATION” herein.

Changes in the School Finance System

Because Texas charter schools are ultimately funded from the same sources as Texas public school districts,
changes in the system of school finance could significantly affect how charter schools are funded. Neither the Issuer
nor Harmony can make any representation or prediction concerning how or if the State Legislature may change the
current public school finance system, and how those changes may affect the funding or operations of charter schools.
See “STATE OPEN-ENROLLMENT CHARTER SCHOOL FUNDING” and “CURRENT PUBLIC
SCHOOL FINANCE LITIGATION” herein.

Since 1989, State funding of education has been challenged on constitutional grounds requiring the Texas
Legislature to enact several funding programs, each of which differed in the manner in which State and local funds
have been allocated to school districts. On June 13, 2016, the current school funding program was ruled constitutional
by the Texas Supreme Court. The Issuer, Harmony and the parties cannot predict and provide no assurance regarding:
(i) whether the Texas Legislature will act to change the current Texas school funding program; (ii) what effect any
such legislative changes would have on the existing Texas school funding program, including the distribution of
funds under the current school funding system; and (iii) what effect any action or inaction by the Texas Legislature
relating to the current Texas school funding program will have on the ability to receive, continue to receive or timely
receive the money that is the primary source of payment for the Bonds. See “STATE OPEN-ENROLLMENT
CHARTER SCHOOL FUNDING” and “CURRENT PUBLIC SCHOOL FINANCE LITIGATION” herein.
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Acceleration

Pursuant to the rules of the TEA governing the Permanent School Fund Guarantee Program, the Bonds may
not be accelerated as a remedy upon an event of default under the Bond Indenture. However, the Master Notes are
subject to acceleration upon an event of default under the Master Indenture.

2021 Legislative Session

The Texas Legislature recently closed session for its 87th Regular Session (the “Regular Session™). In
addition, the Governor may call one or more additional special sessions following the Regular Session.

During the Regular Session, the Legislature approved a general appropriations act and legislation affecting
the finance system affecting charter districts, among other legislation affecting charter districts and the administrative
agencies that oversee charter districts. Harmony is in the process of evaluating legislation passed during the Regular
Session and how it may impact Harmony. When the Legislature is not in session, the Governor may call one or more
special sessions, at the Governor’s discretion, each lasting no more than 30 days, and for which the Governor sets the
agenda. The Governor has called a special session to convene on July 8, 2021 to address issues to be announced prior
to the convening of the session. Such agenda could include items affecting Harmony or its finances. Harmony can
make no representations or predictions concerning the substance or the effect of any legislation that may pass during
the upcoming special session or any future sessions of the Legislature.

Key Personnel

Harmony’s curriculum, educational philosophy and operations depend on the vision and commitment of a
few, key personnel who comprise the senior leadership of Harmony. See “APPENDIX B — HARMONY PUBLIC
SCHOOLS AND THE CHARTER SCHOOLS — Senior Management.” Loss of such Key Directors/Managers,
and Harmony’s inability to find comparable qualified replacements, could adversely affect Harmony’s enrollment,
operations and/or financial results. For more information regarding these individuals and other of Harmony’s key
personnel, see “APPENDIX B — HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS —
SENIOR LEADERSHIP.”

Limited Obligations

The Bonds are special, limited obligations of the Issuer payable solely from revenues to be derived by the
Issuer under their respective the Loan Agreement, the Series 2021 Master Notes, all money and investments held for
the credit of the funds and accounts established by or under their respective the Bond Indenture (except the Rebate
Funds), and in certain events out of amounts secured through the exercise of the remedies provided in the Bond
Indenture, the Loan Agreement and the Master Indenture. See “SECURITY FOR THE BONDS.”

The Bonds will never be payable out of any funds of the Issuer except with such revenues and in such
amounts described above. NONE OF THE STATE OF TEXAS, ANY STATE AGENCY OR ANY POLITICAL
SUBDIVISION OF THE STATE, INCLUDING THE CITY OF ARLINGTON, IS OBLIGATED TO PAY THE
PRINCIPAL OF OR INTEREST ON THE BONDS AND NEITHER THE FAITH AND CREDIT NOR THE
TAXING POWER OF THE STATE OR ANY STATE AGENCY OR POLITICAL SUBDIVISION OF THE
STATE, INCLUDING THE CITY OF ARLINGTON, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL
OF OR INTEREST ON THE BONDS. HOWEVER, THE BONDS WILL BE GUARANTEED BY THE CORPUS
OF THE PERMANENT SCHOOL FUND OF THE STATE OF TEXAS PURSUANT TO THE BOND
GUARANTEE PROGRAM ADMINISTERED BY THE TEXAS EDUCATION AGENCY. SUCH GUARANTEE
IS SUBJECT TO THE RULES AND REGULATION OF THE TEXAS EDUCATION AGENCY AND SHALL
BE REMOVED IN ITS ENTIRETY UPON DEFEASANCE OF THE BONDS. THE ISSUER HAS NO TAXING
POWER.
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Pledge of State Revenues

The Master Indenture provides that all of Harmony’s Adjusted Revenues will be deposited into one or more
deposit accounts pledged to the Master Trustee pursuant to Deposit Account Control Agreements (unless such
Adjusted Revenues or portion thereof are required to be deposited to the Revenue Fund). Upon the occurrence of an
Event of Default under the Master Indenture, the Master Trustee is entitled, at the direction of the holders of not less
than 25% in principal amount of the Master Notes Outstanding to (i) issue a Notice of Exclusive Control under the
Deposit Account Control Agreements and (ii) collect and receive all of the Harmony’s Adjusted Revenues to be
applied as specified in the Master Indenture. While the Holders of not less than 25% in principal amount of Master
Notes Outstanding are entitled to direct the Master Trustee in the exercise of remedies following an Event of Default,
such percentage may be composed wholly or partially of the holders of Master Notes other than the Series 2021
Master Notes.

If an Event of Default has occurred under the Master Indenture, Harmony covenants and agrees in the
Master Indenture that, without demand by the Master Trustee, it will deliver or cause to be delivered to the Master
Trustee all of its Adjusted Revenues, including amounts subject to the Deposit Account Control Agreement for which
a Notice of Exclusive Control has been delivered, for credit to the Revenue Fund. If Harmony were to fail to deliver
such Adjusted Revenues, either before or after an Event of Default, the only remedy available to the Master Trustee
and/or Bondholders would be a suit against Harmony to enforce the provisions of the Master Indenture.

Damage or Destruction of the Facilities

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

Federal Accountability Measures

Title I of the Elementary and Secondary Education Act of 1965, as reauthorized by the Every Student
Succeeds Act (“ESSA”) of 2015, requires each state to submit a plan outlining its statewide accountability system
to the U.S. Department of Education (the “USDOE”). The plan submitted by the State was approved by USDOE in
March 2018 (the “Texas Plan”).

Under the Texas Plan, the TEA will maintain rigorous, yet achievable goals for all student groups; create
stronger alignment between all State and federal program areas; shift the proficiency level for students from the
“Approaches” label on STAAR to the “Meets” label; and better align federal funding with priorities within TEA’s
strategic plan. Certain information regarding State assessments, including accountability and transparency metrics,
is set forth in APPENDIX B — “HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS
— Student Performance and Accountability Ratings.”

Any failure of Harmony to meet the applicable requirements of ESSA or the Texas Plan may have a material
adverse effect on the ability of Harmony to generate revenues sufficient to make payments under the Master Notes
representing debt service on the Bonds and other bonds issued for the benefit of Harmony. Various other sections
of this Official Statement discuss Harmony’s performance under the State’s current accountability system. See
“APPENDIX B — HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS - Charter
Contract,” “— Student Performance and Accountability Ratings”; see also “RISK FACTORS — Nonrenewal
or Revocation of Charter.”
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On March 27, 2020 the U.S. Department of Education waived the following requirements under the ESSA
for Texas schools:

® Assessment requirements in section 1111(b)(2) for the school year 2019-2020.
® Accountability and school identification requirements in sections 1111(c)(4) and 1111(d)(2)(C)-(D) that
are based on data from the 2019-2020 school year.

® Report card provisions related to assessments and accountability in section 1111(h) based on data from the
2019-2020 school year. These include:

o

O O O0OO0O0

o O

Section 1111(h)(1)(C)(i) (accountability system description);

Section 1111(h)(1)(C)(ii) (assessment results);

Section 1111(h)(1)(C)(iii)(I) (other academic indicator results);

Section 1111(h)(1)(C)(iv) (English language proficiency results);

Section 1111(h)(1)(C)(v) (school quality or student success indicator results);

Section 1111(h)(1)(C)(vi) (progress toward meeting long-term goals and measurements of
interim progress);

Section 1111(h)(1)(C)(vii) (percentage of students assessed and not assessed);

Section 1111(h)(1)(C)(xi) (number and percentage of students with the most significant
cognitive disabilities taking an alternate assessment); and

Section 1111(h)(2)(C) with respect to all waived requirements in section 1111(h)(1)(C) as well
as 1111(h)(2)(C)(i)-(ii) (information showing how students in an school district and each school,
respectively, achieved on the academic assessments compared to students in the State and school
district).

On April 1, 2021 the U.S. Department of Education waived the following requirements under the ESSA for

Texas schools:

®  Accountability and school identification requirements in sections 1111(c)(4) and 1111(d)(2)(C)~(D) for the
2020-2021 school year.

® Report card provisions related to accountability in section 1111(h) based on data from the 2020-2021
school year. These include:

o

(@]

Section 1111(h)(1)(C)(1)(D)-(IV) and (VI) (Accountability system description, other than the list
of comprehensive, targeted, and additional targeted support and improvement schools).

Section 1111(h)(1)(C)(iii)(I) (Other Academic indicator results for schools that are not high
schools).

Section 1111(h)(1)(C)(v) (School Quality or Student Success indicator results).

Section 1111(h)(1)(C)(vi) (Progress toward meeting long-terms goals and measurements of
interim progress).

Section 1111(h)(2)(C) with respect, at the local educational agency (LEA) and school levels,

to all waived requirements in section 1111(h)(1)(C).

Environmental Regulation

Harmony’s properties are and will be subject to various federal, State and local laws and regulations
governing health and the environment. In general, these laws and regulations could result in liability for remediating
adverse environmental conditions on or relating to such properties, whether arising from pre-existing conditions or
conditions arising as a result of activities conducted in connection with the ownership of and operations at the
properties. Costs incurred with respect to environmental remediation or liability could adversely affect Harmony’s
financial condition and its ability to generate revenues sufficient to pay debt service on the Master Notes and thus
debt service on the Bonds and other bonds issued for the benefit of Harmony. Excessive costs in connection with
any such environmental remediation or any such liability to third parties could also make it difficult to successfully
re-let such facilities.
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As of the date of this Official Statement, Phase I environmental assessments dated in the last six months
have not been obtained for the properties financed with the proceeds of the Bonds.

Potential Effects of Bankruptcy

As is true with many entities which issue debt, there is a risk that the Issuer may file for bankruptcy and
afford itself the protection of the federal Bankruptcy Code. In that case, the Issuer would receive the benefit of the
automatic stay and creditors, such as the registered owners of the Bonds, would not be able to pursue their remedies
against it without the permission of the Bankruptcy Court. The Issuer would also have the right to reorganize and
adjust its debts with the approval of the Bankruptcy Court. While the relevant law on this point is not clear, it may
be possible for the Issuer to be forced into involuntary bankruptcy by one or more creditors. A bankruptcy filing by
or against the Issuer could adversely affect the receipt of principal of and interest on the Bonds.

Similarly, there is a risk that Harmony may file for bankruptcy and afford itself the protection of the federal
Bankruptcy Code. In that case, Harmony would receive the benefit of the automatic stay and creditors, such as the
registered owners of the Bonds, would not be able to pursue their remedies against it without the permission of the
Bankruptcy Court. Harmony would also have the right to reorganize and adjust its debts with the approval of the
Bankruptcy Court. While Harmony is a nonprofit corporation, the schools are part of the public school system.
Consequently, it is not clear whether Harmony would properly file as a corporate debtor or under Chapter Nine of
the United States Bankruptcy Code, which Chapter governs government subdivisions. So long as Harmony is a
nonprofit corporation, it cannot be forced into involuntary bankruptcy by one or more creditors even if it is properly
characterized as a corporate debtor. A bankruptcy filing by or Harmony could adversely affect the receipt of
principal of and interest on the Bonds.

Certain Matters Relating to Enforceability of the Master Indenture

The obligations of Harmony under the Master Notes will be limited to the same extent as the obligations
of debtors typically are affected by bankruptcy, insolvency and the application of general principles of creditors’
rights and as additionally described above.

The obligations described herein of Harmony to make payments of debt service on Master Notes issued
under the Master Indenture (including transfers in connection with voluntary dissolution or liquidation) may not be
enforceable to the extent enforceability may be limited by applicable bankruptcy, moratorium, reorganization or
similar laws affecting the enforcement of creditors’ rights and by general equitable principles.

Limitation on Security

The lien granted under the Deeds of Trust, Leasehold Mortgages and Security Agreements provides limited
security. Property that is subject to the Deeds of Trust, Leasehold Mortgages and Security Agreements consists of
educational facilities. Consequently, it could be difficult to find a buyer or lessee for the property, and, upon default,
the Master Trustee may not obtain an amount equal to the aggregate liabilities of Harmony (including liabilities in
respect of the Bonds then outstanding) from the sale or lease of the property, whether pursuant to a judgment against
Harmony or otherwise.

The effectiveness of the security interest in Harmony’s Adjusted Revenues granted in the Master Indenture
may be limited by a number of factors, including: (i) federal bankruptcy laws which would, among other things,
preclude enforceability of the security interest as to revenues arising subsequent to the commencement of
bankruptcy proceedings and limit such enforceability as to revenues arising prior to such commencement to the
extent a security interest therein would constitute a voidable preference or fraudulent conveyance, (ii) rights of third
parties in cash, securities and instruments arising in favor of the United States of America or any agency thereof,
(iii) present or future prohibitions against assignment in any federal statutes or regulations, (iv) constructive trusts,
equitable liens or other rights impressed or conferred by any state or federal court in the exercise of its equitable
jurisdiction and rights of donors of property, (v) claims that might obtain priority if continuation statements or
financing statement amendments are not filed in accordance with applicable laws, (vi) the rights of holders of prior
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perfected security interests in equipment and other goods owned by Harmony and in the proceeds of sale of such
property, and (vii) statutory liens. Accordingly, such security interest is expected to provide only limited value upon
an event of default.

Cybersecurity

Harmony relies on a technological environment to conduct its operations and potentially faces multiple
cybersecurity threats including, but not limited to, hacking, phishing, viruses, malware and other attacks on its
computing and other digital networks and systems (collectively, “Systems Technology”). Harmony employs a
layered approach to cybersecurity in terms of technology and tools. This means having various security controls in
place to protect separate entryways. For example, deploying a web application firewall, endpoint protections, and
secure email gateways, rather than relying only on traditional perimeter defenses. While these solutions are all part
of a layered security approach, it actually goes well beyond deploying layers of different security tools. Harmony
also leverages people and processes to have effective security reflexes. When combined into a single, integrated
framework, an overlapping strategy based on security tools, people, and processes will yield the most effective
defenses. While Harmony trains every employee on basic cyber hygiene using Texas Department of Information
Resources approved training courses, the IT team receives advanced cybersecurity training and participates in the
table-top exercises that improve security reflexes of the essential personnel dealing with IT infrastructure on a daily
basis. Harmony follows the Texas Cyber Security Framework where it ensures that the IT team has strategies in
place to proactively prevent and to respond quickly and effectively in the event of a cybersecurity incident and
receives state and federal support to mitigate cybersecurity risks, As a recipient and provider of personal, private,
or sensitive information, Harmony may be the target of cybersecurity incidents that could result in adverse
consequences to Harmony and its Systems Technology, requiring a response action to mitigate the consequences.
Cybersecurity incidents could result from unintentional events, or from deliberate attacks by unauthorized entities
or individuals attempting to gain access to Harmony’s Systems Technology for the purposes of misappropriating
assets or information or causing operational disruption and damage. Cybersecurity breaches could cause material
disruption to harmony’s finances or operations. The costs of remedying any such damage or obtaining insurance
related thereto, or protecting against future attacks could be substantial, and insurance (if any can be obtained) may
not be adequate to cover such losses or other resultant costs and expenses. Further, cybersecurity breaches could
expose Harmony to material litigation and other legal risks, which could cause Harmony to incur material costs
related to such legal claims or proceedings.

Additional Debt

The Master Indenture permits the issuance of additional Debt on a parity with the Master Notes if certain
conditions are met, which could reduce the amount of revenues available to pay debt service on the Bonds. See
“SECURITY FOR THE BONDS — Master Notes and the Master Indenture — Additional Debt” and
“APPENDIX F — FINAL FORM OF THE MASTER INDENTURE, AND SUBSTANTIALLY FINAL
FORMS OF THE SUPPLEMENTAL MASTER INDENTURE, THE BOND INDENTURE AND THE
LOAN AGREEMENT — MASTER INDENTURE.” Harmony currently has nine (9) Prior Master Notes
outstanding under the Master Indenture. See “PLAN OF FINANCE - Prior Financings” herein. Harmony may
issue additional debt on a parity with the Master Notes in the next 12 months. See “APPENDIX B— HARMONY
PUBLIC SCHOOLS, INC — Future Financings.” The issuance of additional Debt and bonds may adversely affect
the investment security of the Bonds.
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Enforcement of Remedies

The remedies available to registered owners of the Bonds upon an Event of Default depend in many respects
upon judicial actions which are often subject to discretion and delay. Under existing constitutional and statutory law
and judicial decisions, the remedies provided in the Bond Indenture, the Loan Agreement and the Master Indenture
may not be readily available, may be limited, and may prove to be expensive, time-consuming and difficult to
enforce. Further, as noted above, the Bonds are special and limited obligations of the Issuer and the existence of any
remedy does not guarantee sufficient assets of Harmony pledged to payment of the Master Notes to secure such
payment. See “ — Special, Limited Obligations” above. The various legal opinions to be delivered concurrently
with the delivery of the Bonds will be qualified as to the enforceability of the various legal instruments by limitations
imposed by the valid exercise of the sovereign powers of the State and the constitutional powers of the United States
of America, bankruptcy, reorganization, insolvency or other similar laws affecting the rights of creditors generally.

Remedies with respect to foreclosure under the Deeds of Trust, Leasehold Mortgages and Security
Agreements for the benefit of the beneficiaries thereof may be further limited by State constitutional and statutory
limitations on foreclosure, including the right of redemption of foreclosed property granted to debtors under the
Texas Constitution.

TEA’s Rights Under the Financing Documents

As a condition for guarantee of the Bonds under the Charter School Bond Guarantee Program of the
Permanent School Fund of the State of Texas, the TEA requires certain provisions in the financing documents
granting TEA certain rights to consents, notices and to control certain procedures, including, without limitation, the
right to control proceedings, without the consent of bondholders, following an event of default under the financing
documents. Reference is made to the provisions of the financing documents for a more complete description of
TEA’s rights thereunder. See “APPENDIX G - SUBSTANTIALLY FINAL FORM OF THE BOND
INDENTURE.”

Charter Schools in General

Nationally, charter schools in general have come under some criticism as having failed to meet certain
objectives in educating students to a success level above students in traditional public school systems. Proponents of
charter schools have indicated that comparisons used in such critiques often fail to measure performances between
similarly situated schools, or fail to acknowledge the time that will be required for a charter school system to develop
historically significant data. The politically sensitive issues surrounding the development of charter schools will
continue to garner public attention, and any development of a national sense that charter schools do not present a
fiscally responsible alternative could adversely affect the willingness of states, including Texas, to fund charter
school operations, to take legislative or regulatory action adverse to charter schools, or to approve or renew charter
contracts.

Litigation

Schools are often the subject of litigation. Actions alleging wrongful conduct that seek punitive damages
often are filed against education providers such as Harmony. Litigation may also arise from the corporate and
business activities of Harmony, such as employee-related matters. As with educator’s professional liability, many of
these risks are covered by insurance, but some are not. For example, some business disputes and worker’s
compensation claims are not covered by insurance or other sources and, in whole or in part, may be a liability of
Harmony if determined or settled adversely. Although Harmony maintains insurance policies covering educator’s
professional and general liability, management of Harmony is unable to predict the availability, cost or adequacy of
such insurance in the future. There is no known litigation pending or threatened against Harmony as of the date of
this Official Statement. Additionally, management of Harmony has no knowledge of any litigation threatened against
Harmony, (i) which in any way questions or affects the validity of the Bonds, or any proceedings or transactions
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relating to their issuance, sale and delivery, or (ii) which would, if adversely determined, cause any material adverse
change in the financial conditions of Harmony.

Tax-Exempt Status of the Series 2021A Bonds

The Code imposes a number of requirements that must be satisfied in order for interest on state and local
obligations, such as the Series 2021A Bonds, to be excludable from gross income for federal income tax purposes.
These requirements include limitations on the use of bond proceeds, limitations on the investment earnings of bond
proceeds prior to expenditure, a requirement that certain investment earnings on bond proceeds be paid periodically
to the United States, and a requirement that issuers file an information report with the Internal Revenue Service (the
“IRS”). Harmony has agreed that it will comply with all such requirements. Failure to comply with the requirements
stated in the Code and related regulations, rulings, and policies may result in the treatment of the interest on the
Series 2021 A Bonds as taxable. Such adverse treatment may be retroactive to the date of issuance. See “TAX
MATTERS FOR THE BONDS.”

In December 1999, as a part of a larger reorganization of the IRS, the IRS commenced operation of its Tax-
Exempt and Government Entities Division (the “TE/GE Division”) as the successor to its Employee Plans and
Exempt Organizations division. The TE/GE Division has a subdivision that is specifically devoted to tax-exempt
bond compliance. The number of tax-exempt bond examinations has increased significantly under the TE/GE
Division. Harmony has not sought to obtain a private letter ruling from the IRS with respect to the Series 2021 A
Bonds, and the opinion of Bond Counsel is not binding on the IRS. There is no assurance that any IRS examination
of the Series 2021A Bonds will not adversely affect the market value of the Series 2021A Bonds. See “TAX
MATTERS FOR THE BONDS.”

If a Determination of Taxability (as defined in the Bond Indenture) were to occur, the Series 2021A Bonds
would be subject to mandatory redemption, as a whole and not in part, at a redemption price equal to 100% of the
principal amount thereof plus accrued interest to the redemption date not more than 120 days following receipt of
notice by the Bond Trustee of such determination, subject to certain conditions and notice requirements. See “THE
BONDS — Redemption Provisions — Mandatory Redemption Upon Determination of Taxability.”

Proposed Tax Legislation

Tax legislation, administrative actions taken by tax authorities, and court decisions may cause interest on
the Series 2021A Bonds to be subject, directly or indirectly, to federal income taxation or state income taxation, or
otherwise prevent the beneficial owners of the Series 2021A Bonds from realizing the full current benefit of the tax
status of such interest. For example, future legislation to resolve certain federal budgetary issues may significantly
reduce the benefit of, or otherwise affect, the exclusion from gross income for federal income tax purposes of interest
on all state and local obligations, including the Series 2021A Bonds. In addition, such legislation or actions (whether
currently proposed, proposed in the future or enacted) could affect the market price or marketability of the Series
2021A Bonds. Prospective purchasers of the Series 2021 A Bonds should consult their own tax advisors regarding
any pending or proposed federal or state tax legislation, regulations or litigation, and its impact on their individual
situations. Bond Counsel expresses no opinion regarding any pending or proposed federal or State legislation,
regulations or litigation and its impact.

Tax-Exempt Status of Harmony

The tax-exempt status of the Series 2021A Bonds presently depends upon maintenance by Harmony of its
status as an organization described in Section 501(c)(3) of the Code. The maintenance of this status depends on
compliance with general rules regarding the organization and operation of tax-exempt entities, including operation
for charitable and educational purposes and avoidance of transactions that may cause earnings or assets to inure to
the benefit of private individuals, such as the private benefit and inurement rules.

Tax-exempt organizations are subject to scrutiny from and face the potential for sanctions and monetary
penalties imposed by the IRS. One primary penalty available to the IRS under the Code with respect to a tax- exempt
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entity engaged in inurement or unlawful private benefit is the revocation of tax-exempt status. Although the IRS has
not frequently revoked the 501(c)(3) tax-exempt status of nonprofit organizations, it could do so in the future. Loss
of tax-exempt status by Harmony could result in loss of tax exemption of the Series 2021A Bonds and defaults in
covenants regarding the Series 2021A Bonds and other obligations would likely be triggered. Loss of tax-exempt
status by Harmony could also result in substantial tax liabilities on its income. For these reasons, loss of tax-exempt
status of Harmony could have material adverse consequences on the financial condition of Harmony.

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

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

Harmony may be audited by the IRS. Because of the complexity of the tax laws and the presence of issues
about which reasonable persons can differ, an IRS audit could result in additional taxes, interest, and penalties. An
IRS audit ultimately could affect the tax-exempt status of Harmony, as well as the exclusion from gross income for
federal income tax purposes of the interest on the Series 2021A Bonds and any other tax-exempt debt issued for
benefit of Harmony.

Risk of Failure to Comply with Certain Covenants

Failure of the Issuer to comply with certain covenants contained in the Bond Indenture or of Harmony with
certain covenants in the Loan Agreement on a continuing basis prior to the maturity of the Series 2021A Bonds could
result in interest on the Series 2021 A Bonds becoming taxable retroactive to the date of original issuance. See “TAX
MATTERS FOR THE BONDS.”

State and Local Tax Exemption

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

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

Unrelated Business Income

The IRS and State, county, and local tax authorities may undertake audits and reviews of the operations of
tax-exempt organizations with respect to the generation of unrelated business taxable income (“UBTT”). Harmony
may participate in activities that generate UBTI. An investigation or audit could lead to a challenge that could result
in taxes, interest, and penalties with respect to UBTI and, in some cases, ultimately could affect the tax-exempt status
of Harmony as well as the exclusion from gross income for federal income tax purposes of the interest payable on
the Series 2021 A Bonds.
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Secondary Market

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

Risk of Loss from Nonpresentment upon Redemption

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

Risk of Amendment

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

THE BONDS
Description

The Bonds will be issued in the aggregate principal amounts, will mature on the dates and in the amounts,
and will bear interest at the rates per annum set forth on the inside cover page of this Official Statement. Interest on
the Bonds will accrue from the date of delivery and will be calculated on the basis of a 360-day year of twelve 30-day
months payable on February 15, 2022, and on each February 15 and August 15 thereafter until the earlier of maturity
or redemption.

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

The principal of, premium, if any, and interest on the Bonds are payable in lawful money of the United
States of America. Amounts due on the Bonds will be paid by check mailed to the owner thereof at its address as it
appears on the bond registration books on the first day of the calendar month in which such payment date occurs (the
“Record Date”). Upon written request of a registered owner of at least $1,000,000 in principal amount of Bonds, all
payments of principal, premium, if any, and interest on Bonds will be paid by wire transfer (at the risk and expense
of such registered owner) in immediately available funds to an account in the United States designated by such
registered owner upon 15 days prior written notice to the Bond Trustee. Notwithstanding the foregoing, while the
Bonds are held in book-entry-only form, interest, principal, and redemption premium, if any, will be paid through
The Depository Trust Company (“D7C”) as described under “BOOK-ENTRY ONLY SYSTEM.”

Permanent School Fund Guarantee

An application has been filed and Harmony has received conditional approval for the payment of the Bonds
to be guaranteed by the corpus of the Permanent School Fund of the State of Texas. Such approval is valid for 180
day (until December of 2021). As discussed under the heading “THE PERMANENT SCHOOL FUND
GUARANTEE PROGRAM” herein, the Bonds will be guaranteed under the Bond Guarantee Program of the
Permanent School Fund of the State of Texas. In the event of default, registered owners will receive all payments
due from the corpus of the Permanent School Fund; provided, however, that the Bonds are not subject to acceleration.
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In the event Harmony causes the Issuer to defease any of the Bonds, the payment of such defeased Bonds will cease
to be guaranteed by the Permanent School Fund Guarantee.

As a condition for guarantee of the Bonds under the Charter School Bond Guarantee Program, the TEA
requires certain provisions in the financing documents granting TEA certain rights to consents, notices and to control
certain procedures, including, without limitation, the right to control proceedings, without the consent of
bondholders, following an event of default under the financing documents. Reference is made to the provisions of
the financing documents for a more complete description of TEA’s rights thereunder. See “APPENDIX G-
SUBSTANTIALLY FINAL FORM OF THE BOND INDENTURE.”

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

Optional Redemption. The Series 2021 A Bonds maturing on or after February 15, 2032, are subject to
optional redemption prior to scheduled maturity, in whole or in part, on February 15, 2031, and on any date thereafter,
at the option of Harmony at a redemption price of par, plus accrued interest to the date of redemption. The Series
2021B Bonds are not subject to optional redemption.

Mandatory Sinking Fund Redemption. The Series 2021A Bonds maturing on February 15 in the years
2046 and 2051 are subject to mandatory sinking fund redemption in part prior to maturity with funds from the
applicable Debt Service Fund at a redemption price equal to the principal amount thereof plus interest accrued
thereon to the redemption date, on the dates, and in the principal amounts shown in the following schedules:

Bonds Maturing February 15, 2046

Principal Amount Redemption Date
$6,225,000 February 15, 2042
6,415,000 February 15, 2043
6,605,000 February 15, 2044
6,805,000 February 15, 2045
7,010,000 February 15, 2046*

Bonds Maturing February 15, 2051 @ 2.250%

Principal Amount Redemption Date
$2,545,000 February 15, 2047
2,620,000 February 15, 2048
2,695,000 February 15, 2049
2,780,000 February 15, 2050
2,860,000 February 15, 2051*

Bonds Maturing February 15, 2051 @ 4.000%

Principal Amount Redemption Date
$4,675,000 February 15, 2047
4,845,000 February 15, 2048
5,020,000 February 15, 2049
5,195,000 February 15, 2050
5,385,000 February 15, 2051*

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

Mandatory Redemption Upon Determination of Taxability. The Series 2021 A Bonds will be redeemed in
whole prior to maturity on a date selected by Harmony which is not more than 120 days following the occurrence of
a Determination of Taxability at a redemption price equal to 100% of the principal amount thereof plus interest to
the redemption date.

“Determination of Taxability,” as used herein, means a determination that the interest income on any of the
Series 2021 A Bonds does not qualify as interest excluded from gross income of the recipient thereof for the purpose
of federal income taxation (“exempt interest”) under Section 103 of the Code (in the case of a private activity bond,
for a reason other than a registered owner is or a former registered owner was a substantial user within the meaning
of Section 147 of the Code), which determination will be deemed to have been made upon the first to occur of any
of the following: (i) the date on which the Bond Trustee is notified by or on behalf of the Issuer that a change in law
or regulation has become effective or that the Internal Revenue Service has issued any public or private ruling, or
technical advice memorandum or that there has occurred a ruling or decision of a court of competent jurisdiction
with or to the effect that the interest income on any of the Series 2021 A Bonds does not qualify as such exempt
interest; or (ii) the date on which Harmony receives notice from the Bond Trustee in writing that the Bond Trustee
has been notified by the Internal Revenue Service, or has been advised by the Issuer, Harmony or any owner or
former owner of a Bond that the Internal Revenue Service has issued a final determination (after the Issuer has
exhausted all administrative appeal remedies and has determined not to pursue any remedies in a court of competent
jurisdiction) which asserts that the interest on any of the Series 2021A Bonds does not qualify as such exempt interest.

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

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

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

31



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

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

SECURITY FOR THE BONDS

General

The Bonds are special, limited obligations of the Issuer payable solely from revenues to be derived from the
Loan Agreement, the Series 2021 Master Notes, the money and investments held for the credit of the funds and
accounts established by or under the Bond Indenture (except the Rebate Funds thereunder); and in certain events out
of amounts secured through the exercise of the remedies provided in the Bond Indenture, the Loan Agreement and the
Master Indenture.

NONE OF THE STATE OF TEXAS, ANY STATE AGENCY OR ANY POLITICAL SUBDIVISION OF
THE STATE, INCLUDING THE CITY OF ARLINGTON, IS OBLIGATED TO PAY THE PRINCIPAL OF OR
INTEREST ON THE BONDS AND NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE
STATE OR ANY STATE AGENCY OR POLITICAL SUBDIVISION OF THE STATE, INCLUDING CITY OF
ARLINGTON, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE BONDS.

Master Notes and the Master Indenture
General

To evidence its obligations under the Loan Agreement, Harmony will execute and deliver to the Bond
Trustee, as the assignee of the Issuer, the Series 2021 Master Notes in principal amount equal to the principal amount
of the Bonds. Payments under the Series 2021 Master Notes are scheduled to be made at the times and in the amounts
required to pay debt service on the Bonds and will be credited against the Loan Payments required to be made by
Harmony under the Loan Agreement.

The Series 2021 Master Notes are duly authorized promissory notes of Harmony issued pursuant to and
secured by the Master Indenture. Under the Master Indenture, all of the Master Notes are equally and ratably secured
by the pledge and assignment of a security interest in the Trust Estate. See “APPENDIX F — FINAL FORM OF
THE MASTER INDENTURE AND SUBSTANTIALLY FINAL FORM OF THE SUPPLEMENTAL
MASTER INDENTURE.”
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Under the Master Indenture the Trust Estate consists of:

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

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

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

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

W) the lien of any Deeds of Trust, Leasehold Mortgages and Security Agreements;
(vi) all proceeds of the foregoing.

In addition, the Trust Estate under the Master Indenture includes all goods, documents, instruments, tangible
and electronic chattel paper, letter of credit rights, investment property, accounts, deposit accounts, general tangibles
(including payment intangibles and software), money and other items of personal property, including proceeds (as
each such term is defined in the UCC) which constitute any of the property described in the paragraphs above.

“Adjusted Revenues” means, for any period of calculation, the total of all operating and non-operating
revenues of Harmony, including but not limited to State Revenues, federal and local funds for school lunches and
other food programs, special education, and transportation, including accounts receivable and rights to receive the
same plus investment and other income of Harmony for such period; provided, however, Adjusted Revenues exclude
(i) income derived from Defeasance Obligations that are irrevocably deposited in escrow to pay the principal of or
interest on Debt, or Related Bonds, (ii) any gains or losses resulting from the early extinguishment of Debt, the sale,
exchange or other disposition of property not in the ordinary course of business, or the reappraisal, reevaluation or
write-up of assets, or any other extraordinary gains or losses, (iii) gifts, grants (excluding grants from the State),
bequests or donations and income thereon restricted as to use by the donor or grantor for a purpose inconsistent with
the payment of debt service on Debt or related bonds or Master Notes (i.e. unrelated to the purposes for which such
obligations were issued), (iv) net unrealized gain (losses) on investments and financial products agreements and (v)
proceeds of borrowing.

Revenue Fund

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

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

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

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

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

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

SIXTH: to Harmony, the amount specified in a Request as the amount of ordinary and necessary expenses
of Harmony for its operations for the following month.

Any balance remaining in the Revenue Fund on the day following the end of the month in which all Events
of Default under the Master Indenture have been cured or waived will be paid to Harmony upon request for deposit in
a deposit account of Harmony that is subject to a Deposit Account Control Agreement to be used for any lawful

purpose.
Additional Debt

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

(1) Delivery of an Officer’s Certificate stating that the Master Indenture is in effect and no Event of Default
is then existing under the Master Indenture or any Debt Outstanding or any agreement entered into in
conjunction with such Debt;
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(2) Such Debt shall be secured on a parity with respect to the Trust Estate; provided, however, that the terms
of any Supplemental Master Indenture may expressly relinquish any right to any of the collateral
provided in the Trust Estate (in which case it shall only be entitled to its pro rata share of the collateral
which has not been relinquished), and shall be payable by Harmony solely from the Trust Estate and
other amounts paid out of moneys attributable to the proceeds derived from the sale of the additional
parity Debt or to income from the temporary investment thereof;

(3) Sufficient funds must be evidenced as follows:

(A) Historical Coverage on Outstanding Debt. Delivery of an Officer’s Certificate stating
that, for either Harmony’s most recently completed Fiscal Year or for any consecutive
12 months out of the most recent 18 months immediately preceding the issuance of the
additional Debt, the Available Revenues equal at least 1.20 times the Maximum Annual
Debt Service Requirements on all Debt then Outstanding; and

(B) Projected Coverage for Additional Debt. An Independent Management Consultant
selected by Harmony and approved by each Bond Insurer provides a written report
setting forth projections which indicate that the estimated Available Revenues are equal
to at least 1.00x the Maximum Annual Debt Service for all Debt then Outstanding,
including the proposed additional Debt, in the fiscal year immediately following the
completion of the project (if any) being financed;

(4) Alternate Coverage for Additional Debt. In lieu of the requirements described above, Harmony may
deliver an Officer’s Certificate stating that, based on the audited results of the operations for the most
recently completed Fiscal Year, the Available Revenues equal at least 1.10 times Maximum Annual Debt
Service on all Debt then Outstanding as well as the additional Debt;

(5) So long as the Trust Estate contains the lien of the Deeds of Trust upon any real property of Harmony,
Harmony shall obtain and provide to the Master Trustee an endorsement of the title insurance policy, if
permitted by the laws of the State, issued in connection with the Debt increasing the coverage thereunder
by an amount equal to the aggregate principal amount of the additional Debt which is secured by the
Deeds of Trust.

For the purpose of calculating Maximum Annual Debt Service in paragraphs (3) and (4) above, the principal
and interest payable upon final maturity for any outstanding Debt for which a reserve fund has been established shall
be reduced by the amounts held in such reserve fund(s).

If additional Debt is being issued for the purpose of refunding any Outstanding Debt, the reports required
by clauses (3) and (4) above to be delivered shall not apply so long as both the total and Maximum Annual Debt
Service Requirements on all Outstanding Debt after issuance of the additional Debt will not exceed both the total
and the Maximum Annual Debt Service Requirements on all Outstanding Debt prior to the issuance of such
additional Debt.

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

The Series 2021 Master Notes constitute additional indebtedness under the Master Indenture, and are issued
on parity with all Prior Master Notes.
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Notwithstanding the foregoing restrictions on issuance of additional Debt, Harmony reserves the right to
incur indebtedness subordinate to the obligations of Harmony under the Master Indenture and may grant liens on the
participating campuses, Adjusted Revenues or other assets of Harmony securing such subordinate Debt, so long as
the same are subordinate to the Deeds of Trust, Leasehold Mortgages and Security Agreements and obligations under
the Master Indenture.

Harmony further reserves the right to incur Debt that is not secured by a lien on either Available Revenues
or Adjusted Revenues. Such Debt may be secured by a lien on all or any portion of the assets financed therewith.

Debt Service Coverage Ratio Covenant

Pursuant to the Loan Agreement, Harmony shall maintain Available Revenues that are equal to at least one
hundred ten percent (110%) of the Annual Debt Service Requirements of Harmony as of end of each the Fiscal Year
of Harmony until the Bonds are paid in full.

Harmony will deliver to the Master Trustee, within 180 days after the end of each Fiscal Year, a certificate
executed by the Authorized Representative of Harmony stating the percentage of Available Revenues to Annual
Debt Service Requirements for such Fiscal Year just ended. Such certificate shall detail the calculation of such
percentage and the name and contact information of Harmony’s Independent Management Consultant (if applicable,
below).

If Harmony does not maintain Available Revenues for any Fiscal Year at the required percentage of the
Annual Debt Service Requirements during such Fiscal Year, Harmony will, at its sole expense, retain an Independent
Management Consultant within thirty (30) days to review and analyze the operations and administration of Harmony,
inspect the Project, and perform such other review and analysis as necessary. The Independent Management
Consultant shall deliver its report within forty-five (45) days of its retention to Harmony and Harmony shall deliver
such report to the Master Trustee. Such report shall make such recommendations as to the operation and
administration of Harmony as such Independent Management Consultant deems appropriate, including any
recommendation as to a revision of the methods of operation thereof. If the debt service coverage ratio falls below
1.0x the Annual Debt Service Requirements of Harmony, it shall constitute a default under the Master Indenture

Liquidity Covenant

Pursuant to the Loan Agreement, Harmony shall maintain operating reserves in an amount equal to at least
forty five (45) days for fiscal year ending June 30, 2021 and each fiscal year thereafter as calculated as of the end of
each Fiscal Year (the “Liquidity Requirement”) as evidenced by Harmony’s audited financial statements for each
such Fiscal Year; provided that, interest payments on any Debt during such Fiscal Year shall be included in Expenses
and funds held in any Debt Service Fund to pay interest shall be treated as a part of the operating reserves of Harmony,
both solely for the purpose of calculating the Liquidity Requirement. Such operating reserves shall not be funded
with Bond Proceeds. Harmony’s operating reserves shall be tested annually, commencing June 30, 2021. Funds held
in satisfaction of the Liquidity Requirement may be used for any lawful purpose. The foregoing is subject to the
qualification that if applicable state or federal laws or regulations, or the rules and regulations of agencies having
jurisdiction, shall not permit Harmony to maintain such balance, then Harmony shall, in conformity with the then
prevailing laws, rules or regulations, maintain a balance equal to the maximum permissible level.

Harmony will deliver to the Master Trustee, within 180 days after the end of each Fiscal Year (commencing
with the Fiscal Year ending June 30, 2021), a certificate executed by the Authorized Representative of Harmony
stating the Liquidity Requirement balance for such Fiscal Year just ended. Such certificate shall detail the balance
calculation and the name and contact information of Harmony’s Independent Management Consultant (if applicable,
below).

If Harmony does not maintain the required operating reserves for such Fiscal Year, Harmony will, at its sole
expense, retain an Independent Management Consultant within thirty (30) days to review and analyze the operations
and administration of Harmony, inspect the Project, and perform such other review and analysis as necessary. The
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Independent Management Consultant shall deliver its report within forty-five (45) days of its retention to Harmony
and Harmony shall deliver such report to the Master Trustee. Such report shall make such recommendations as to the
operation and administration of Harmony as such Independent Management Consultant deems appropriate, including
any recommendation as to a revision of the methods of operation thereof.

Management Consultant means a firm of Independent professional management consultants, or an
Independent school management organization, knowledgeable in the operation of public or private schools and
having a favorable reputation for skill and experience in the field of public or private school management
consultation. Harmony will publish a material event notice with the name of any Management Consultant and, if a
majority of the Holders of all Related Bonds do not send written objections to such consultant to the Master Trustee
within 15-days, then such Management Consultant will be deemed acceptable to the Holders of any Related Bonds.

The Bond Indenture
General

Under the Bond Indenture, the Issuer will grant to the Bond Trustee for the equal and ratable benefit of the
holders of the Bonds, all of the Issuer’s right, title, and interest in and to, among other things, the following: (i) the
Loan Agreement, including all amounts payable thereunder, including but not limited to the Loan Payments
thereunder, Series 2021 Master Notes, any and all security granted or held for the payment thereof, and the present
and continuing right to bring actions and proceedings under the Loan Agreement or for the enforcement thereof and
to do any and all things which the Issuer is or may become entitled to do thereunder, but excluding certain amounts
agreed to be paid by Harmony noted in such Loan Agreement (the “Issuer’s Unassigned Rights”), (ii) all money and
investments held for the credit of the funds and accounts established by or under the Bond Indenture (except the
Rebate Fund) as described in such Bond Indenture, and (iii) any and all property that may by delivery or by writing
of any kind, be subjected to the lien and security interest of the Bond Indenture by the Issuer or by anyone on its
behalf, subject to the limitations provided in the Bond Indenture.

See “APPENDIX G- SUBSTANTIALLY FINAL FORM OF THE BOND INDENTURE.”
Debt Service Funds

The Bond Indenture establishes a Series 2021A and Series 2021B Debt Service Fund for the Bonds. The
money deposited into the Series 2021 A and Series 2021B Debt Service Fund, together with all investments thereof
and investment income therefrom, will be held in trust and applied solely as provided in the Bond Indenture. On the
date of issuance of the Bonds, the Bond Trustee is required to deposit into the Series 2021 A and Series 2021B Debt
Service Fund any accrued interest and additional proceeds on such Bonds as may be set forth in an order of the
Issuer, for the purpose of paying a portion of the interest coming due on such Series 2021 A Bonds and/or Series
2021B Bonds on the interest payment date therefor. The Bond Trustee is required to deposit to the credit of the Series
2021A Debt Service Fund immediately upon receipt: (i) amounts due and payable by Harmony pursuant to the terms
of the Loan Agreement, Series 2021 Master Notes, (ii) any other amounts required by the Bond Indenture, including
transfers from the Series 2021 A and Series 2021B Debt Service Reserve Fund, and (iii) any other amounts delivered
to the Bond Trustee for deposit thereto. On each Interest Payment Date, the Bond Trustee will withdraw money first
from the Series 2021A and Series 2021B Debt Service Fund to pay the principal and interest due on the Bonds.
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The Loan Agreement

The Bonds are payable from and secured in part by a pledge and assignment to the Bond Trustee of the
Issuer’s rights under the Loan Agreement and the rights of the Issuer to receive loan payments thereunder (excluding
certain fees and expenses and certain indemnity payments payable to the Issuer). Pursuant to the Loan Agreement,
Harmony agrees to make Loan Payments sufficient to provide funds to make required payments of principal,
premium, if any, and interest on the Bonds in full.

See “APPENDIX H — SUBSTANTIALLY FINAL FORM OF THE LOAN AGREEMENT.”
Deeds of Trust, Leasehold Mortgages and Security Agreements

In connection with the issuance of the Bonds, Borrower will issue a Thirty-First Supplement to Deed of Trust
and Security Agreement, which supplements (i) a Deed of Trust and Security Agreement (With Assignment of Leases
and Rents), dated as of June 1, 2007, (ii) a Deed of Trust and Security Agreement (With Assignment of Leases and
Rents), dated as of May 1, 2008, and (iii) a Deed of Trust and Security Agreement (With Assignment of Leases and
Rents), dated as of August 1, 2008 (collectively, as supplemented, the “Deeds of Trust’). Pursuant to the Deeds of Trust,
Harmony has conveyed in favor of the Master Trustee for the benefit of the holders of the Master Notes (other than the
holders of the Prior Master Notes set forth in “DEBT SUMMARY” table herein) the real property, buildings and
improvements, fixtures, equipment and supplies, among other things, subject to the Deeds of Trust. Additionally,
Harmony has granted a security interest generally in the personal property utilized with respect to the properties subject
to the Deeds of Trust. The Master Notes entitled to the benefit of the Deeds of Trust are listed in “DEBT SUMMARY”
table herein.

As additional security for the holders of the Master Notes, Harmony has executed certain Leasehold Deed of
Trust, Security Agreement, Fixture Filing and Assignment of Rents (collectively, the “Leasehold Mortgages™)
covering Harmony's leasehold estates with respect to its Harmony School of Science — Austin and Harmony Science
Academy — El Paso campuses. Pursuant to the Leasehold Mortgages, Harmony has conveyed to the mortgage trustee
the leasehold estates subject to the Leasehold Mortgages, the fixtures and equipment located on the properties, certain
personal property, the rents, and certain proceeds. The Master Notes entitled to the benefit of the Leasehold Mortgages
are listed in “DEBT SUMMARY?” table herein. See “APPENDIX B - HARMONY PUBLIC SCHOOLS AND
THE CHARTER SCHOOLS - TABLE 2.”

Finally, as additional security for the Master Notes, Harmony has executed certain Security Agreements
granting a security interest to the Master Trustee in the leasehold improvements, fixtures, equipment and supplies, and
certain other personal property pursuant to certain security agreements in favor of the Master Trustee (collectively,
the “Security Agreements”). The Master Notes entitled to the benefit of the Security Agreements are listed in “DEBT
SUMMARY” table herein. See “HARMONY PUBLIC SCHOOLS” and “APPENDIX B - HARMONY PUBLIC
SCHOOLS AND THE CHARTER SCHOOLS - TABLE 2” herein for the list of pledge properties.

STATE FUNDING FOR TRADITIONAL SCHOOL DISTRICTS

Overview

The following is a description of the system of State funding for traditional school districts in the State (the
“Finance System”) and not for open-enrollment charter schools. However, it is necessary to understand the Finance
System in order to understand the system of State funding applicable to open-enrollment charter schools. For a more
complete description of school finance and fiscal management in the State, reference is made to the Texas Education
Code, Chapters 43 through 49, as amended. In addition, it must be noted that the 86th Texas Legislature concluded
on May 27, 2019. Laws enacted by the 86th Texas Legislature may materially change school district finance,
appropriations and the statutory authority related thereto, including many provisions discussed in this Official
Statement. See “ — 2019 LEGISLATION” below and “APPENDIX A — SUMMARY OF CERTAIN
PROVISIONS OF TEXAS CHARTER SCHOOL LAW?” herein.
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During the 2019 legislative session, the Texas Legislature made numerous changes to the Finance System,
including particularly those contained in House Bill 3 (“HB 3”). The information contained herein reflects Harmony'’s
understanding of HB 3 based on information available to Harmony as of the date of this Official Statement, which is
subject to change.

The following language constitutes only a summary of the Finance System as it is currently structured. For a
more complete description of school finance and fiscal management in the State, reference is made to Chapters 43
through 49 of the Texas Education Code, as amended.

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

Local funding is derived from collections of ad valorem taxes levied on property located within each district’s
boundaries. School districts are authorized to levy two types of property taxes: a limited maintenance and operation
(“M&O”) tax to pay current expenses and an unlimited interest and sinking fund (“/&S”) tax to pay debt service on
bonds. School districts may not increase their M&O tax rate for the purpose of creating a surplus to pay debt service
on bonds. Prior to 2006, school districts were authorized to levy their M&O tax at a voter-approved rate, generally up
to $1.50 per $100 of taxable value. Since 2006, the State Legislature has enacted various legislation that has
compressed the voter-approved M&O tax rate, as described below. Current law also requires school districts to
demonstrate their ability to pay debt service on outstanding bonded indebtedness through the levy of an 1&S tax at a
rate of not to exceed $0.50 per $100 of taxable value at the time bonds are issued. Once bonds are issued, however,
districts may levy an 1&S tax sufficient to pay debt service on such bonds unlimited as to rate or amount. As noted
above, because property values vary widely among school districts, the amount of local funding generated by school
districts with the same I&S tax rate and M&O tax rate is also subject to wide variation; however, the public school
finance funding formulas are designed to generally equalize local funding generated by a school district’s M&O tax
rate.

Local Funding for School Districts

The primary source of local funding for school districts is collections from ad valorem taxes levied against
taxable property located in each school district. Prior to the 2019 Legislative Session, a district’s maximum M&O tax
rate for a given tax year was determined by multiplying that district’s 2005 M&O tax rate levy by a compression
percentage set by legislative appropriation or, in the absence of legislative appropriation, by the Commissioner of
Education. This compression percentage was historically set at 66.67%, effectively setting the maximum compressed
M&O tax rate for most school districts at $1.00 per $100 of taxable value since most school districts in the State had
a voted maximum M&O tax rate of $1.50 per $100 of taxable value. School districts were permitted, however, to
generate additional local funds by raising their M&O tax rate up to $0.04 above the compressed tax rate or, with voter-
approval at a valid election in the district, by up to $0.17 above the compressed rate (for most districts, this equated to
an M&O tax rate between $1.04 and $1.17 per $100 of taxable value). District’s received additional State funds in
proportion to such taxing effort.
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The 86th Texas Legislature made several significant changes to the funding methodology for school districts
(the “2019 Legislation™). It orders a district’s M&O tax rate into two distinct parts: “Tier One Tax Rate”, which is the
local M&O tax rate required for a school district to receive any part of the basic level of State funding (referred to
herein as “Tier One”) under the Foundation School Program, as further described below, and the “Enrichment Tax
Rate”, which is any local M&O tax effort in excess of its Tier One Tax Rate. The 2019 Legislation amended formulas
for the State Compression Percentage and Maximum Compressed Tax Rate (each as described below) to compress
M&O tax rates in response to year-over-year increases in property values across the State and within a school district,
respectively.

State Compression Percentage

The “State Compression Percentage” for the State fiscal year ending was 2020 (the 2019-2020 school year)
is a statutorily-defined percentage of the rate of $1.00 per $100 at which a school district must levy its Tier One Tax
Rate to receive the full amount of the Tier One funding to which a school district is entitled. For the State fiscal year
ending in 2020, the State Compression Percentage is set at 93% per $100 of taxable value. Beginning in the State
fiscal year ending in 2021, the State Compression Percentage is the lesser of three alternative calculations: (1) 93% or
a lower percentage set by appropriation for a school year; (2) a percentage determined by formula if the estimated
total taxable property value of the State (as submitted annually to the State Legislature by the State Comptroller) has
increased by at least 2.5% over the prior year; and (3) the prior year State Compression Percentage. For any year, the
maximum State Compression Percentage is 93%.

The State Compression Percentage compares the extent to which statewide property value growth exceeds
2.5%. The general appropriations act set statewide average property value growth at 4.01% for the 2020-2021 school
year. In the 2020-2021 school year, the State Compression Percentage declined to 91.64% (0.93 * (1.025/1.0401),
effectively setting the fiscal year 2020-2021 Tier One Tax Rate for most school districts at $0.9164 cents. The State
Compression Percentage will decline further in future years if statewide average property values grow at a rate that is
greater than 2.5%.

Maximum Compressed Tax Rate

Pursuant to the 2019 Legislation, beginning with the State fiscal year ending in 2021 (the 2020-2021 school
year) the Maximum Compressed Tax Rate (the “MCR”) is the tax rate per $100 of valuation of taxable property at
which a school district must levy its Tier One Tax Rate to receive the full amount of the Tier One funding to which
the school district is entitled. The MCR is equal to the lesser of three alternative calculations: (1) the school district’s
prior year MCR; (2) a percentage determined by formula if the school district experienced a year-over-year increase
in property value of at least 2.5%; or (3) the product of the State Compression Percentage for the current year
multiplied by $1.00. However, each year the TEA shall evaluate the MCR for each school district in the State, and for
any given year, if a school district’s MCR is calculated to be less than 90% of any other school district’s MCR for the
current year, then the school district’s MCR is set to 90% of the maximum MCR so that the difference between the
school district’s MCR and any other school district’s MCR is not more than 10%. These compression formulas are
intended to more closely equalize local generation of Tier One funding among districts with disparate tax bases and
generally reduce the Tier One Tax Rates of school districts as property values increase.

Tier One Tax Rate

For the 2020-2021 school year, a school district’s Tier One Tax Rate is defined as a school district’s M&O
tax rate levied that does not exceed the school district’s MCR.
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Enrichment Tax Rate

The “Enrichment Tax Rate” is the number of cents a school district levies for M&O in excess of the Tier One
Tax Rate, up to an additional $0.17. The Enrichment Tax Rate is divided into two components: (i) “Golden Pennies”
which are the first $0.08 of tax effort in excess of a school district’s Tier One Tax Rate; and (ii) “Copper Pennies”
which are the next $0.09 in excess of a school district’s Tier One Tax Rate plus Golden Pennies.

School districts may levy an Enrichment Tax Rate at a level of their choice, subject to certain limitations;
however to levy any of the Enrichment Tax Rate in a given year, a school district must levy a Tier One Tax Rate equal
to the school district’s MCR for the 2020-2021 and subsequent years. Additionally, a school district’s levy of Copper
Pennies is subject to compression if the guaranteed yield (i.e., the guaranteed level of local tax revenue and State aid
generated for each cent of tax effort) of Copper Pennies is increased from one year to the next (see “STATE FUNDING
FOR TRADITIONAL SCHOOL DISTRICTS — State Funding for School Districts — Tier Two”).

State Funding for School Districts

State funding for school districts is provided through the two-tiered Foundation School Program, which
provides each district with a State-appropriated baseline level of funding (the “Basic Allotment”) for each student in
“Average Daily Attendance” in the Regular Program (being the sum of student attendance for each State-mandated
day of regular instruction divided by the number of State-mandated days of instruction, defined herein as “4DA”).
The Basic Allotment per student is revised downward if a district’s Tier One Tax Rate does not meet or exceed a
State-determined threshold (currently $0.93 per $100 of taxable value). This Basic Allotment is then supplemented
by additional State funds, allotted for all other instructional programs based upon the unique district characteristics
and demographics of students in ADA, to make up most of a district’s basic level of State funding (referred to herein
as “Tier One”) under the Foundation School Program. Tier One is then “enriched” with additional funds known as
“Tier Two” of the Foundation School Program. Tier Two provides a guaranteed level of funding for each cent of a
district’s Enrichment Tax Rate, which is the M&O tax effort that exceeds the Tier One Tax Rate.

The Finance System also provides an Existing Debt Allotment (“E£DA”) to subsidize debt service on eligible
outstanding district bonds, an Instructional Facilities Allotment (“/F4”) to subsidize debt service on newly issued
bonds, and a New Instructional Facilities Allotment (“NIFA”) to subsidize operational expenses associated with the
opening of a new instructional facility. IFA primarily addresses the debt service needs of property-poor districts. For
the 2020-2021 State fiscal biennium, the Legislature appropriated funds in the amount of $1,323,444,300 for the EDA,
IFA, and NIFA.

Tier One and Tier Two allotments represent the State’s share of the cost of M&O expenses of districts, with
local M&O taxes representing the district’s local share. EDA and IFA allotments supplement a district’s local 1&S
taxes levied for debt service on eligible bonds issued to construct, acquire and improve facilities provided that a school
district qualifies for such funding and that the State Legislature makes sufficient appropriations to fund the allotments
for a State fiscal biennium. Tier One and Tier Two allotments and existing EDA and IFA allotments are generally
required to be funded each year by the Texas Legislature. Since future-year IFA awards were not funded by the Texas
Legislature for the 2020-21 State fiscal biennium and debt service assistance on district bonds that are not yet eligible
for EDA is not available, debt service on new bonds issued by districts to construct, acquire and improve facilities
must be funded solely from local 1&S taxes.

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

As described above, Tier One funding is based the Basic Allotment. For the State fiscal year ending in 2021
and subsequent State fiscal years, the Basic Allotment for a school district with a Tier One Tax Rate equal to the
school district’s MCR, is $6,160 (or a greater amount as may be provided by appropriation) for each student in ADA
and is revised downward for a school district with a Tier One Tax Rate lower than the school district’s MCR. The
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Basic Allotment is then supplemented for all districts by various weights to account for differences among districts
and their student populations. Such additional allotments include, but are not limited to, increased funds for students
in ADA who: (i) attend a qualified special education program, (ii) are diagnosed with dyslexia or a related disorder,
(iii) are economically disadvantaged, or (iv) have limited English language proficiency. Additional allotments to
mitigate differences among districts include, but are not limited to: (i) a transportation allotment for mileage associated
with transporting students who reside two miles or more from their home campus, (ii) a fast growth allotment (for
districts in the top 25% of enrollment growth relative to other districts), (iii) a college, career and military readiness
allotment to further Texas’ goal of increasing the number of student who attain post-secondary education or workforce
credential, and (iv) a teacher incentive allotment to increase teacher compensation retention in disadvantaged or rural
school districts. The sum of a district’s Basic Allotment and all statutory adjustments, divided by $6,160, is that
district’s measure of students in “Weighted Average Daily Attendance” (“WADA”), which serves to calculate Tier
Two funding.

Tier Two supplements the basic funding of Tier One and provides two levels of enrichment with different
guaranteed yields (i.e., Golden Pennies and Copper Pennies) depending on the district’s Enrichment Tax Rate. The
first eight cents of tax effort that exceeds a district’s Tier One Tax Rate (Golden Pennies) will generate a guaranteed
yield equal to the greater of (i) the local revenue per student in WADA per cent of tax effort available to a school
district at the 96th percentile of wealth per student in WADA, or (ii) the Basic Allotment (or a greater amount as may
be provided by appropriation) multiplied by 0.016 per student in WADA per cent of tax effort. For the 2020-2021
State fiscal biennium, school districts are guaranteed a yield of $98.56 per student in WADA for each Golden Penny
levied. Copper Pennies generate a guaranteed yield per student in WADA equal to the school district’s Basic Allotment
(or a greater amount as may be provided by appropriation) multiplied by 0.008. For the 2020-2021 State fiscal
biennium, school districts are guaranteed a yield of $49.28 per student in WADA for each Copper Penny levied. For
any school year in which the guaranteed yield of Copper Pennies per student in WADA exceeds the guaranteed yield
of Copper Pennies per student in WADA for the preceding school year, a school district is required to reduce its
Copper Pennies levied so as to generate no more revenue per student in WADA than was available to the school
district for the preceding year. Accordingly, the increase in the guaranteed yield from $31.95 per Copper Penny per
student in WADA for the 2018-2019 school year to $49.28 per Copper Penny per student in WADA for the 2019-
2020 school year requires school districts to compress their levy of Copper Pennies by a factor of 0.64834. As such,
school districts that levied an Enrichment Tax Rate of $0.17 in school year 2018-2019 must reduce their Enrichment
Tax Rate to approximately $0.138 per $100 taxable value for the 2019-2020 school year.

The second level of Tier Two is generated by tax effort that exceeds the district’s Tier One Tax Rate plus
eight cents (Copper Pennies) and has a guaranteed yield per cent per WADA of the Basic Allotment multiplied by
0.008. For the 2020-2021 State fiscal biennium, the guaranteed yield will be $49.28 per WADA per cent of tax effort
above $1.01, up to eleven cents of tax effort.

In addition to the operations funding components of the Foundation School Program discussed above, the
Foundation School Program provides a facilities funding component consisting of the IFA program and the EDA
program. These programs assist school districts in funding facilities by, generally, equalizing a district’s I&S tax
effort. The IFA guarantees each awarded district a specified amount per student (the “/FA Guaranteed Yield’) in State
and local funds for each cent of tax effort to pay the principal of and interest on eligible bonds issued to construct,
acquire, renovate or improve instructional facilities. The guaranteed yield per cent of local tax effort per student in
ADA has been $35 since this program first began in 1997. New awards of IFA are only available if appropriated funds
are allocated for such purpose by the State Legislature. To receive an IFA award, in years where the new IFA awards
are available, a district must apply to the Commissioner in accordance with rules adopted by the TEA before issuing
the bonds to be paid with IFA State assistance. The total amount of debt service assistance over a biennium for which
a district may be awarded is limited to the lesser of (1) the actual debt service payments made by the district in the
biennium in which the bonds are issued; or (2) the greater of (a) $100,000 or (b) $250 multiplied by the number of
students in ADA. The IFA is also available for lease-purchase agreements and refunding bonds meeting certain
prescribed conditions. Once a district receives an IFA award for bonds, it is entitled to continue receiving State
assistance for such bonds without reapplying to the Commissioner. The guaranteed level of State and local funds per
student per cent of local tax effort applicable to the bonds may not be reduced below the level provided for the year
in which the bonds were issued. The 86th State Legislature did not appropriate any funds for new IFA awards for the
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2020-2021 State fiscal biennium; however, awards previously granted in years the State Legislature did appropriate
funds for new IFA awards will continue to be funded.

State financial assistance is provided for certain existing eligible debt issued by school districts through the
EDA program. Until recently, the EDA guaranteed yield (the “EDA Yield”’) was the same as the IFA Guaranteed Yield
($35 per cent of local tax effort per student in ADA). The 85th Texas Legislature changed the EDA Yield to the lesser
of (i) $40 or a greater amount for any year provided by appropriation; or (ii) the amount that would result in a total
additional EDA of $60 million more than the EDA to which districts would have been entitled to if the EDA Yield
were $35. The yield for the 2019-2020 fiscal year is approximately $37. The portion of a district’s local debt service
rate that qualifies for EDA assistance is limited to the first 29 cents of its I&S tax rate (or a greater amount for any
year provided by appropriation by the Texas Legislature). In general, a district’s bonds are eligible for EDA assistance
if (i) the district made payments on the bonds during the final fiscal year of the preceding State fiscal biennium, and
(i1) the district levied taxes to pay the principal of and interest on the bonds for that fiscal year. Each biennium, access
to EDA funding is determined by the debt service taxes collected in the final year of the preceding biennium. A district
may not receive EDA funding for the principal and interest on a series of otherwise eligible bonds for which the district
receives IFA funding.

A district may also qualify for a NIFA allotment, which provides assistance to districts for operational
expenses associated with opening new instructional facilities. The 86th Texas Legislature appropriated funds in the
amount of $100,000,000 for each of the 2019-2020 and 2020-2021 State fiscal years for NIFA allotments.

Tax Rate and Funding Equity

The Commissioner may adjust a district’s funding entitlement if the funding formulas used to determine the
district’s entitlement result in an unanticipated loss or gain for a district. Any such adjustment requires preliminary
approval from the Legislative Budget Board and the office of the Governor, and such adjustments may only be made
through the 2020-2021 school year. Further, current law includes a mechanism designed to ensure that districts can
have no greater than a 10% difference in maximum compressed tax rates for the 2020-2021 school year and beyond.

Additionally, the Commissioner may proportionally reduce the amount of funding a district receives under
the Finance System and the ADA calculation if the district operates on a calendar that provides less than the State-
mandated minimum instruction time in a school year. The Commissioner may also adjust a district’s ADA as it relates
to State funding where disaster, flood, extreme weather or other calamity has a significant effect on a district’s
attendance.

Furthermore, “property-wealthy” school districts which received additional State funds under the prior State
funding regime are entitled to an equalized wealth transition grant on an annual basis through the 2023-2024 school
year in an amount equal to the amount of additional revenue such district would have received under former Texas
Education Code Sections 41.002(e) through (g), as those sections existed on January 1, 2019. This grant is phased out
through the 2023-2024 school year as follows: (1) 20% reduction for the 2020-2021 school year, (2) 40% reduction
for the 2021-2022 school year, (3) 60% reduction for the 2022-2023 school year, and (4) 80% reduction for the 2023-
2024 school year.

Local Revenue Level in Excess of Entitlement

A school district that has sufficient property wealth to generate local revenues in excess of the school district’s
Tier One total state & local entitlement Tax Rate and whose Copper Pennies generate local funds in excess of the Tier
II guarantee as previously discussed (a “Chapter 49 district”), is subject to the local revenue reduction provisions
contained in Chapter 49 of Texas Education Code, as amended (“Chapter 49”). Additionally, in years in which the
amount of State funds appropriated specifically excludes the amount necessary to provide the guaranteed yield for
Golden Pennies, local revenues generated on a district’s Golden Pennies in excess of the district’s respective funding
entitlement are subject to the local revenue reduction provisions of Chapter 49. To reduce local revenue, Chapter 49
districts are generally subject to a process known as “recapture”, which requires a Chapter 49 district to exercise

43



certain options to remit local M&O tax revenues collected in excess of the Chapter 49 district’s funding entitlements
to the State (for redistribution to other districts) or otherwise expending the respective M&O tax revenues for the
benefit of students in districts that are not Chapter 49 districts, as described in the subcaption “Wealth Transfer
Options”, below. Chapter 49 districts receive their allocable share of funds distributed from the constitutionally-
prescribed Available School Fund, and although they may continue to receive State funds for certain competitive
grants and certain programs that remain outside the Foundation School Program.

Whereas prior to the 2019 Legislation, the recapture process had been based on the proportion of a district’s
assessed property value per student in WADA, recapture is now measured by the “local revenue level” (being the
M&O tax revenues generated in a district) in excess of the entitlements appropriated by the State Legislature each
fiscal biennium. Therefore, districts are now guaranteed that recapture will not reduce revenue below their statutory
entitlement. The changes to the wealth transfer provisions are expected to reduce the cumulative amount of recapture
payments paid by school districts by approximately $3.6 billion during the 2020-2021 State fiscal biennium.

Wealth Transfer Options

Under Chapter 49, a district has six options to reduce its local revenue level so that it does not exceed the
equalized wealth level: (1) a district may consolidate by agreement with one or more districts to form a consolidated
district; all property and debt of the consolidating districts vest in the consolidated district; (2) a district may detach
property from its territory for annexation by a property-poor district; (3) a district may purchase attendance credits
from the State; (4) a district may contract to educate nonresident students from a property-poor district by sending
money directly to one or more property-poor districts; (5) a district may execute an agreement to provide students of
one or more other districts with career and technology education through a program designated as an area program for
career and technology education; or (6) a district may consolidate by agreement with one or more districts to form a
consolidated taxing district solely to levy and distribute either M&O taxes or both M&O taxes and 1&S taxes. A
Chapter 49 district may also exercise any combination of these remedies. Options (3), (4) and (6) require prior approval
by the Chapter 49 district’s voters.

Furthermore, a district may not adopt a tax rate until its effective local revenue level is at or below the level
that would produce its guaranteed entitlement under the Foundation School Program. If a district fails to exercise a
permitted option, the Commissioner must reduce the district’s local revenue level to the level that would product its
guaranteed entitlement, by detaching certain types of property from the district and annexing the property to a
property-poor district or, if necessary, consolidate the district with a property-poor district. Provisions governing
detachment and annexation of taxable property by the Commissioner do not provide for assumption of any of the
transferring district’s existing debt.

STATE OPEN-ENROLLMENT CHARTER SCHOOL FUNDING

Background on State Open-Enrollment Charter School Funding

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

Tier One Funding for Charter Schools

Beginning in the State's fiscal year ending in 2020, a charter holder is entitled to receive for an open-
enrollment charter school Tier One funding equal to the amount of Tier One funding per student in weighted average
daily attendance, excluding (i) the adjustment under Section 48.052 of the Texas Education Code, as amended, (ii)
the funding under Section 48.101, 48.110, 48.111, and 48.112 of the Texas Education Code, as amended, and (iii)
enrichment funding under Section 48.202(a) of the Texas Education Code, as amended, to which the charter holder
would be entitled if the open-enrollment charter were a school district without a Tier One local share for purposes
of calculating the distribution of the Foundation School Fund. For open-enrollment charter schools, the Tier One

44



program allocations are determined by substituting the statewide average adjusted allotment in place of a school
district's calculated adjusted allotment. The state average adjusted allotment is computed by averaging the adjusted
allotment for each school district in the state for the relevant school year.

Tier Two Funding

A charter holder of an open-enrollment charter school is entitled to receive an amount of Tier Two funding
based on the statewide "average tax effort" of school districts. An allocation for the guaranteed yield allotment for
Tier Two of the Foundation School Program is determined by substituting a statewide average enrichment tax rate
in place of a school district's calculated enrichment tax rate. The state average tax rate is computed by averaging
the enrichment tax rate for each component of Tier Two for each school district in the state for the relevant school
year. Open-enrollment charter schools are also entitled to funds that are available to school districts from the TEA
or the Commissioner in the form of grants or other discretionary funding unless the authorizing statute specifically
provides that open-enrollment charter schools are not entitled to such funding.

Student-Based Allotments

A charter holder of an open-enrollment charter school is entitled to receive an allotment per student in
average daily attendance in an amount equal to the difference between (1) $125, and (2) the product of (A) the
quotient of (i) the total amount of funding provided to eligible school districts under Section 48.101(b) or (c) of the
Texas Education Code, as amended, and (ii) the total number of students in average daily attendance in school
districts that receive an allotment under Section 48.101(b) or (c) of the Texas Education Code, as amended, and (B)
the sum of one and the quotient of (i) the total number of students in average daily attendance in school districts
that receive an allotment under Section 48.101(b) or (¢) of the Texas Education Code, as amended, and (ii) the total
number of students in average daily attendance in school districts statewide. In addition, a charter holder of an open-
enrollment charter school is entitled to receive funding related to the (i) College Career, or Military Readiness
Outcomes Bonus (Section 48.112 of the Texas Education Code, as amended), and (ii) Teacher Incentive Allotment
(Section 48.112 of the Texas Education Code, as amended), if the charter holder would be entitled to such funding
if the open-enrollment charter school were a school district.

State Facilities Funding for Charter Schools

In 2017 the Texas Legislature amended portions of Section 12.106 of the Texas Education Code to
establish funding for charter schools (1) to lease an instructional facility; (2) to pay property taxes imposed on an
instructional facility; (3) to pay debt service on bonds issued to finance an instructional facility; or (4) for any other
purpose related to the purchase, lease, sale, acquisition, or maintenance of an instructional facility. Under the
amended Section 12.106, total funding for all Texas charter schools is capped at $60 million per year and is available
for charter schools that have acceptable overall performance ratings. In addition, open-enrollment charter schools,
like traditional school districts, may apply for State funding to assist with certain start-up costs of outfitting new
campuses under the New Instructional Facilities Allotment program (“NIFA”). NIFA provides reimbursement for
costs such as outfitting classrooms on an eligible new campus with furniture and equipment in an amount equal up
to $1,000 per student in ADA in the first year of operation and up to $1,000 per each additional ADA in the second
year of operation. HB 3 allocates a statewide total of $100,000,000 (up from $23,750,000 in the prior school year)
available for NIFA funding during the 2019-20 school year, with the actual amount provided per student being
dependent on the total amount of awards granted.

Foundation School Program Funding Schedule for Certain Open-Enrollment Charter Schools

Generally, open-enrollment charter schools receive State funding payments monthly in approximately even
amounts (i.e., either 8.3% or 8.4% of its overall annual entitlement). Open-enrollment charter schools that have
experienced a 10% or greater increase in enrollment from the prior year have the option of an accelerated payment
of Foundation School Program funding according to a payment scheduled prescribed by law. Eligible charter
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schools that choose the accelerated payment schedule will receive such accelerated payments for three school years
and then must reestablish eligibility.

Additional Funding for Open-Enrollment Charter Schools

A charter holder of an open-enrollment charter school is entitled to receive additional funding allotments, if
the charter holder would be entitled to such funding allotments if the open-enrollment charter school were a school
district, including the: (i) Transportation Allotment (Section 48.151 of the Texas Education Code, as amended); (ii)
Dropout Recovery School and Residential Placement Facility Allotment (Section 148.153 of the Texas Education
Code, as amended); and (iii) Tuition Allotment for Districts not Offering All Grade Level (Section 148.154 of the
Texas Education Code, as amended).

COVID Related Changes to ADA

For the 2020-21 school year, TEA is allowing for certain Remote Synchronous Instruction and Remote
Asynchronous Instruction to count towards ADA. “Remote Synchronous Instruction” is two-way, real-time/live,
virtual instruction between teachers and students when students are not on campus. In this method, the required amount
of instructional time is scheduled each day, and funding is generated when attendance is recorded daily at a locally
selected snapshot time. Synchronous instruction is provided through a computer or other electronic device or over the
phone. The instructional method must address the required curriculum, per TEC, §28.002.

Remote Synchronous Instruction is measured by providing students a minimum number of daily instructional
minutes for students to earn full-day funding, as follows:

e Pre-K through 2nd grade — ADA for Foundation School Program (FSP) funding purposes is not available in
a remote synchronous method.

® 3rd through 5th grade — 180 instructional minutes (not necessarily consecutive)
e  6th through 12th grade — 240 instructional minutes (not necessarily consecutive)

“Remote Asynchronous Instruction” allows districts the flexibility to earn daily attendance through an
approved plan for providing high-quality instructional practices with daily engagement measures. Under an approved
learning plan, students earn daily attendance through daily engagement measure(s). The approved engagement
methods are listed below:

® Daily progress in the Learning Management System (LMS), as defined in the approved learning plan; or
e Daily progress via teacher-student interactions, as defined in the approved learning plan; or
® Completion/Turn-in of assignments from student to teacher (potentially via email, on-line, or mail).

For students who generate daily attendance via remote asynchronous instructional methods throughout the
year:

e All students in grades kindergarten through 5th grade will be coded for full-day attendance.
® Prekindergarten students will be coded as half-day students.

e Middle school and high school students can be coded as half-day or full-day students, depending on their
daily class schedules.

More information on calculating ADA during COVID can be found here:
https://tea.texas.gov/sites/default/files/covid/SY-2020-21-Attendance-and-Enrollment.pdf

For the 2020-21 school year, Harmony used a hybrid of the two options to calculate and report its ADA.
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LITIGATION RELATED TO THE TEXAS PUBLIC SCHOOL FINANCE SYSTEM

Litigation Relating to the Texas Public School Finance System

On seven occasions in the last thirty years, the Texas Supreme Court (the “Court”) has issued decisions
assessing the constitutionality of the Finance System. The litigation has primarily focused on whether the Finance
System, as amended by the Legislature from time to time (i) met the requirements of article VII, section 1 of the
Texas Constitution, which requires the Legislature to “establish and make suitable provision for the support and
maintenance of an efficient system of public free schools,” or (ii) imposed a statewide ad valorem tax in violation
of article VIII, section 1-¢ of the Texas Constitution because the statutory limit on property taxes levied by school
districts for maintenance and operation purposes had allegedly denied school districts meaningful discretion in
setting their tax rates. In response to the Court’s previous decisions, the Legislature enacted multiple laws that made
substantive changes in the way the Finance System is funded in efforts to address the prior decisions declaring the
Finance System unconstitutional.

On June 13, 2016, the Court issued its opinion in the most recent school finance litigation, Morath, et.al v.
The Texas Taxpayer and Student Fairness Coalition, et al., No. 14-0776 (Tex. June 13, 2016) (“Morath’). The
plaintiffs and intervenors in the case had alleged that the Finance System, as modified by the Legislature in part in
response to prior decisions of the Court, violated article VII, section 1 and article VIII, section 1-e of the Texas
Constitution. In its opinion, the Court held that “[d]espite the imperfections of the current school funding regime, it
meets minimum constitutional requirements.” The Court also noted that:

Lawmakers decide if laws pass, and judges decide if those laws pass muster. But our lenient standard of
review in this policy-laden area counsels modesty. The judicial role is not to second-guess whether our
system is optimal, but whether it is constitutional. Our Byzantine school funding “system” is undeniably
imperfect, with immense room for improvement. But it satisfies minimum constitutional requirements.

Possible Effects of Changes in Law on Public School Obligations

The Court’s decision in Morath upheld the constitutionality of the Finance System but noted that the
Financing System was “undeniably imperfect.” While not compelled by the Morath decision to reform the Finance
System, the Legislature could enact future changes to the Finance System. Any such changes could benefit or be a
detriment to independent school districts in the State. If the Legislature enacts future changes to, or fails adequately
to fund the Finance System, or if changes in circumstances otherwise provide grounds for a challenge, the Finance
System could be challenged again in the future. In its 1995 opinion in Edgewood Independent School District v.
Meno, 917 S'W.2d 717 (Tex. 1995), the Court stated that any future determination of unconstitutionality “would
not, however, affect the district’s authority to levy the taxes necessary to retire previously issued bonds, but would
instead require the Legislature to cure the system’s unconstitutionality in a way that is consistent with the Contract
Clauses of the U.S. and Texas Constitutions” (collectively, the “Contract Clauses”), which prohibit the enactment
of laws that impair prior obligations of contracts. As a matter of law, public school obligations, upon issuance and
delivery, will be entitled to the protections afforded previously existing contractual obligations under the Contract
Clauses.

NEITHER Harmony NOR ANY OTHER PARTY TO THE BOND TRANSACTION CAN MAKE ANY
REPRESENTATIONS OR PREDICTIONS CONCERNING THE EFFECT FUTURE CHANGES TO THE
SCHOOL FINANCE SYSTEM MAY HAVE ON Harmony’s FINANCIAL CONDITION, REVENUES OR
OPERATIONS.

THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM

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

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

History and Purpose

The PSF was created with a $2,000,000 appropriation by the Texas Legislature (the “Legislature”) in 1854
expressly for the benefit of the public schools of Texas. The Constitution of 1876 stipulated that certain lands and all
proceeds from the sale of these lands should also constitute the PSF. Additional acts later gave more public domain
land and rights to the PSF. In 1953, the U.S. Congress passed the Submerged Lands Act that relinquished to coastal
states all rights of the U.S. navigable waters within state boundaries. If the state, by law, had set a larger boundary
prior to or at the time of admission to the Union, or if the boundary had been approved by Congress, then the larger
boundary applied. After three years of litigation (1957-1960), the U. S. Supreme Court on May 31, 1960, affirmed
Texas’ historic three marine leagues (10.35 miles) seaward boundary. Texas proved its submerged lands property
rights to three leagues into the Gulf of Mexico by citing historic laws and treaties dating back to 1836. All lands lying
within that limit belong to the PSF. The proceeds from the sale and the mineral-related rental of these lands, including
bonuses, delay rentals and royalty payments, become the corpus of the Fund. Prior to the approval by the voters of the
State of an amendment to the constitutional provision under which the Fund is established and administered, which
occurred on September 13, 2003 (the “Total Return Constitutional Amendment”), and which is further described
below, the PSF had as its main sources of revenues capital gains from securities transactions and royalties from the
sale of oil and natural gas. The Total Return Constitutional Amendment provides that interest and dividends produced
by Fund investments will be additional revenue to the PSF. The State School Land Board (“SLB”) maintains the land
endowment of the Fund on behalf of the Fund and is generally authorized to manage the investments of the capital
gains, royalties and other investment income relating to the land endowment. The SLB is a five member board, the
membership of which consists of the Commissioner of the Texas General Land Office (the “Land Commissioner’)
and four citizen members appointed by the Governor. (See “2019 Texas Legislative Session” for a description of
legislation that changed the composition of the SLB). As of August 31, 2020, the General Land Office (the “GLO”)
managed approximately 15% of the PSF, as reflected in the fund balance of the PSF at that date.

The Texas Constitution describes the PSF as “permanent.” Prior to the approval by Texas voters of the Total
Return Constitutional Amendment, only the income produced by the PSF was to be used to complement taxes in
financing public education.

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

In 2011, legislation was enacted that established the Charter District Bond Guarantee Program as a new
component of the Guarantee Program. That legislation authorized the use of the PSF to guarantee revenue bonds
issued by or for the benefit of certain open-enrollment charter schools that are designated as “charter districts” by the
Commissioner. On approval by the Commissioner, bonds properly issued by a charter district participating in the
Program are fully guaranteed by the corpus of the PSF. As described below, the implementation of the Charter District
Bond Guarantee Program was deferred pending receipt of guidance from the Internal Revenue Service (the “/RS”)
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which was received in September 2013, and the establishment of regulations to govern the program, which regulations
became effective on March 3, 2014. See “The Charter District Bond Guarantee Program.”

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

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

The sole purpose of the PSF is to assist in the funding of public education for present and future generations.
Prior to the adoption of the Total Return Constitutional Amendment, all interest and dividends produced by Fund
investments flowed into the Available School Fund (the “ASF™), where they are distributed to local school districts
and open-enrollment charter schools based on average daily attendance. Any net gains from investments of the Fund
accrue to the corpus of the PSF. Prior to the approval by the voters of the State of the Total Return Constitutional
Amendment, costs of administering the PSF were allocated to the ASF. With the approval of the Total Return
Constitutional Amendment, the administrative costs of the Fund have shifted from the ASF to the PSF. In fiscal year
2020 SBOE distributions to the ASF amounted to an estimated $347 per student and the total amount distributed to
the ASF by the SBOE and SLB was $1,701.7 million.

Audited financial information for the PSF is provided annually through the PSF Comprehensive Annual
Financial Report (the “Annual Report”), which is filed with the Municipal Securities Rulemaking Board (“MSRB”).
The Annual Report includes the Message of the Executive Administrator of the Fund (the “Message”) and the
Management’s Discussion and Analysis (“MD&A”). The Annual Report for the year ended August 31, 2020, when
filed with the MSRB in accordance with the PSF undertaking and agreement made in accordance with Rule 15¢2-12
(“Rule 15¢2-12) of the federal Securities and Exchange Commission (the “SEC™), as described below, is hereby
incorporated by reference into this disclosure. Information included herein for the year ended August 31, 2020 is
derived from the audited financial statements of the PSF, which are included in the Annual Report when and as it is
filed and posted. Reference is made to the Annual Report for the complete Message and MD&A for the year ended
August 31, 2020 and for a description of the financial results of the PSF for the year ended August 31, 2020, the most
recent year for which audited financial information regarding the Fund is available. The 2020 Annual Report speaks
only as of its date and the TEA has not obligated itself to update the 2020 Annual Report or any other Annual Report.
The TEA posts each Annual Report, which includes statistical data regarding the Fund as of the close of each fiscal
year, the most recent disclosure for the Guarantee Program, the Statement of Investment Objectives, Policies and
Guidelines of the Texas Permanent School Fund, which is codified at 19 Texas Administrative Code, Chapter 33 (the
“Investment Policy”), monthly updates with respect to the capacity of the Guarantee Program (collectively, the “Web
Site Materials”) on the TEA web site at http://tea.texas.gov/Finance and Grants/Permanent_School Fund/ and with
the MSRB at www.emma.msrb.org. Such monthly updates regarding the Guarantee Program are also incorporated
herein and made a part hereof for all purposes. In addition to the Web Site Materials, the Fund is required to make
quarterly filings with the SEC under Section 13(f) of the Securities Exchange Act of 1934. Such filings, which consist
of a list of the Fund’s holdings of securities specified in Section 13(f), including exchange-traded (e.g., NYSE) or
NASDAQ-quoted stocks, equity options and warrants, shares of closed-end investment companies and certain
convertible debt securities, is available from the SEC at www.sec.gov/edgar.shtml. A list of the Fund’s equity and
fixed income holdings as of August 31 of each year is posted to the TEA web site and filed with the MSRB. Such list
excludes holdings in the Fund’s securities lending program. Such list, as filed, is incorporated herein and made a part
hereof for all purposes.
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2019 Texas Legislative Session

During the 86th Regular Session of the Texas Legislature, which concluded on May 27, 2019 (the “86th
Session”), various bills were enacted that relate to the PSF. Among such enacted legislation are bills that relate to the
composition of the SLB and its relationship to the SBOE with respect to the management of the PSF. Legislation was
approved that changed the composition of the SLB to a five member board from a three member board. Under that
bill, the Land Commissioner will continue to head the SLB, but the remaining four members are appointed by the
Governor, and of those four members, two are required to be selected from a list of nominees to be submitted to the
Governor by the SBOE. That legislation also requires an annual joint meeting of the SLB and the SBOE for the
purpose of discussing the allocation of the assets of the PSF and the investment of money in the PSF. Other enacted
legislation requires the SLB and the SBOE to provide quarterly financial reports to each other and creates a “permanent
school fund liquid account” in the PSF for the purpose of receiving funds transferred from the SLB on a quarterly
basis that are not then invested by the SLB or needed within the forthcoming quarter for investment by the SBOE.
Such funds shall be invested in liquid assets in the same manner that the PSF is managed until such time as the funds
are required for investment by the SLB. That legislation also requires the Texas Education Agency, in consultation
with the GLO, to conduct a study regarding distributions to the ASF from the PSF. In addition, a joint resolution was
approved that proposed a constitutional amendment to the Texas Constitution to increase the permissible amount of
distributions to the ASF from revenue derived during a year from PSF land or other properties from $300 million to
$600 million annually by one or more entities. That constitutional change was approved by State voters at a referendum
on November 5, 2019. See “2011 and 2019 Constitutional Amendments.”

Other legislation enacted during the 86th Session provides for the winding up of the affairs of an open-
enrollment charter school that ceases operations, including as a result of the revocation or other termination of its
charter. In particular, among other provisions, the legislation addresses the disposition of real and personal property
of a discontinued charter school and provides under certain circumstances for reimbursement to be made to the State,
if the disposed property was acquired with State funds; authorizes the Commissioner to adopt a rule to govern related
party transactions by charter schools; and creates a “charter school liquidation fund” for the management of any
reclaimed State funds, including, in addition to other potential uses, for the use of deposit of such reclaimed funds to
the Charter District Reserve Fund.

No assessment has been made by the TEA or PSF staff as to the potential financial impact of any legislation enacted
during the 86th Session, including the increase in the permissible amount that may be transferred from the PSF to the
ASF, as approved by State voters at the November 5, 2019 referendum.

The Total Return Constitutional Amendment

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

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

See “2011 and 2019 Constitutional Amendments” below for a discussion of the historic and current
Distribution Rates, and a description of amendments made to the Texas Constitution on November 8, 2011 and
November 5, 2019 that may affect Distribution Rate decisions.

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

With respect to the management of the Fund’s financial assets portfolio, the single most significant change
made to date as a result of the Total Return Constitutional Amendment has been new asset allocation policies adopted
from time to time by the SBOE. The SBOE generally reviews the asset allocations during its summer meeting in even
numbered years. The first asset allocation policy adopted by the SBOE following the Total Return Constitutional
Amendment was in February 2004, and the policy was reviewed and modified or reaffirmed in the summers of each
even-numbered year, most recently in July 2020. The Fund’s investment policy provides for minimum and maximum
ranges among the components of each of the asset classifications: equities, fixed income and alternative asset
investments. Periodic changes in the asset allocation policies have been made with the objective of providing diversity
to Fund assets, and have included an alternative asset allocation in addition to the fixed income and equity allocations.
The alternative asset allocation category includes real estate, real return, absolute return and private equity
components. Alternative asset classes diversify the SBOE-managed assets and are not as correlated to traditional asset
classes, which is intended to increase investment returns over the long run while reducing risk and return volatility of
the portfolio. The most recent asset allocation, approved in July 2020, is as follows: (i) an equity allocation of 37%
(consisting of U.S. large cap equities targeted at 14%, international large cap equities at 14%, emerging market equities
at 3%, and U.S. small/mid cap equities at 6%), (ii) a fixed income allocation of 25% (consisting of a 12% allocation
for core bonds, a 7% allocation for emerging market debt in local currency, a 3% allocation for high yield bonds, and
a 3% allocation for U.S. Treasury bonds), and (iii) an alternative asset allocation of 38% (consisting of a private equity
allocation of 15%, a real estate allocation of 11%, an absolute return allocation of 7%, a 1% allocation for private
equity and real estate for emerging managers, and a real return allocation of 4%). As compared to the 2016 asset
allocation, the 2020 asset allocation increased U.S. large cap equities and small/mid-cap U.S. equities by a combined
2%, added high yield bonds and U.S. Treasury bonds to the fixed income allocation in the amounts noted above,
increased combined private equity and real estate from 23% to 27%, eliminated the risk parity allocation, which was
previously a 7% allocation within the global risk control strategy category of alternative assets, and reduced the
absolute return allocation within the global risk control strategy category of alternative assets to 7% from 10%.
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In accordance with legislation enacted during the 86th Session and effective September 1, 2019, the PSF has
established an investment account for purposes of investing cash received from the GLO to be invested in liquid assets
and managed by the SBOE in the same manner it manages the PSF. That cash has previously been included in the
PSF valuation, but was held and invested by the State Comptroller. In July 2020, the SBOE adopted an asset allocation
policy for the liquidity account consisting of 20% cash, 40% equities and 40% fixed income, and that asset allocation
is expected to be fully implemented in the first calendar quarter of fiscal year 2022. The liquidity account equity
allocation consists of U.S. large cap, U.S. small/mid cap and international large cap equities of 20%, 5% and 15%,
respectively. The liquidity account fixed income allocation consists of core bonds, Treasury Inflation Protection
Securities and short duration fixed income categories of 10%, 5% and 25%, respectively. At August 31, 2020, the
market value of the liquidity account was $4,050,631,451, of which 0.00% was equity investments, 39.43% was fixed
income investments and 60.57% was cash.

For a variety of reasons, each change in asset allocation for the Fund, including the 2020 modifications, have
been or will be implemented in phases, and that approach is likely to be carried forward when and if the asset allocation
policy is again modified. At August 31, 2020, the Fund’s financial assets portfolio was invested as follows: 37.67%
in public market equity investments; 14.39% in fixed income investments; 9.83% in absolute return assets; 13.31% in
private equity assets; 8.66% in real estate assets; 3.24% in risk parity assets; 5.72% in real return assets; 6.83% in
emerging market debt; and 0.35% in unallocated cash, exclusive of the liquidity account.

Following on previous decisions to create strategic relationships with investment managers in certain asset
classes, in September 2015 and January 2016, the SBOE approved the implementation of direct investment programs
in private equity and absolute return assets, respectively, which has continued to reduce administrative costs within
those portfolios. The Attorney General has advised the SBOE in Op. Tex. Att’y Gen. No. GA-0998 (2013) (“GA4-
0998”), that the PSF is not subject to requirements of certain State competitive bidding laws with respect to the
selection of investments. In GA-0998, the Attorney General also advised that the SBOE generally must use
competitive bidding for the selection of investment managers and other third party providers of investment services,
such as record keeping and insurance, but excluding certain professional services, such as accounting services, as State
law prohibits the use of competitive bidding for specified professional services. GA-0998 provides guidance to the
SBOE in connection with the direct management of alternative investments through investment vehicles to be created
by the SBOE, in lieu of contracting with external managers for such services, as has been the recent practice of the
PSF. The PSF staff and the Fund’s investment advisor are tasked with advising the SBOE with respect to the
implementation of the Fund's asset allocation policy, including the timing and manner of the selection of any external
managers and other consultants.

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

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

Management and Administration of the Fund

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

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

Texas law assigns control of the Fund’s land and mineral rights to the SLB. Administrative duties related to
the land and mineral rights reside with the GLO, which is under the guidance of the Commissioner of the GLO. In
2007, the Legislature established the real estate special fund account of the PSF (the “Real Estate Account”) consisting
of proceeds and revenue from land, mineral or royalty interest, real estate investment, or other interest, including
revenue received from those sources, that is set apart to the PSF under the Texas Constitution and laws, together with
the mineral estate in riverbeds, channels, and the tidelands, including islands. The investment of the Real Estate
Account is subject to the sole and exclusive management and control of the SLB and the Land Commissioner, who is
also the head of the GLO. The 2007 legislation presented constitutional questions regarding the respective roles of the
SBOE and the SLB relating to the disposition of proceeds of real estate transactions to the ASF, among other questions.
Amounts in the investment portfolio of the PSF are taken into account by the SBOE for purposes of determining the
Distribution Rate. An amendment to the Texas Constitution was approved by State voters on November 8, 2011,
which permits the SLB to make transfers directly to the ASF, see “2011 and 2019 Constitutional Amendments”
below.

The SBOE contracts with its securities custodial agent to measure the performance of the total return of the
Fund’s financial assets. A consultant is typically retained for the purpose of providing consultation with respect to
strategic asset allocation decisions and to assist the SBOE in selecting external fund management advisors. The SBOE
also contracts with financial institutions for custodial and securities lending services. Like other State agencies and
instrumentalities that manage large investment portfolios, the PSF has implemented an incentive compensation plan
that may provide additional compensation for investment personnel, depending upon the criteria relating to the
investment performance of the Fund.

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

Capacity Limits for the Guarantee Program

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

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

On September 16, 2013, the IRS published proposed regulations (the “Proposed IRS Regulations™) that,
among other things, would enact the IRS Notice. The preamble to the Proposed IRS Regulations provides that issuers
may elect to apply the Proposed IRS Regulations, in whole or in part, to bonds sold on or after September 16, 2013,
and before the date that final regulations become effective.

On July 18, 2016, the IRS issued final regulations enacting the IRS Notice (the “Final IRS Regulations”).
The Final IRS Regulations are effective for bonds sold on or after October 17, 2016. The IRS Notice, the Proposed
IRS Regulations and the Final IRS Regulations establish a static capacity for the Guarantee Program based upon the
cost value of Fund assets on December 16, 2009 multiplied by five. On December 16, 2009, the cost value of the
Guarantee Program was $23,463,730,608 (estimated and unaudited), thereby producing an IRS Limit of
approximately $117.3 billion. The State Capacity Limit is determined on the basis of the cost value of the Fund from
time to time multiplied by the capacity multiplier determined annually by the SBOE, but not to exceed a multiplier of
five. The capacity of the Guarantee Program will be limited to the lower of the State Capacity Limit or the IRS Limit.
On May 21, 2010, the SBOE modified the regulations that govern the School District Bond Guarantee Program (the
“SDBGP Rules”), and increased the State Law Capacity to an amount equal to three times the cost value of the PSF.
Such modified regulations, including the revised capacity rule, became effective on July 1, 2010. The SDBGP Rules
provide that the Commissioner may reduce the multiplier to maintain the AAA credit rating of the Guarantee Program,
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but provide that any changes to the multiplier made by the Commissioner are to be ratified or rejected by the SBOE
at the next meeting following the change. See “Valuation of the PSF and Guaranteed Bonds” below.

At its September 2015 meeting, the SBOE voted to modify the SDBGP Rules and the CDBGP Rules to
increase the State Law Capacity from 3 times the cost value multiplier to 3.25 times. At that meeting, the SBOE also
approved a new 5% capacity reserve for the Charter District Bond Guarantee Program. The change to the State Law
Capacity became effective on February 1, 2016. At its November 2016 meeting, the SBOE again voted to increase the
State Law Capacity and, in accordance with applicable requirements for the modification of SDBGP and CDBGP
Rules, a second and final vote to approve the increase in the State Law Capacity occurred on February 3, 2017. As a
result, the State Law Capacity increased from 3.25 times the cost value multiplier to 3.50 times effective March 1,
2017. The State Law Capacity increased from $123,509,204,770 on August 31, 2019 to $128,247,002,583 on August
31, 2020 (but at such date the IRS Limit was lower, $117,318,653,038, so it is the currently effective capacity limit
for the Fund).

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

Based upon historical performance of the Fund, the legal restrictions relating to the amount of bonds that
may be guaranteed has generally resulted in a lower ratio of guaranteed bonds to available assets as compared to many
other types of credit enhancements that may be available for Texas school district bonds and charter district bonds.
However, the ratio of Fund assets to guaranteed bonds and the growth of the Fund in general could be adversely
affected by a number of factors, including changes in the value of the Fund due to changes in securities markets,
investment objectives of the Fund, an increase in bond issues by school districts in the State or legal restrictions on
the Fund, changes in State laws that implement funding decisions for school districts and charter districts, which could
adversely affect the credit quality of those districts, the implementation of the Charter District Bond Guarantee
Program, or an increase in the calculation base of the Fund for purposes of making transfers to the ASF. It is anticipated
that the issuance of the IRS Notice and the Final IRS Regulations will result in a substantial increase in the amount of
bonds guaranteed under the Guarantee Program, and as the amount of guaranteed bonds approaches the IRS Limit, it
is expected that the SBOE will seek changes to the existing IRS guidance regarding the Guarantee Program with the
objective of obtaining an increase in the IRS Limit. The implementation of the Charter School Bond Guarantee
Program is also expected to increase the amount of guaranteed bonds.

The Act requires that the Commissioner prepare, and the SBOE approve, an annual report on the status of

the Guarantee Program (the Annual Report). The State Auditor audits the financial statements of the PSF, which are
separate from other State financial statements.
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The School District Bond Guarantee Program

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

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

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

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

Generally, the SDBGP Rules limit guarantees to certain types of notes and bonds, including, with respect to
refunding bonds issued by school districts, a requirement that the bonds produce debt service savings, and that bonds
issued for capital facilities of school districts must have been voted as unlimited tax debt of the issuing district. The
Guarantee Program Rules include certain accreditation criteria for districts applying for a guarantee of their bonds,
and limit guarantees to districts that have less than the amount of annual debt service per average daily attendance that
represents the 90th percentile of annual debt service per average daily attendance for all school districts, but such
limitation will not apply to school districts that have enrollment growth of at least 25% over the previous five school
years. The SDBGP Rules are codified in the Texas Administrative Code at 19 TAC section 33.65, and are available
at http://ritter.tea.state.tx.us/rules/tac/chapter033/ch033a.html#33.65.
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The Charter District Bond Guarantee Program

The Charter District Bond Guarantee Program became effective March 3, 2014. The SBOE published final
regulations in the Texas Register that provide for the administration of the Charter District Bond Guarantee Program
(the “CDBGP Rules”). The CDBGP Rules are codified at 19 TAC section 33.67, and are available at
http://ritter.tea.state.tx.us/rules/tac/chapter033/ch033a.html#33.67.

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

As of March 20, 2020 (the most recent date for which data is available), the percentage of students enrolled
in open-enrollment charter schools (excluding charter schools authorized by school districts) to the total State
scholastic census was approximately 6.15%. At January 4, 2021, there were 187 active open-enrollment charter
schools in the State and there were 838 charter school campuses active under such charters (though as of such date,
three of such campuses are not currently serving students for various reasons). Section 12.101, Texas Education Code,
as amended by the Legislature in 2013, limits the number of charters that the Commissioner may grant to 215 charters
as of the end of fiscal year 2014, with the number increasing in each fiscal year thereafter through 2019 to a total
number of 305 charters. While legislation limits the number of charters that may be granted, it does not limit the
number of campuses that may operate under a particular charter. For information regarding the capacity of the
Guarantee Program, see “Capacity Limits for the Guarantee Program.” The Act provides that the Commissioner
may not approve the guarantee of refunding or refinanced bonds under the Charter District Bond Guarantee Program
in a total amount that exceeds one-half of the total amount available for the guarantee of charter district bonds under
the Charter District Bond Guarantee Program.

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

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

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

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

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

From time to time, TEA has limited new guarantees under the Charter District Bond Guarantee Program to
conform to capacity limits specified by the Act. Legislation enacted during the Legislature’s 2017 regular session
modified the manner of calculating the capacity of the Charter District Bond Guarantee Program (the “CDBGP
Capacity”), which further increased the amount of the CDBGP Capacity, beginning with State fiscal year 2018, but
that provision of the law does not increase overall Program capacity, it merely allocates capacity between the School
District Bond Guarantee Program and the Charter District Bond Guarantee Program. See “Capacity Limits for the
Guarantee Program” and “2017 Legislative Changes to the Charter District Bond Guarantee Program.” Other
factors that could increase the CDBGP Capacity include Fund investment performance, future increases in the
Guarantee Program multiplier, changes in State law that govern the calculation of the CDBGP Capacity, as described
below, growth in the relative percentage of students enrolled in open-enrollment charter schools to the total State
scholastic census, legislative and administrative changes in funding for charter districts, changes in level of school
district or charter district participation in the Program, or a combination of such circumstances.
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2017 Legislative Changes to the Charter District Bond Guarantee Program

The CDBGP Capacity is established by the Act. During the 85th Texas Legislature, which concluded on May
29, 2017, Senate Bill 1480 (“SB 1480”) was enacted. The complete text of SB 1480 can be found at
http://www.capitol.state.tx.us/tlodocs/85R/billtext/pdf/SB01480F .pdf#navpanes=0. SB 1480 modified how the
CDBGP Capacity will be established under the Act effective as of September 1, 2017, and made other substantive
changes to the Act that affects the Charter District Bond Guarantee Program. Prior to the enactment of SB 1480, the
CDBGP Capacity was calculated as the State Capacity Limit less the amount of outstanding bond guarantees under
the Guarantee Program multiplied by the percentage of charter district scholastic population relative to the total public
school scholastic population. As of August 31, 2020, the amount of outstanding bond guarantees represented 77.00%
of the IRS Limit (which is currently the applicable capacity limit) for the Guarantee Program. SB 1480 amended the
CDBGP Capacity calculation so that the State Capacity Limit is multiplied by the percentage of charter district
scholastic population relative to the total public school scholastic population prior to the subtraction of the outstanding
bond guarantees, thereby potentially substantially increasing the CDBGP Capacity. However, certain provisions of
SB 1480, described below, and other additional factors described herein, could result in less than the maximum amount
of the potential increase provided by SB 1480 being implemented by the SBOE or otherwise used by charter districts.
Still other factors used in determining the CDBGP Capacity, such as the percentage of the charter district scholastic
population to the overall public school scholastic population, could, in and of itself, increase the CDBGP Capacity, as
that percentage has grown from 3.53% in September, 2012 to 6.15% in March 2020. TEA is unable to predict how
the ratio of charter district students to the total State scholastic population will change over time.

SB 1480 provides that the implementation of the new method of calculating the CDBGP Capacity will begin
with the State fiscal year that commences September 1, 2021 (the State’s fiscal year 2022). However, for the
intervening four fiscal years, beginning with fiscal year 2018, SB 1480 provides that the SBOE may establish a
CDBGP Capacity that increases the amount of charter district bonds that may be guaranteed by up to a cumulative
20% in each fiscal year (for a total maximum increase of 80% in fiscal year 2021) as compared to the capacity figure
calculated under the Act as of January 1, 2017. However, SB 1480 provides that in making its annual determination
of the magnitude of an increase for any year, the SBOE may establish a lower (or no) increase if the SBOE determines
that an increase in the CDBGP Capacity would likely result in a negative impact on the bond ratings for the Bond
Guarantee Program (see “Ratings of Bonds Guaranteed Under the Guarantee Program”) or if one or more charter
districts default on payment of principal or interest on a guaranteed bond, resulting in a negative impact on the bond
ratings of the Bond Guarantee Program. The provisions of SB 1480 that provide for discretionary, incremental
increases in the CDBGP expire September 1, 2022. If the SBOE makes a determination for any year based upon the
potential ratings impact on the Bond Guarantee Program and modifies the increase that would otherwise be
implemented under SB 1480 for that year, the SBOE may also make appropriate adjustments to the schedule for
subsequent years to reflect the modification, provided that the CDBGP Capacity for any year may not exceed the limit
provided in the schedule set forth in SB 1480. As a result of SB 1480, the amount of charter district bonds eligible for
guarantee in fiscal years 2018, 2019 and 2020 increased by the full 20% increase permitted by SB 1480, which
increased the relative capacity of the Charter District Bond Guarantee Program to the School District Bond Guarantee
Program for those fiscal years.

Taking into account the enactment of SB 1480 and the increase in the CDBGP Capacity effected thereby, at
the Winter 2018 meeting the SBOE determined not to implement a previously approved multiplier increase to 3.75
times market value, opting to increase the multiplier to 3.50 times effective in late March 2018.

In addition to modifying the manner of determining the CDBGP Capacity, SB 1480 provides that the
Commissioner, in making a determination as to whether to approve a guarantee for a charter district, may consider
any additional reasonable factor that the Commissioner determines to be necessary to protect the Bond Guarantee
Program or minimize risk to the PSF, including: (1) whether the charter district had an average daily attendance of
more than 75% of its student capacity for each of the preceding three school years, or for each school year of operation
if the charter district has not been in operation for the preceding three school years; (2) the performance of the charter
district under certain performance criteria set forth in Education Code Sections 39.053 and 39.054; and (3) any other
indicator of performance that could affect the charter district's financial performance. Also, SB 1480 provides that the
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Commissioner's investigation of a charter district application for guarantee may include an evaluation of whether the
charter district bond security documents provide a security interest in real property pledged as collateral for the bond
and the repayment obligation under the proposed guarantee. The Commissioner may decline to approve the application
if the Commissioner determines that sufficient security is not provided. The Act and the CDBGP Rules previously
required the Commissioner to make an investigation of the accreditation status and certain financial criteria for a
charter district applying for a bond guarantee, which remain in place.

Since the initial authorization of the Charter District Bond Guarantee Program, the Act has established a bond
guarantee reserve fund in the State treasury (the “Charter District Reserve Fund). Formerly, the Act provided that
each charter district that has a bond guaranteed must annually remit to the Commissioner, for deposit in the Charter
District Reserve Fund, an amount equal to 10% of the savings to the charter district that is a result of the lower interest
rate on its bonds due to the guarantee by the PSF. SB 1480 modified the Act insofar as it pertains to the Charter District
Reserve Fund. Effective September 1, 2017, the Act provides that a charter district that has a bond guaranteed must
remit to the Commissioner, for deposit in the Charter District Reserve Fund, an amount equal to 20% of the savings
to the charter district that is a result of the lower interest rate on the bond due to the guarantee by the PSF. The amount
due shall be paid on receipt by the charter district of the bond proceeds. However, the deposit requirement will not
apply if the balance of the Charter District Reserve Fund is at least equal to 3.00% of the total amount of outstanding
guaranteed bonds issued by charter districts. As of October 31, 2020, the Charter District Reserve Fund contained
$43,875,326, which represented approximately 1.69% of the guaranteed charter district bonds. SB 1480 also
authorized the SBOE to manage the Charter District Reserve Fund in the same manner as it manages the PSF.
Previously, the Charter District Reserve Fund was held by the Comptroller, but effective April 1, 2018, the
management of the Reserve Fund was transferred to the PSF division of TEA, where it is held and invested as a non-
commingled fund under the administration of the PSF staff.

Charter District Risk Factors

Open-enrollment charter schools in the State may not charge tuition and, unlike school districts, charter
districts have no taxing power. Funding for charter district operations is largely from amounts appropriated by the
Legislature. The amount of such State payments a charter district receives is based on a variety of factors, including
the enrollment at the schools operated by a charter district. The overall amount of education aid provided by the State
for charter schools in any year is also subject to appropriation by the Legislature. The Legislature may base its
decisions about appropriations for charter schools on many factors, including the State's economic performance.
Further, because some public officials, their constituents, commentators and others have viewed charter schools as
controversial, political factors may also come to bear on charter school funding, and such factors are subject to change.

Other than credit support for charter district bonds that is provided to qualifying charter districts by the
Charter District Bond Guarantee Program, State funding for charter district facilities construction is limited to a
program established by the Legislature in 2017, which provides $60 million per year for eligible charter districts with
an acceptable performance rating for a variety of funding purposes, including for lease or purchase payments for
instructional facilities. Since State funding for charter facilities is so limited, charter schools generally issue revenue
bonds to fund facility construction and acquisition, or fund facilities from cash flows of the school. Some charter
districts have issued non-guaranteed debt in addition to debt guaranteed under the Charter District Bond Guarantee
Program, and such non-guaranteed debt is likely to be secured by a deed of trust covering all or part of the charter
district’s facilities. In March 2017, the TEA began requiring charter districts to provide the TEA with a lien against
charter district property as a condition to receiving a guarantee under the Charter District Bond Guarantee Program.
However, charter district bonds issued and guaranteed under the Charter District Bond Guarantee Program prior to
the implementation of the new requirement did not have the benefit of a security interest in real property, although
other existing debts of such charter districts that are not guaranteed under the Charter District Bond Guarantee Program
may be secured by real property that could be foreclosed on in the event of a bond default.

The maintenance of a State-granted charter is dependent upon on-going compliance with State law and TEA
regulations, and TEA monitors compliance with applicable standards. TEA has a broad range of enforcement and
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remedial actions that it can take as corrective measures, and such actions may include the loss of the State charter, the
appointment of a new board of directors to govern a charter district, the assignment of operations to another charter
operator, or, as a last resort, the dissolution of an open-enrollment charter school.

As described above, the Act includes a funding “intercept” function that applies to both the School District
Bond Guarantee Program and the Charter District Bond Guarantee Program. However, school districts are viewed as
the “educator of last resort” for students residing in the geographical territory of the district, which makes it unlikely
that State funding for those school districts would be discontinued, although the TEA can require the dissolution and
merger into another school district if necessary to ensure sound education and financial management of a school
district. That is not the case with a charter district, however, and open-enrollment charter schools in the State have
been dissolved by TEA from time to time. If a charter district that has bonds outstanding that are guaranteed by the
Charter District Bond Guarantee Program should be dissolved, debt service on guaranteed bonds of the district would
continue to be paid to bondholders in accordance with the Charter District Bond Guarantee Program, but there would
be no funding available for reimbursement of the PSF by the Comptroller for such payments. As described under “The
Charter District Bond Guarantee Program,” the Act establishes a Charter District Reserve Fund, which could in
the future be a significant reimbursement resource for the PSF.

Infectious Disease Outbreak

A respiratory disease named “2019 novel coronavirus” (“COVID-19) has recently spread to many parts of
the world, including Texas and elsewhere in the U.S. On March 13, 2020, the U.S. president declared a national
emergency and the Governor of Texas (the “Governor”) declared COVID-19 as a statewide public health disaster (the
“COVID-19 Declarations’). Subsequent actions by the Governor imposed temporary restrictions on certain businesses
and ordered all schools in the State to temporarily close. This situation is rapidly developing; for additional information
on these events in the State, reference is made to the website of the Governor, https://gov.texas.gov/, and, with respect
to public school events, the website of TEA, https://tea.texas.gov/texas-schools/safe-and-healthy-schools/coronavirus-
covid-19-support-and-guidance.

Potential Impact of COVID-19 in the State and Investment Markets

The anticipated continued spread of COVID-19, and measures taken to prevent or reduce its spread, have
adversely impacted State, national and global economic activities and, accordingly, materially adversely impacted the
financial condition and performance of the State. The continued spread of COVID-19, and measures taken to prevent
or reduce its spread, may also adversely affect the tax bases of school districts in the State, including districts that
have bonds that are guaranteed under the Guarantee Program.

As noted herein, the PSF investments are in diversified investment portfolios and it is expected that the Fund
will reflect the general performance returns of the markets in which it is invested. Stock values, crude oil prices and
other investment categories in the U.S. and globally in which the Fund is invested or which provide income to the
Fund, have seen significant volatility attributed to COVID-19 concerns, which could adversely affect the Fund's
values.

TEA Continuity of Operations

Since 2007, Texas Labor Code Section 412.054 has required each State agency to develop and submit to the
State Office of Risk Management an agency-level continuity of operations plan to keep the agency operational in case
of disruptions to production, finance, administration or other essential operations. Such plans may be implemented
during the occurrence or imminent threat of events such as extreme weather, natural disasters and infectious disease
outbreaks. TEA has adopted a continuity of operations plan, which provides for, among other measures and conditions,
steps to be taken to ensure performance of its essential missions and functions under such threats and conditions in
the event of a pandemic event. TEA annually conducts risk assessments and risk impact analysis that include stress
testing and availability analysis of system resources, including systems that enable TEA employees to work remotely,
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as is occurring as a result of the COVID-19 declarations. As noted above, under “The School District Bond Guarantee
Program,” the Guarantee Program is in significant part an intercept program whereby State funding for school districts
and charter districts reimburse the Fund for any guarantee payment from the Fund for a non-performing district. In
addition to the continuity of operations plan provisions noted above, the Fund maintains cash positions in its portfolios
that are intended to provide liquidity to the Fund for payments under the Guarantee Program pending reimbursement
of the Fund by the Comptroller. Fund management is of the view that its liquidity position, which changes from time
to time in light of then current circumstances, is sufficient for payment of claims made on the Guarantee Program.

Impact of COVID-19 on School Districts and Charter Districts

TEA cannot predict whether any school or charter district may experience short- or longer-term cash flow
emergencies as a direct or indirect effect of COVID-19 that would require a payment from the PSF to be made to a
paying agent for a guaranteed bond. Most school district bonds in the State are issued as fixed rate debt, with
semiannual payments in February and August. Taxes levied by school districts for payment of bonds are generally
collected by the end of January in each year. Consequently, scheduled bond payments for school districts for the 2020
calendar year have generally not been affected by COVID-19. TEA has issued guidance to school districts and charter
districts regarding a variety of matters pertaining to school operations in light of the on-going COVID-19 pandemic.
Certain aspects of TEA’s guidance include waivers pertaining to State funding provisions, local financial matters and
general operations. TEA has implemented “hold harmless” funding for school districts and charter districts for the last
12 weeks of school year 2019-2020 and during the first 12 weeks of the 2020-21 school year. Additional information
in this regard is available at the TEA website at https://tea.texas.gov/texas-schools/health-safety-
discipline/covid/coronavirus-covid-19-support-and-guidance.
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Ratings of Bonds Guaranteed Under the Guarantee Program
S&P Investors Service, S&P Global Ratings and Fitch Ratings rate bonds guaranteed by the PSF “Aaa,”
“AAA” and “AAA,” respectively. Not all districts apply for multiple ratings on their bonds, however. See “Ratings”
herein.

Valuation of the PSF and Guaranteed Bonds

Permanent School Fund Valuations

Fiscal Year

Ended 8/31 Book Value" Market Value)
2016 $30,128,037,903 $37,279,799,335
2017 31,870,581,428 41,438,672,573
2018 33,860,358,647 44,074,197,940
2019 35,288,344,219 46,464,447,981
2020® 36,642,000,738 46,764,059,745

() SLB managed assets are included in the market value and book value of the Fund. In determining the market value of the PSF
from time to time during a fiscal year, the TEA uses current, unaudited values for TEA managed investment portfolios and cash
held by the SLB. With respect to SLB managed assets shown in the table above, market values of land and mineral interests,
internally managed real estate, investments in externally managed real estate funds and cash are based upon information reported
to the PSF by the SLB. The SLB reports that information to the PSF on a quarterly basis. The valuation of such assets at any point
in time is dependent upon a variety of factors, including economic conditions in the State and nation in general, and the values of
these assets, and, in particular, the valuation of mineral holdings administered by the SLB, can be volatile and subject to material
changes from period to period.

@ At August 31, 2020, mineral assets, sovereign and other lands and internally managed discretionary real estate, external
discretionary real estate investments, domestic equities, and cash managed by the SLB had book values of approximately $13.4
million, $200.4 million, $4,255.4 million, $7.5 million, and $333.8 million, respectively, and market values of approximately
$2,115.4 million, $628.1 million, $3,824.2 million, $0.9 million, and $333.8 million, respectively. At October 31, 2020, the PSF
had a book value of $37,040,181,304 and a market value of $46,902,584,511. October 31, 2020 values are based on unaudited data,
which is subject to adjustment.

Permanent School Fund Guaranteed Bonds

At 8/31 Principal Amount()
2016 $68,303,328,445
2017 74,266,090,023
2018 79,080,901,069
2019 84,397,900,203
2020 90,336,680,245?

() Represents original principal amount; does not reflect any subsequent accretions in value for compound interest bonds (zero
coupon securities). The amount shown excludes bonds that have been refunded and released from the Guarantee Program. The
TEA does not maintain records of the accreted value of capital appreciation bonds that are guaranteed under the Guarantee Program.
@ As of August 31, 2020 (the most recent date for which such data is available), the TEA expected that the principal and interest
to be paid by school districts and charter districts over the remaining life of the bonds guaranteed by the Guarantee Program was
$139,992,934,246, of which $49,656,254,001 represents interest to be paid. As shown in the table above, at August 31, 2020, there
were $90,336,680,245 in principal amount of bonds guaranteed under the Guarantee Program. Using the IRS Limit of
$117,318,653,038 (the IRS Limit is currently the lower of the two federal and State capacity limits of Program capacity), net of the
Program’s 5% reserve, as of October 31, 2020, 94.88% of Program capacity was available to the School District Bond Guarantee
Program and 5.12% was available to the Charter District Bond Guarantee Program.
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Permanent School Fund Guaranteed Bonds by Category"

School District Bonds Charter District Bonds Totals

Fiscal

Year
Ended No. of Principal No. of Principal Amount  No. of Principal
8/31 Issues Amount Issues Issues Amount
2016 3,244 $67,342,303,445 35 $961,025,000 3,279 $68,303,328,445
2017 3,253 72,884,480,023 40 1,381,610,000 3,293 74,266,090,023
2018 3,249 77,647,966,069 44 1,432,935,000 3,293 79,080,901,069
2019 3,297 82,537,755,203 49 1,860,145,000 3,346 84,397,900,203
2020@ 3,296 87,800,478,245 64 2,536,202,000 3,360 90,336,680,245

() Represents original principal amount; does not reflect any subsequent accretions in value for compound interest bonds (zero
coupon securities). The amount shown excludes bonds that have been refunded and released from the Guarantee Program.

(2) At October 31, 2020 (based on unaudited data, which is subject to adjustment), there were $91,697,104,332 of bonds guaranteed
under the Guarantee Program, representing 3,340 school district issues, aggregating $89,106,892,332 in principal amount and 65
charter district issues, aggregating $2,590,212,000 in principal amount. At October 31, 2020, the capacity allocation of the Charter
District Bond Guarantee Program was $5,702,716,863 (based on unaudited data, which is subject to adjustment).

Discussion and Analysis Pertaining to Fiscal Year Ended August 31, 2018

The following discussion is derived from the Annual Report for the year ended August 31, 2020, including
the Message of the Executive Administrator of the Fund and the Management’s Discussion and Analysis contained
therein. Reference is made to the Annual Report, as filed with the MSRB, for the complete Message and MD&A.
Investment assets managed by the fifteen member SBOE are referred to throughout this MD&A as the PSF(SBOE)
and, with respect to the liquidity account, Liquid(SBOE) assets. As of August 31, 2020, the Fund’s land, mineral rights
and certain real assets are managed by the five-member SLB and these assets are referred to throughout as the
PSF(SLB) assets. The current PSF(SBOE) asset allocation policy includes an allocation for real estate investments,
and as such investments are made, and become a part of the PSF(SBOE) investment portfolio, those investments will
be managed by the SBOE and not the SLB.

At the end of fiscal 2020, the Fund balance was $46.7 billion, an increase of $0.2 billion from the prior year.
This increase is primarily due to overall increases in value of all asset classes in which the Fund has invested and
restatements of fund balance. During the year, the SBOE updated the long-term strategic asset allocation, diversifying
the PSF(SBOE) to strengthen the Fund, and initiated the strategic asset allocation for the Liquid(SBOE). The asset
allocation is projected to increase returns over the long run while reducing risk and portfolio return volatility. The
PSF(SBOE) annual rates of return for the one-year, five-year, and ten-year periods ending August 31, 2020, net of
fees, were 7.50%, 7.55% and 8.19%, respectively, and the Liquid(SBOE) annual rate of return for the one year period
ending August 31, 2020, net of fees, was 2.35% (total return takes into consideration the change in the market value
of the Fund during the year as well as the interest and dividend income generated by the Fund’s investments). In
addition, the SLB continued its shift into externally managed real asset investment funds, and the one-year, five-year,
and ten-year annualized total returns for the PSF(SLB) externally managed real assets, net of fees and including cash,
were -12.27%, 2.49%, and 5.15%, respectively.

The market value of the Fund’s assets is directly impacted by the performance of the various financial markets
in which the assets are invested. The most important factors affecting investment performance are the asset allocation
decisions made by the SBOE and SLB. The current SBOE long term asset allocation policy allows for diversification
of the PSF(SBOE) portfolio into alternative asset classes whose returns are not as positively correlated as traditional
asset classes. The implementation of the long term asset allocation will occur over several fiscal years and is expected
to provide incremental total return at reduced risk. As of August 31, 2020, the PSF(SBOE) portion of the Fund had
diversified into emerging market and large cap international equities, absolute return funds, real estate, private equity,
risk parity, real return Treasury Inflation-Protected Securities, U.S. Treasury Securities, real return commodities, and
emerging market debt.
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As of August 31, 2020, the SBOE has approved and the Fund made capital commitments to externally
managed real estate investment funds in a total amount of $5.7 billion and capital commitments to private equity
limited partnerships for a total of $7.5 billion. Unfunded commitments at August 31, 2020, totaled $2.0 billion in real
estate investments and $2.4 billion in private equity investments.

The PSF(SLB) portfolio is generally characterized by three broad categories: (1) discretionary real assets
investments, (2) sovereign and other lands, and (3) mineral interests. Discretionary real assets investments consist of
externally managed real estate, infrastructure, and energy/minerals investment funds; internally managed direct real
estate investments, and cash. Sovereign and other lands consist primarily of the lands set aside to the PSF when it was
created. Mineral interests consist of all of the minerals that are associated with PSF lands. The investment focus of
PSF(SLB) discretionary real assets investments has shifted from internally managed direct real estate investments to
externally managed real assets investment funds. The PSF(SLB) makes investments in certain limited partnerships
that legally commit it to possible future capital contributions. At August 31, 2020, the remaining commitments totaled
approximately $2.73 billion.

The PSF(SBOE)’s investment in domestic large cap, domestic small/mid cap, international large cap, and
emerging market equity securities experienced returns, net of fees, of 22.37%, 3.44%, 8.80%, and 15.84%,
respectively, during the fiscal year ended August 31, 2020. The PSF(SBOE)’s investment in domestic fixed income
securities produced a return of 5.50% during the fiscal year and absolute return investments yielded a return of 4.43%.
The PSF(SBOE) real estate and private equity investments returned 2.93% and 4.63%, respectively. Risk parity assets
produced a return of 2.41%, while real return assets yielded 3.33%. Emerging market debt produced a return of 1.67%.
Combined, all PSF(SBOE) asset classes produced an investment return, net of fees, of 7.50% for the fiscal year ended
August 31, 2020, under-performing the benchmark index of 8.54% by approximately 104 basis points. The
Liquid(SBOE) investment in Short Term Fixed Income yielded 2.78% and Cash Reserves yielded 1.62%. Combined,
Liquid(SBOE) asset classes produced an investment return, net of fees, of 2.35%, out-performing the benchmark index
of 2.04% by approximately 31 basis points. All PSF(SLB) externally managed investments (including cash) returned
-12.27% net of fees for the fiscal year ending August 31, 2020.

For fiscal year 2020, total revenues, inclusive of unrealized gains and losses and net of security lending
rebates and fees, totaled $2.0 billion, a decrease of $1.7 billion from fiscal year 2019 earnings of $3.7 billion. This
decrease reflects the performance of the securities markets in which the Fund was invested in fiscal year 2020. In
fiscal year 2020, revenues earned by the Fund included lease payments, bonuses and royalty income received from
oil, gas and mineral leases; lease payments from commercial real estate; surface lease and easement revenues; revenues
from the resale of natural and liquid gas supplies; dividends, interest, and securities lending revenues; the net change
in the fair value of the investment portfolio; and, other miscellaneous fees and income.

Expenditures are paid from the Fund before distributions are made under the total return formula. Such
expenditures include the costs incurred by the SLB to manage the land endowment, as well as operational costs of the
Fund, including external management fees paid from appropriated funds. Total operating expenditures, net of security
lending rebates and fees, decreased 5.6% for the fiscal year ending August 31, 2020. This decrease is primarily
attributable to a decrease in PSF(SLB) quantities of purchased gas for resale in the State Energy Management Program,
which is administered by the SLB as part of the Fund.

The Fund supports the public school system in the State by distributing a predetermined percentage of its
asset value to the ASF. For fiscal years 2019 and 2020, the distribution from the SBOE to the ASF totaled $1.2 billion
and $1.1 billion, respectively. Distributions from the SLB to the ASF for fiscal years 2019 and 2020 totaled $300 and
$600 million, respectively.
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At the end of the 2020 fiscal year, PSF assets guaranteed $90.3 billion in bonds issued by 872 local school
districts and charter districts, the latter of which entered into the Program during the 2014 fiscal year. Since its
inception in 1983, the Fund has guaranteed 7,789 school district and charter district bond issues totaling $202.1 billion
in principal amount. During the 2020 fiscal year, the number of outstanding issues guaranteed under the Guarantee
Program totaled 3,360. The dollar amount of guaranteed school and charter bond issues outstanding increased by $5.9
billion or 7.0%. The State Capacity Limit increased by $4.7 billion, or 3.8%, during fiscal year 2020 due to continued
growth in the cost basis of the Fund used to calculate that Program capacity limit. The effective capacity of the Program
did not increase during fiscal year 2020 as the IRS Limit was reached in a prior fiscal year, and it is the lower of the
two State and federal capacity limits for the Program.

2011 and 2019 Constitutional Amendments

On November 8, 2011, a referendum was held in the State as a result of legislation enacted that year that
proposed amendments to various sections of the Texas Constitution pertaining to the PSF. At that referendum, voters
of State approved non-substantive changes to the Texas Constitution to clarify references to the Fund, and, in addition,
approved amendments that effected an increase to the base amount used in calculating the Distribution Rate from the
Fund to the ASF, and authorized the SLB to make direct transfers to the ASF, as described below.

The amendments approved at the referendum included an increase to the base used to calculate the
Distribution Rate by adding to the calculation base certain discretionary real assets and cash in the Fund that is
managed by entities other than the SBOE (at present, by the SLB). The value of those assets were already included in
the value of the Fund for purposes of the Guarantee Program, but prior to the amendment had not been included in the
calculation base for purposes of making transfers from the Fund to the ASF. While the amendment provided for an
increase in the base for the calculation of approximately $2 billion, no new resources were provided for deposit to the
Fund. As described under “The Total Return Constitutional Amendment” the SBOE is prevented from approving a
Distribution Rate or making a pay out from the Fund if the amount distributed would exceed 6% of the average of the
market value of the Fund, excluding real property in the Fund, but including discretionary real asset investments on
the last day of each of the sixteen State fiscal quarters preceding the Regular Session of the Legislature that begins
before that State fiscal biennium or if such pay out would exceed the Ten Year Total Return.

If there are no reductions in the percentage established biennially by the SBOE to be the Distribution Rate,
the impact of the increase in the base against which the Distribution Rate is applied will be an increase in the
distributions from the PSF to the ASF. As a result, going forward, it may be necessary for the SBOE to reduce the
Distribution Rate in order to preserve the corpus of the Fund in accordance with its management objective of
preserving intergenerational equity.

The Distribution Rates for the Fund were set at 3.5%, 2.5%, 4.2%, 3.3%, 3.5% and 3.7% for each of two year
periods 2008-2009, 2010-2011, 2012-2013, 2014-2015, 2016-2017 and 2018-2019, respectively. In November 2018,
the SBOE approved a 2.974% Distribution Rate equating to $2.2 billion for State fiscal biennium 2020-2021, with the
transfers to be made in equal monthly increments of $92.2 million. In making the 2020-2021 biennium distribution
decision, the SBOE took into account a commitment of the SLB to transfer $10 million to the PSF in fiscal year 2020
and $45 million in fiscal year 2021. In September 2020, the SBOE approved a special, one-time transfer of $300
million from the portion of the PSF managed by the SBOE to the Real Estate Special Fund Account of the PSF
managed by the SLB, which amount is to be transferred to the ASF by the SLB in fiscal year 2021. In approving the
special transfer, the SBOE determined that the transfer was in the best interest of the PSF due to the historic nature of
the public health and economic circumstances resulting from the COVID-19 pandemic and its impact on the school
children of Texas. In November 2020, the SBOE approved a projected $3.4 billion distribution to the ASF for State
fiscal biennium 2022-2023. The biennial distribution determined by the SBOE in November 2020 represents a 4.18%
Distribution Rate for the 2022-2023 biennium. As in prior biennia, the direct PSF distributions to the ASF will be
made in equal monthly increments. In making its determination of the 2022-2023 Distribution Rate, the SBOE took
into account the announced planned distribution to the ASF by the GLO of $875 million for the biennium.

Changes in the Distribution Rate for each biennial period have been based on a number of financial and
political reasons, as well as commitments made by the SLB in some years to transfer certain sums to the ASF. The
new calculation base described above has been used to determine all payments to the ASF from the Fund beginning
with the 2012-13 biennium. The broader base for the Distribution Rate calculation could increase transfers from the
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PSF to the ASF, although the effect of the broader calculation base has been somewhat offset since the 2014-2015
biennium by the establishment by the SBOE of somewhat lower Distribution Rates than for the 2012-2013 biennium.
In addition, the changes made by the amendment that increased the calculation base that could affect the corpus of the
Fund include the decisions that are made by the SLB or others that are, or may in the future be, authorized to make
transfers of funds from the PSF to the ASF.

The constitutional amendments approved on November 8, 2011 also provided authority to the GLO or
another entity (described in statute as the School Land Board, Chapter 32, Natural Resources Code) that has
responsibility for the management of revenues derived from land or other properties of the PSF to determine whether
to transfer an amount each year to the ASF from the revenue derived during the current year from such land or
properties. Prior to November 2019, the amount authorized to be transferred to the ASF from the GLO or SLB was
limited to $300 million per year. On November 5, 2019, a constitutional amendment was approved by State voters
that increased the maximum transfer to the ASF to $600 million each year from the revenue derived during that year
from the PSF from the GLO or SLB, the SBOE or another entity to the extent such entity has the responsibility for the
management of revenues derived from such land or other properties. Any amount transferred to the ASF pursuant to
this constitutional provision is excluded from the 6% Distribution Rate limitation applicable to SBOE transfers.
Additionally, in making its determination of the amount to distribute to the ASF, the SBOE takes into account
information available to it regarding the planned annual distribution to be made to the ASF by the GLO.

Other Events and Disclosures

The State Investment Ethics Code governs the ethics and disclosure requirements for financial advisors and
other service providers who advise certain State governmental entities, including the PSF. In accordance with the
provisions of the State Investment Ethics Code, the SBOE periodically modifies its code of ethics, which occurred
most recently in April 2018. The SBOE code of ethics includes prohibitions on sharing confidential information,
avoiding conflict of interests and requiring disclosure filings with respect to contributions made or received in
connection with the operation or management of the Fund. The code of ethics applies to members of the SBOE as
well as to persons who are responsible by contract or by virtue of being a TEA PSF staff member for managing,
investing, executing brokerage transactions, providing consultant services, or acting as a custodian of the PSF, and
persons who provide investment and management advice to a member of the SBOE, with or without compensation
under certain circumstances. The code of ethics is codified in the Texas Administrative Code at 19 TAC sections 33.5
et seq., and is available on the TEA web site at ttp://ritter.tea.state.tx.us/rules/tac/chapter033/ch033a.html#33.5.

In addition, the GLO has established processes and controls over its administration of real estate transactions
and is subject to provisions of the Texas Natural Resources Code and its own internal procedures in administering real
estate transactions for assets it manages for the Fund.

In the 2011 legislative session, the Legislature approved an increase of 31 positions in the full-time equivalent
employees for the administration of the Fund, which was funded as part of an $18 million appropriation for each year
of the 2012-13 biennium, in addition to the operational appropriation of $11 million for each year of the biennium.
The TEA has begun increasing the PSF administrative staff in accordance with the 2011 legislative appropriation, and
the TEA received an appropriation of $30.2 million for the administration of the PSF for fiscal years 2016 and 2017,
respectively, and $30.4 million for each of the fiscal years 2018 and 2019.

As of August 31, 2020, certain lawsuits were pending against the State and/or the GLO, which challenge the
Fund’s title to certain real property and/or past or future mineral income from that property, and other litigation arising
in the normal course of the investment activities of the PSF. Reference is made to the Annual Report, when filed, for
a description of such lawsuits that are pending, which may represent contingent liabilities of the Fund.

PSF Continuing Disclosure Undertaking

The SBOE has adopted an investment policy rule (the “TEA Rule”) pertaining to the PSF and the Guarantee
Program. The TEA Rule is codified in Section I of the TEA Investment Procedure Manual, which relates to the
Guarantee Program and is posted to the TEA web site at
http://tea.texas.gov/Finance_and Grants/Texas Permanent School Fund/Texas Permanent School Fund Disclosu
re Statement - Bond Guarantee Program/. The most recent amendment to the TEA Rule was adopted by the SBOE
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on February 1, 2019, and is summarized below. Through the adoption of the TEA Rule and its commitment to
guarantee bonds, the SBOE has made the following agreement for the benefit of the issuers, holders and beneficial
owners of guaranteed bonds. The TEA (or its successor with respect to the management of the Guarantee Program) is
required to observe the agreement for so long as it remains an “obligated person,” within the meaning of Rule 15¢2-
12, with respect to guaranteed bonds. Nothing in the TEA Rule obligates the TEA to make any filings or disclosures
with respect to guaranteed bonds, as the obligations of the TEA under the TEA Rule pertain solely to the Guarantee
Program. The issuer or an “obligated person” of the guaranteed bonds has assumed the applicable obligation under
Rule 15¢2-12 to make all disclosures and filings relating directly to guaranteed bonds, and the TEA takes no
responsibility with respect to such undertakings. Under the TEA agreement, the TEA will be obligated to provide
annually certain updated financial information and operating data, and timely notice of specified material events, to
the MSRB.

The MSRB has established the Electronic Municipal Market Access (“EMMA”) system, and the TEA is
required to file its continuing disclosure information using the EMMA system. Investors may access continuing
disclosure information filed with the MSRB at www.emma.msrb.org, and the continuing disclosure filings of the TEA
with respect to the PSF can be found at https://emma.msrb.org/IssueView/Details/ER355077 or by searching for
“Texas Permanent School Fund Bond Guarantee Program” on EMMA.

Annual Reports

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

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

The Fund is reported by the State of Texas as a permanent fund and accounted for on a current financial
resources measurement focus and the modified accrual basis of accounting. Measurement focus refers to the definition
of the resource flows measured. Under the modified accrual basis of accounting, all revenues reported are recognized
based on the criteria of availability and measurability. Assets are defined as available if they are in the form of cash
or can be converted into cash within 60 days to be usable for payment of current liabilities. Amounts are defined as
measurable if they can be estimated or otherwise determined. Expenditures are recognized when the related fund
liability is incurred.

The State’s current fiscal year end is August 31. Accordingly, the TEA must provide updated information by
the last day of February in each year, unless the State changes its fiscal year. If the State changes its fiscal year, the
TEA will notify the MSRB of the change.

Event Notices

The TEA will also provide timely notices of certain events to the MSRB. Such notices will be provided not
more than ten business days after the occurrence of the event. The TEA will provide notice of any of the following
events with respect to the Guarantee Program: (1) principal and interest payment delinquencies; (2) non-payment
related defaults, if such event is material within the meaning of the federal securities laws; (3) unscheduled draws on
debt service reserves reflecting financial difficulties; (4) unscheduled draws on credit enhancements reflecting
financial difficulties; (5) substitution of credit or liquidity providers, or their failure to perform; (6) adverse tax
opinions, the issuance by the IRS of proposed or final determinations of taxability, Notices of Proposed Issue (IRS
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Form 5701-TEB), or other material notices or determinations with respect to the tax-exempt status of the Guarantee
Program, or other material events affecting the tax status of the Guarantee Program; (7) modifications to rights of
holders of bonds guaranteed by the Guarantee Program, if such event is material within the meaning of the federal
securities laws; (8) bond calls, if such event is material within the meaning of the federal securities laws, and tender
offers; (9) defeasances; (10) release, substitution, or sale of property securing repayment of bonds guaranteed by the
Guarantee Program, if such event is material within the meaning of the federal securities laws; (11) rating changes;
(12) bankruptcy, insolvency, receivership, or similar event of the Guarantee Program (which is considered to occur
when any of the following occur: the appointment of a receiver, fiscal agent, or similar officer for the Guarantee
Program in a proceeding under the United States Bankruptcy Code or in any other proceeding under state or federal
law in which a court or governmental authority has assumed jurisdiction over substantially all of the assets or business
of the Guarantee Program, or if such jurisdiction has been assumed by leaving the existing governing body and
officials or officers in possession but subject to the supervision and orders of a court or governmental authority, or the
entry of an order confirming a plan of reorganization, arrangement, or liquidation by a court or governmental authority
having supervision or jurisdiction over substantially all of the assets or business of the Guarantee Program); (13) the
consummation of a merger, consolidation, or acquisition involving the Guarantee Program or the sale of all or
substantially all of its assets, other than in the ordinary course of business, the entry into a definitive agreement to
undertake such an action or the termination of a definitive agreement relating to any such actions, other than pursuant
to its terms, if material; (14) the appointment of a successor or additional trustee with respect to the Guarantee Program
or the change of name of a trustee, if such event is material within the meaning of the federal securities laws; (15) the
incurrence of a financial obligation of the Guarantee Program, if material, or agreement to covenants, events of default,
remedies, priority rights, or other similar terms of a financial obligation of the Program, any of which affect security
holders, if material; and (16) default, event of acceleration, termination event, modification of terms, or other similar
events under the terms of a financial obligation of the Guarantee Program, any of which reflect financial difficulties.
(Neither the Act nor any other law, regulation or instrument pertaining to the Guarantee Program make any provision
with respect to the Guarantee Program for bond calls, debt service reserves, credit enhancement, liquidity
enhancement, early redemption or the appointment of a trustee with respect to the Guarantee Program.) In addition,
the TEA will provide timely notice of any failure by the TEA to provide information, data, or financial statements in
accordance with its agreement described above under “Annual Reports.”

Availability of Information

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

Limitations and Amendments

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

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

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

Compliance with Prior Undertakings

During the last five years, the TEA has not failed to substantially comply with its previous continuing
disclosure agreements in accordance with Rule 15¢2-12.

SEC Exemptive Relief

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

BOOK-ENTRY ONLY SYSTEM

The information in this section concerning DTC and DTC’s book entry-only system has been obtained
from DTC. The Issuer, Harmony, the Bond Trustee, the Master Trustee, and Underwriters take no responsibility
for the accuracy thereof.

DTC will act as securities depository for the Bonds. The Bonds will be issued as fully-registered securities
registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an
authorized representative of DTC. One fully-registered Bond certificate will be issued for each maturity of the
Bonds, each in the aggregate principal amount of such maturity, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the
New York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member
of the Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial
Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act
of 1934. DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues,
corporate and municipal debt issues, and money market instruments (from over 100 countries) that DTC’s
participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities, through electronic computerized book-
entry transfers and pledges between Direct Participants’ accounts. This eliminates the need for physical movement
of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks,
trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of The
Depository Trust & Clearing Corporation (“D7TCC”). DTCC is the holding company for DTC, National Securities
Clearing Corporation and Fixed Income Clearing Corporation, all of which are registered clearing agencies. DTCC
is owned by the users of its regulated subsidiaries. Access to the DTC system is also available to others such as both
U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing corporations that clear
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect
Participants”). DTC has a Standard & Poor’s rating of AA+. The DTC Rules applicable to its Participants are on
file with the Securities and Exchange Commission. More information about DTC can be found at www.dtcc.com.
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Purchases of Bonds under the DTC system must be made by or through Direct Participants, which will
receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser of each Bond
(“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners
will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however, expected to
receive written confirmations providing details of the transaction, as well as periodic statements of their holdings,
from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers
of ownership interests in the Bonds are to be accomplished by entries made on the books of Direct and Indirect
Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their
ownership interests in Bonds, except in the event that use of the book-entry system for the Bonds is discontinued.

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in
the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an authorized
representative of DTC. The deposit of Bonds with DTC and their registration in the name of Cede & Co. or such
other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual
Beneficial Owners of the Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts
such Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will
remain responsible for keeping account of their holdings on behalf of their customers. Conveyance of notices and
other communications by DTC to Direct Participants, by Direct Participants to Indirect Participants, and by Direct
Participants and Indirect Participants to Beneficial Owners will be governed by arrangements among them, subject
to any statutory or regulatory requirements as may be in effect from time to time. Beneficial Owners of Bonds may
wish to take certain steps to augment the transmission to them of notices of significant events with respect to the
Bonds, such as redemptions, tenders, defaults, and proposed amendments to the Bond documents. For example,
Beneficial Owners of Bonds may wish to ascertain that the nominee holding the Bonds for their benefit has agreed
to obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their
names and addresses to the registrar and request that copies of notices be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds within a maturity are being redeemed,
DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such maturity to be
redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Bonds
unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its usual procedures,
DTC mails an Omnibus Proxy to the Issuer as soon as possible after the record date. The Omnibus Proxy assigns
Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts Bonds are credited on the
record date (identified in a listing attached to the Omnibus Proxy).

All payments on the Bonds will be made to Cede & Co., or such other nominee as may be requested by an
authorized representative of DTC. DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of
funds and corresponding detail information from the Issuer or the Bond Trustee, on payable date in accordance with
their respective holdings shown on DTC’s records. Payments by Participants to Beneficial Owners will be governed
by standing instructions and customary practices, as is the case with Bonds held for the accounts of customers in
bearer form or registered in “street name,” and will be the responsibility of such Participant and not of DTC, the
Bond Trustee, or the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to
time. Payment of principal, interest and redemption proceeds to Cede & Co. (or such other nominee as may be
requested by an authorized representative of DTC) is the responsibility of the Issuer or the Bond Trustee,
disbursement of such payments to Direct Participants will be the responsibility of DTC, and disbursement of such
payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as depository with respect to the Bonds at any time by giving
reasonable notice to the Issuer or the Bond Trustee. Under such circumstances, in the event that a successor
depository is not obtained, Bond certificates are required to be printed and delivered.

The Issuer may decide to discontinue use of the system of book-entry-only transfers through DTC (or a
successor securities depository). In that event, Bond certificates will be printed and delivered.

THE INFORMATION IN THIS SECTION CONCERNING DTC AND THE DTC BOOK-ENTRY
SYSTEM HAS BEEN PROVIDED BY DTC. THE ISSUER, HARMONY, THE BOND TRUSTEE, THE
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MASTER TRUSTEE AND THE UNDERWRITERS BELIEVE SUCH INFORMATION TO BE RELIABLE,
BUT TAKE NO RESPONSIBILITY FOR THE ACCURACY THEREOF. NO REPRESENTATION IS MADE
BY ANY SUCH PARTY AS TO THE ACCURACY OR ADEQUACY OF SUCH INFORMATION OR AS TO
THE ABSENCE OF MATERIAL ADVERSE CHANGES IN SUCH INFORMATION SUBSEQUENT TO THE
DATE HEREOF.

[Remainder of page intentionally left blank]
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LEGAL MATTERS
General

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

Bond Counsel was not requested to participate and did not take part in the preparation of this Official
Statement, and such firm has not assumed any responsibility with respect thereto or undertaken independently to
verify any of the information contained therein, except that, in its capacity as Bond Counsel, such firm has reviewed
the information appearing in this Official Statement under the captions “THE BONDS,” “SECURITY FOR THE
BONDS,” “CONTINUING DISCLOSURE AGREEMENT” (except for the subsection “Compliance with Prior
Undertakings”), “APPENDIX E - FORM OF CONTINUING DISCLOSURE AGREEMENT,” and
“APPENDIX F — FINAL FORM OF THE MASTER INDENTURE AND SUBSTANTIALLY FINAL FORM
OF THE SUPPLEMENTAL MASTER INDENTURE,” “APPENDIX G — SUBSTANTIALLY FINAL FORM
OF THE BOND INDENTURE,” “APPENDIX H - SUBSTANTIALLY FINAL FORM OF THE LOAN
AGREEMENT,” and Bond Counsel is of the opinion that the statements and information contained therein fairly
and accurately reflect the provisions of the Bond Documents (as defined in the Loan Agreement). Further, Bond
Counsel has reviewed the statements and information contained in this Official Statement under the captions and
sub-captions “STATE FUNDING FOR TRADITIONAL SCHOOL DISTRICTS,” “STATE OPEN-
ENROLLMENT CHARTER SCHOOL FUNDING,” “CURRENT LITIGATION RELATED TO THE
TEXAS PUBLIC SCHOOL FINANCE SYSTEM,” “LEGAL MATTERS,” “TAX MATTERS FOR THE
BONDS,” and “APPENDIX A — SUMMARY OF CERTAIN PROVISIONS OF TEXAS CHARTER
SCHOOL LAW” and Bond Counsel is of the opinion that the statements and information contained therein are
correct as to matters of law. The legal fee to be paid Bond Counsel for services rendered in connection with the
issuance of the Bonds is contingent upon the sale and delivery of the Bonds. Certain legal matters will be passed
upon for the Underwriters by their counsel, Orrick, Herrington & Sutcliffe LLP, Houston, Texas, whose legal fee
for services rendered is contingent upon the sale and delivery of the Bonds.

Certain legal matters will be passed upon by Locke Lord LLP, Texas, as counsel to the Issuer, and by
Orrick, Herrington & Sutcliffe LLP, Houston, Texas, as counsel to the Underwriters.

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

Pending and Threatened Litigation
No Proceedings Against Harmony

In connection with the issuance of the Bonds, Harmony will deliver a certificate or certificates which will
state that, as of the date of issuance of the Bonds, there is no action, suit, proceeding, inquiry or investigation at law
or in equity before or by any court, public board or body pending or, to the best of its knowledge, threatened against
or affecting Harmony, wherein an unfavorable decision, ruling or finding would adversely affect the transactions
contemplated by the Loan Agreement, the Master Indenture, the Bond Indenture, the bond purchase agreement
(referred to in “MISCELLANEOUS — Underwriting”) or this Official Statement, or the validity and enforceability
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of the Loan Agreement, the Bond Indenture, the Master Indenture, the bond purchase agreement, the Bonds, the
Series 2021 Master Notes or the operations (financial, operational or otherwise) of Harmony.

No Proceedings Against the Issuer

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

TAX MATTERS FOR THE BONDS

Series 2021A Bonds

This section relates only to the Series 2021 A Bonds (the “Tax-Exempt Bonds”). The foregoing discussion of
certain United States federal income tax consequences is provided for general information only and is not tax advice.
Accordingly, each investor should consult its own tax advisor as to particular tax consequences to it of purchasing,
owning, and disposing of the Tax-Exempt Bonds, including the applicability and effect of any state, local, or foreign
tax laws, and of any proposed changes in applicable laws. For a discussion of the tax consequences relating to the
Series 2021B Bonds, see “TAX MATTERS — Series 2021B Bonds” herein.

Opinion of Bond Counsel. In the opinion of Bond Counsel, under current law, interest on the Tax-Exempt
Bonds (a) is not included in gross income for federal income tax purposes, and (b) is not an item of tax preference for
purposes of the federal alternative minimum income tax. No other opinion is expressed by Bond Counsel regarding
the tax consequences of the ownership of or the receipt or accrual of interest on the Tax-Exempt Bonds.

Bond Counsel’s opinion with respect to the Tax-Exempt Bonds are given in reliance upon certifications by
representatives of the Issuer, Harmony, and HEF as to certain facts relevant to both the opinions and requirements of
the Internal Revenue Code of 1986, as amended (the “Code”), and are subject to the condition that there is compliance
subsequent to the issuance of the Tax-Exempt Bonds with all requirements of the Code that must be satisfied in order
for interest thereon to remain excludable from gross income for federal income tax purposes. The Issuer, Harmony,
and HEF have covenanted to comply with the current provisions of the Code regarding, among other matters, the use,
expenditure and investment of the proceeds of the Tax-Exempt Bonds and the timely payment to the United States of
any arbitrage rebate amounts with respect to the Tax-Exempt Bonds. Failure by the Issuer, Harmony, or HEF to
comply with such covenants, among other things, could cause interest on the Tax-Exempt Bonds to be included in
gross income for federal income tax purposes retroactively to their date of issue.

Customary practice in the giving of legal opinions includes not detailing in the opinion all the assumptions,
limitations and exclusions that are a part of the conclusions therein. See “Statement on the Role of Customary Practice
in the Preparation and Understanding of Third-Party Legal Opinions”, 63 Bus. Law. 1277 (2008) and “Legal Opinion
Principles”, 53 Bus. Law. 831 (May 1998). Purchasers of the Tax-Exempt Bonds should seek advice or counsel
concerning such matters as they deem prudent in connection with their purchase of Tax-Exempt Bonds.

Bond Counsel’s opinions represent its legal judgment based in part upon the representations and covenants
referenced therein and its review of current law, but are not a guarantee of result or binding on the Internal Revenue
Service (the “Service”) or the courts. Bond Counsel assumes no duty to update or supplement its opinions to reflect
any facts or circumstances that may come to Bond Counsel’s attention after the date of its opinions or to reflect any
changes in law or the interpretation thereof that may occur or become effective after such dates.

Other Tax Matters. The Tax-Exempt Bonds will not be designated as qualified tax-exempt obligations under
Section 265(b) of the Code.
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In addition to the matters addressed above, prospective purchasers of the Tax-Exempt Bonds should be aware
that the ownership of tax-exempt obligations may result in collateral federal income tax consequences to certain
taxpayers, including without limitation financial institutions, property and casualty insurance companies, S
corporations, foreign corporations subject to the branch profits tax, recipients of Social Security or Railroad
Retirement benefits and taxpayers who may be deemed to have incurred or continued indebtedness to purchase or
carry tax-exempt obligations. Prospective purchasers of the Tax-Exempt Bonds should consult their tax advisors as
to the applicability and impact of such consequences.

Prospective purchasers of the Tax-Exempt Bonds should consult their own tax advisors as to the status of
interest on the Tax-Exempt Bonds under the tax laws of any state, local, or foreign jurisdiction.

The Service has a program to audit state and local government obligations to determine whether the interest
thereon is includible in gross income for federal income tax purposes. If the Service does audit the Tax-Exempt
Bonds, under current Service procedures, the Service will treat the Issuer as the taxpayer and the owners of the Tax-
Exempt Bonds will have only limited rights, if any, to participate.

There are many events that could affect the value and liquidity or marketability of the Tax-Exempt Bonds
after their issuance, including but not limited to public knowledge of an audit of the Tax-Exempt Bonds by the Service,
a general change in interest rates for comparable securities, a change in federal or state income tax rates, federal or
state legislative or regulatory proposals affecting state and local government securities and changes in judicial
interpretation of existing law. In addition, certain tax considerations relevant to owners of Tax-Exempt Bonds who
purchase Tax-Exempt Bonds after their issuance may be different from those relevant to purchasers upon issuance.
Neither the opinion of Bond Counsel nor this Official Statement purports to address the likelihood or effect of any
such potential events or such other tax considerations and purchasers of the Tax-Exempt Bonds should seek advice
concerning such matters as they deem prudent in connection with their purchase of Tax-Exempt Bonds.

Original Issue Discount. Some of the Tax-Exempt Bonds may be sold at initial sale prices that are less than
their respective stated redemption prices payable at maturity (collectively, the “Discount Tax-Exempt Bonds™). The
excess of (i) the stated redemption price at maturity of each maturity of the Discount Tax-Exempt Bonds, over (ii) the
initial offering price to the public (excluding bond houses and brokers) at which a substantial amount of each maturity
of the Discount Tax-Exempt Bonds are sold will constitute original issue discount. Original issue discount will accrue
for federal income tax purposes on a constant-yield-to-maturity method based on regular compounding; and a holder’s
basis in such a Tax-Exempt Bond will be increased by the amount of original issue discount treated for federal income
tax purposes as having accrued on the Tax-Exempt Bond while the holder holds the Tax-Exempt Bond.

Under the Code, for purposes of determining a holder’s adjusted basis in a Discount Tax-Exempt Bond,
original issue discount treated as having accrued while the holder holds the Tax-Exempt Bond will be added to the
holder’s basis. Original issue discount will accrue on a constant-yield-to-maturity method based on semiannual
compounding. The adjusted basis will be used to determine taxable gain or loss upon the sale or other disposition
(including redemption or payment at maturity) of a Discount Tax-Exempt Bond.

Prospective purchasers of Discount Tax-Exempt Bonds should consult their own tax advisors as to the
calculation of accrued original issue discount and the state and local tax consequences of owning or disposing of such
Tax-Exempt Bonds.

Bond Premium. Tax-Exempt Bonds purchased, whether upon issuance or otherwise, for an amount
(excluding any amount attributable to accrued interest) in excess of their principal amount will be treated for federal
income tax purposes as having amortizable bond premium. A holder's basis in such a Tax-Exempt Bond must be
reduced by the amount of premium which accrues while such Tax-Exempt Bond is held by the holder. No deduction
for such amount will be allowed, but it generally will offset interest on the Tax-Exempt Bond while so held. Purchasers
of such Tax-Exempt Bonds should consult their own tax advisors as to the calculation, accrual and treatment of
amortizable bond premium and the state and local tax consequences of holding such Tax-Exempt Bonds.
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Series 2021B Bonds

This section relates only to the Series 2021B Bonds. The foregoing discussion of certain United States federal
income tax consequences is provided for general information only and is not tax advice. Accordingly, each investor
should consult its own tax advisor as to particular tax consequences to it of purchasing, owning, and disposing of the
Series 2021B Bonds, including the applicability and effect of any state, local, or foreign tax laws, and of any proposed
changes in applicable laws. For a discussion of the tax consequences relating to the Series 2021 A Bonds, see “TAX
MATTERS - Series 2021A Bonds” herein.

Taxation of Interest on the Series 2021B Bonds. Interest on the Series 2021B Bonds is not excluded from
gross income for federal income tax purposes.

Tax Consequences Generally. The following is a discussion of material United States federal income tax
matters regarding the purchase, ownership and disposition of the Series 2021B Bonds. This summary is based on the
Internal Revenue Code of 1986, as amended (the “Code”) and existing and proposed Treasury Regulations, revenue
rulings, administrative interpretations and judicial decisions, all as currently in effect and all of which are subject to
change, possibly with retroactive effect, and subject to different interpretations. Except as specifically set forth in this
subsection, this summary deals only with Series 2021B Bonds purchased by a United States holder, as defined below,
at original issuance, at par, and held as capital assets within the meaning of Section 1221 of the Code. It does not
discuss all of the tax consequences that may be relevant to such a holder in light of his particular circumstances or to
holders subject to special rules, such as insurance companies, financial institutions, regulated investment companies
or real estate investment trusts, dealers or brokers in securities or foreign currencies, traders in securities that elect the
mark-to-market accounting method, persons holding the Series 2021B Bonds as part of a hedging transaction,
“straddle,” conversion transaction, or other integrated transaction, or United States holders whose functional currency,
as defined in Section 985 of the Code, is not the United States dollar. This discussion does not address United States
estate tax consequences of holding the Series 2021B Bonds and, except as specifically described, does not address
either tax consequences to pension plans or foreign investors or any aspect of state or local taxation with respect to
the Series 2021B Bonds. Persons considering the purchase of the Series 2021B Bonds should consult with their own
tax advisors concerning the application of the United States federal income tax laws to their particular situations as
well as any tax consequences arising under the laws of any state, local or foreign jurisdiction. The opinion of Bond
Counsel with respect to the Series 2021B Bonds will not address such matters.

If a partnership or other entity classified as a partnership for United States federal income tax purposes holds
Series 2021B Bonds, the tax treatment of the partnership and each partner generally will depend on the activities of
the partnership and the status of the partner. Partnerships acquiring Series 2021B Bonds, and partners in such
partnerships, should consult their tax advisors.

United States Holder. As used in the sections below, the term “United States holder” means a beneficial
owner of a Series 2021B Bond that is for United States federal income tax purposes (a) an individual citizen or resident
of the United States, (b) a corporation (including an entity treated as a corporation for United States federal income
tax purposes) created or organized in or under the laws of the United States, any state thereof or the District of
Columbia, (c) an estate, the income of which is includible in gross income for United States federal income tax
purposes, regardless of its source, or (d) a trust if (i) a court within the United States can exercise primary supervision
over the administration of such trust and one or more United States persons have the authority to control all substantial
decisions of such trust or (ii) the trust has in effect a valid election to be treated as a domestic trust for United States
federal income tax purposes. Further, as described below, a non-United States holder is any holder of a Series 2021B
Bond that is not a United States holder.

THE DISCUSSION OF THE MATERIAL U.S. FEDERAL INCOME TAX CONSEQUENCES OF THE
PURCHASE, OWNERSHIP AND DISPOSITION OF THE SERIES 2021B BONDS IS NOT INTENDED TO BE,
NOR SHOULD IT BE CONSTRUED TO BE, LEGAL OR TAX ADVICE TO ANY PARTICULAR PERSON.
ACCORDINGLY, ALL PROSPECTIVE INVESTORS ARE URGED TO CONSULT THEIR TAX ADVISORS
WITH RESPECT TO THE U.S. FEDERAL, STATE AND LOCAL AND NON-U.S. TAX CONSEQUENCES
RELATING TO THE PURCHASE, OWNERSHIP AND DISPOSITION OF THE SERIES 2021B BONDS BASED
ON THEIR PARTICULAR CIRCUMSTANCES.
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Taxation of Interest. Subject to the discussion in “Original Issue Discount” below, interest payable on a
Series 2021B Bond generally will be taxable to a United States holder as ordinary interest income at the time it accrues
or is received, in accordance with the United States holder’s method of tax accounting. In addition, United States
holders that are individuals, estates or trusts generally will be required to pay a 3.8% Medicare tax on their net
investment income (including interest from the Series 2021B Bonds), or in the case of estates and trusts, on their net
income that is not distributed, in each case to the extent that their total adjusted gross income exceeds applicable
thresholds.

Sale, Exchange or Retirement of the Series 2021B Bonds. Upon the sale, retirement or other taxable
disposition of a Series 2021B Bond, a United States holder generally will recognize taxable gain or loss equal to the
difference between the amount realized on the sale, retirement or other taxable disposition (other than amounts
representing accrued and unpaid interest, which will be taxable as ordinary interest income to the extent not previously
included in gross income) and the United States holder’s adjusted tax basis in the Series 2021B Bond. In general, a
United States holder’s adjusted tax basis in a Series 2021B Bond will equal the cost of the Series 2021B Bond to that
holder, increased by the amount of any earned, but as yet unpaid, interest previously included in income by such holder
with respect to such Series 2021B Bond and reduced by any principal payments received by the holder.

Gain or loss recognized on the sale, exchange or retirement of a Series 2021B Bond generally will be capital
gain or loss and generally will be long-term capital gain or loss if at the time of sale, exchange or retirement the Series
2021B Bond has been held for more than one year. The deductibility of capital losses is subject to certain limitations.
In addition, net investment income for purposes of the 3.8% Medicare tax described above will include gains from the
sale or other disposition of the Series 2021B Bonds. Prospective investors should consult their own tax advisor
concerning these tax law provisions.

Defeasance or material modification of the terms of any Series 2021B Bond may result in a deemed
reissuance thereof, in which event a beneficial owner of the defeased Series 2021B Bond generally will recognize
taxable gain or loss equal to the difference between the amount realized from the sale, exchange or retirement (less
any accrued qualified stated interest which will be taxable as such) and the beneficial owner’s adjusted tax basis in
the Series 2021B Bond. Prospective purchasers of the Series 2021B Bonds are urged to consult their tax advisors
regarding the foregoing matters.

Original Issue Discount. “Original issue discount” will arise for United States federal income tax purposes
in respect of any Series 2021B Bond if its stated redemption price at maturity exceeds its issue price by more than a
de minimis amount (as determined for tax purposes). The stated redemption price at maturity of a Series 2021B Bond
is the sum of all scheduled amounts payable on such Series 2021B Bond other than qualified stated interest. United
States holders of Series 2021B Bonds generally will be required to include any original issue discount in income for
United States federal income tax purposes as it accrues, in accordance with a constant yield method based on a
compounding of interest (which may be before the receipt of cash payments attributable to such income). Under this
method, United States holders of Series 2021B Bonds issued with original issue discount generally will be required
to include in income increasingly greater amounts of original issue discount in successive accrual periods.

Bond Premium. “Premium” generally will arise for United States federal income tax purposes in respect of
any Series 2021B Bond purchased, whether upon issuance or otherwise, for an amount (excluding any amount
attributable to accrued interest) in excess of its principal amount. Series 2021B Bonds so purchased will be treated
for federal income tax purposes as having amortizable bond premium. A holder’s basis in such a Series 2021B Bond
must be reduced by the amount of premium that amortizes while such Series 2021B Bond is held by the holder. A
United States holder of a Series 2021B Bond issued at a premium may make an election, applicable to all debt
securities purchased at a premium by such United States holder, to amortize such premium, using a constant yield
method over the term of such Series 2021B Bond. Purchasers of Series 2021B Bonds should consult their own tax
advisors as to the calculation, accrual and treatment of amortizable bond premium and the state and local tax
consequences of holding such Series 2021B Bonds.

Taxation of Tax-Exempt Investors. Special considerations apply to employee benefit plans and other

investors (“Tax-Exempt Investors™) that are subject to tax only on their unrelated business taxable income (“UBTI”).
A Tax-Exempt Investor’s income from the Series 2021B Bonds generally will not be treated as UBTI under current
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law, so long as such Tax-Exempt Investor’s acquisition of such Series 2021B Bonds is not debt-financed. Tax-Exempt
Investors should consult with their own tax advisors concerning these special considerations.

In addition, the Employee Retirement Income Security Act of 1974, as amended (“ERISA”), and the Code
generally prohibit certain transactions between an employee benefit plan under ERISA or tax-qualified retirement
plans and individual retirement accounts under the Code (collectively, the “Plans”) and persons who, with respect to
a Plan, are fiduciaries or other “parties in interest” within the meaning of ERISA or “disqualified persons” within the
meaning of the Code. The investment of the assets of the Plans also must satisfy the standards of fiduciary conduct
prescribed by ERISA, e.g., prudence and diversification. All fiduciaries of Plans, in consultation with their advisors,
should carefully consider the impact of ERISA and the Code on an investment in any Series 2021B Bonds.

Non-United States Holders. The following applies to a holder if the holder is a beneficial owner of a Series
2021B Bond and is not a United States holder or a United States partnership (or entity treated as a partnership for
United States federal income tax purposes) (hereinafter a “non-United States holder”). Special rules which will not
be addressed herein may apply if a non-United States holder is a “controlled foreign corporation” or a “passive foreign
investment company” for United States federal income tax purposes. If a non-United States holder is such an entity,
the non-United States holder should consult its tax advisor to determine the tax consequences that may be relevant to
the non-United States holder.

Subject to the discussion below under “Foreign Account Tax Compliance Act,” all payments on a Series
2021B Bond made to a non-United States holder and any gain realized on a sale, exchange, or other disposition of a
Series 2021B Bond will be exempt from United States federal income and withholding tax, provided that:

. the non-United States holder does not own, actually or constructively, 10% or more of the
Issuer’s outstanding capital or profit interests within the meaning of the Code and the Treasury regulations;

. the non-United States holder is not a controlled foreign corporation related, directly or
indirectly, to the Issuer through stock ownership;

. the non-United States holder is not a bank whose receipt of interest on the Series 2021B
Bond is described in Section 881(c)(3)(A) of the Code;

. the non-United States holder has fulfilled the certification requirement described below;

. such payments are not effectively connected with the conduct by the non-United States
holder of a trade or business in the United States; and

. in the case of gain realized on the sale, exchange, or other disposition of a Series 2021B
Bond, if the non-United States holder is a nonresident alien individual, the non-United States holder is not
present in the United States for 183 or more days in the taxable year of the disposition where certain other
conditions are met.

The certification requirement referred to above will be fulfilled if the non-United States holder provides its
name and address to the trustee or paying agent on IRS Form W-8BEN or W-8BEN-E, as applicable (or an acceptable
substitute), and certifies, under penalties of perjury, that the holder is not a United States person. Prospective investors
should consult their tax advisors regarding possible additional reporting requirements.

If the non-United States holder of a Series 2021B Bond is engaged in the conduct of a trade or business in
the United States, and if payments on a Series 2021B Bond, or gain realized on its sale, retirement or other taxable
disposition of the Series 2021B Bonds are effectively connected with the conduct of such trade or business, and are
attributable to a permanent establishment maintained by the non-United States holder in the United States under any
applicable tax treaty, the non-United States holder will generally be taxed in the same manner as a United States holder
(see “United States Holders” above), except that the non-United States holder will be required to provide a properly
executed IRS Form W-8ECI in order to claim an exemption from withholding tax and such holder may be subject to
an additional, up to 30%, branch profits tax.
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FATCA (as defined below) could impose United States withholding tax on payments of interest and proceeds
of sale in respect of the Series 2021B Bonds to a non-United States holder that does not comply with certain disclosure
requirements related to the non-United States holder. See the “Foreign Account Tax Compliance Act” discussion
below.

Non-United States holders should consult their tax advisors with respect to other tax consequences of the
ownership of the Series 2021B Bonds.

Information Reporting and Backup Withholding. Information returns may be filed with the IRS in
connection with payments on the Series 2021B Bonds and the proceeds from a sale, exchange, or other disposition of
the Series 2021B Bonds. Holders may receive statements containing the information reflected on these returns. If the
holder is a United States holder, the holder may be subject to United States backup withholding tax on these payments
if it fails to provide its taxpayer identification number to the paying agent and comply with certification procedures or
otherwise establish an exemption from backup withholding. If the holder is not a United States holder, it may be
subject to United States backup withholding tax on these payments unless the holder complies with certification
procedures to establish that the holder is not a United States person. The certification procedures required of the
holder to claim the exemption from withholding tax on certain payments on the Series 2021B Bonds described above
will satisfy the certification requirements necessary to avoid the backup withholding tax as well.

The amount of any backup withholding made from a payment will be allowable as a credit against the holder’s
United States federal income tax liability and may entitle the holder to a refund, provided that the holder timely
furnishes the required information to the IRS. United States holders should consult their tax advisors regarding the
application of information reporting and backup withholding rules in their particular situations, the availability of an
exemption therefrom, and the procedure for obtaining such an exemption, if applicable.

Foreign Account Tax Compliance Act. Recent legislation and IRS guidance concerning foreign account tax
compliance rules (“FATCA”) impose United States withholding tax on interest paid to certain foreign financial
institutions and non-financial foreign entities if certain disclosure requirements related to United States accounts or
ownership are not satisfied. No additional amounts will be paid in respect of any such withholding. Non-United
States holders and those holding through foreign accounts should consult their tax advisors with respect to FATCA
withholding on the Series 2021B Bonds.

Certain State and Local Tax Consequences. In addition to the United States federal income tax
consequences described above, prospective investors should consider the potential state and local tax consequences
of an investment in the Series 2021B Bonds. State income tax law may vary substantially from state to state, and this
discussion does not purport to describe any aspect of the income tax laws of any state or locality. Therefore, potential
purchasers should consult their own tax advisors with respect to the various state and local tax consequences of an
investment in the Series 2021B Bonds.

There are many events that could affect the value, liquidity and/or marketability of the Series 2021B Bonds
after their issuance, including but not limited to a general change in interest rates for comparable securities, a change
in federal or state income tax rates, legislative or regulatory proposals affecting state and local government securities
and changes in judicial interpretation of existing law. In addition, certain tax considerations relevant to owners of
Series 2021B Bonds who purchase Series 2021B Bonds after their issuance may be different from those relevant to
purchasers upon issuance. Neither the opinion of Bond Counsel nor this Official Statement purports to address the
likelihood or effect of any such potential events or such other tax considerations, and purchasers of the Series 2021B
Bonds should seek advice concerning such matters as they deem prudent in connection with their purchase of Series
2021B Bonds.

CONTINUING DISCLOSURE AGREEMENT

Harmony will enter into and deliver a Continuing Disclosure Agreement (the “Continuing Disclosure
Agreement”) with respect to the Bonds. See “APPENDIX E — FORM OF CONTINUING DISCLOSURE
AGREEMENT.” Unless indicated in “APPENDIX E — FORM OF CONTINUING DISCLOSURE
AGREEMENT,” tables provided in this Official Statement will not be included in the ongoing continuing disclosure
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of Harmony. In addition, please see “THE PERMANENT SCHOOL FUND GUARANTEE PROGRAM?” for a
description of the continuing disclosure undertaking to provide certain updated financial information and operating
data annually with respect to the Permanent School Fund and the State of Texas as the case may be, and to provide
timely notice of certain specified events related to the guarantee.

In order to provide certain continuing disclosure with respect to the Bonds in accordance with the Rule,
Harmony has entered into a Disclosure Dissemination Agent Agreement (“Disclosure Dissemination Agreement”) for
the benefit of the holders of the Bonds with Masterson Advisors LLC (“Dissemination Agent”), under which Harmony
has designated Dissemination Agent as Disclosure Dissemination Agent.

The Disclosure Dissemination Agent has only the duties specifically set forth in the Disclosure Dissemination
Agreement. The Disclosure Dissemination Agent’s obligation to deliver the information at the times and with the
contents described in the Disclosure Dissemination Agreement is limited to the extent Harmony has provided such
information to the Disclosure Dissemination Agent as required by the Disclosure Dissemination Agreement. The
Disclosure Dissemination Agent has no duty with respect to the content of any disclosures or notice made pursuant to
the terms of the Disclosure Dissemination Agreement. The Disclosure Dissemination Agent has no duty or obligation
to review or verify any information in the annual report, audited financial statements, notice of event or voluntary
report, or any other information, disclosures or notices provided to it by Harmony and shall not be deemed to be acting
in any fiduciary capacity for Harmony, the holders of the Bonds or any other party. The Disclosure Dissemination
Agent has no responsibility for Harmony’s failure to report to the Disclosure Dissemination Agent a notice event or a
duty to determine the materiality thereof. The Disclosure Dissemination Agent shall have no duty to determine or
liability for failing to determine whether Harmony has complied with the Disclosure Dissemination Agreement. The
Disclosure Dissemination Agent may conclusively rely upon certifications of Harmony at all times.

Harmony has previously entered into Continuing Disclosure Agreements to provide financial information
and operating data under Rule 15¢2-12 in connection with prior bonds issued for the benefit of Harmony
(collectively, the “Prior Disclosure Agreements”) and the Prior Disclosure Agreements included annual, quarterly
and significant event filing requirements. Harmony has also signed up for the automatic notification feature with
EMMA in order to have an additional reminder to make its required filings. Harmony previously replaced the former
dissemination agent appointed under all Prior Disclosure Agreements with FSC Continuing Disclosure Services, A
Division of Hilltop Securities Inc. to assure the submittal of future filings in a timely manner in compliance with the
Continuing Disclosure Agreement and the Prior Disclosure Agreements. In, 2021 FSC Continuing Disclosure
Services, A Division of Hilltop Securities Inc. was further replaced with the Dissemination Agent.

In connection with several of Harmony’s filings required under its prior undertakings, while timely filed, in
one or more cases, such filings were not cross-referenced properly within EMMA with respect to certain series of
bonds. Such filings were corrected to the extent bonds were outstanding. Harmony has also been providing its Debt
Service Coverage Ratio to bondholders but not its Lease Payment Coverage Ratio. Such Lease Payment Coverage
Ratio calculation can be determined through Harmony’s audited financial statements. Some of Harmony’s prior filed
tables have been mislabeled, though all the material information was correctly updated and provided in a timely
manner.

FINANCIAL STATEMENTS

The annual financial reports of Harmony, for the fiscal years ending June 30, 2020, 2019 and 2018, included
in this Official Statement in “APPENDIX C — FINANCIAL STATEMENTS,” has been audited by Whitley Penn
LLP, to the extent and for the periods indicated in their report thereon. Harmony is not aware of any facts that would
make such financial statements misleading.

LEGAL INVESTMENT AND ELIGIBILITY TO SECURE PUBLIC FUNDS IN TEXAS

Under the Texas Public Security Procedures Act (Texas Government Code, Chapter 1201), the Bonds (1) are
negotiable instruments, (2) are investment securities to which Chapter 8 of the Texas Uniform Commercial Code
applies, and (3) are legal and authorized investments for (A) an insurance company, (B) a fiduciary or trustee, or (C) a
sinking fund of a municipality or other political subdivision or public agency of the State. The Bonds are eligible to
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secure deposits of any public funds of the State, its agencies and political subdivisions, and are legal security for those
deposits to the extent of their market value. For political subdivisions in Texas which have adopted investment policies
and guidelines in accordance with the Public Funds Investment Act (Texas Government Code, Chapter 2256), the
Bonds may have to be assigned a rating of “A” or its equivalent as to investment quality by a national rating agency
before such obligations are eligible investments for sinking funds and other public funds. The Bonds have been
assigned a rating of “AAA” by a national rating agency. See “RATING” herein. However, political subdivisions
otherwise subject to the Public Funds Investment Act may have additional statutory authority to invest in the Bonds
independent of the Public Funds Investment Act. In addition, various provisions of the Texas Finance Code provide
that, subject to a prudent investor standard, the Bonds are legal investments for state banks, savings banks, trust
companies with at least $1 million of combined capital, and savings and loan associations. No review has been made
of the laws in other states to determine whether the Bonds are legal investments for various institutions in those states.
No representation is made that the Bonds will in fact be used as investments or security by any entity.

RATINGS

S&P Global Ratings (“S&P”) has assigned the rating of “AAA” and Moody’s Investors Service, Inc.
(“Moody’s”) has assigned a rating of “Aaa” to the Bonds based on the Permanent School Fund Guarantee. S&P
generally rates all bond issues guaranteed by the Permanent School Fund of the State of Texas “AAA” and Moody’s
generally rates all bond issues guaranteed by the Permanent School Fund of the State of Texas “Aaa.” The underlying
unenhanced ratings of the Bonds are “BBB” by S&P and “Baa2” by Moody’s. Generally, rating agencies base their
ratings on the information and materials furnished to them and on investigations, studies and assumptions of their
own. There is no assurance that any such rating, once issued, will continue for any given period of time or that such
rating will not be revised downward or withdrawn entirely by the rating agency, if, in the judgment of such agency,
circumstances so warrant. Any such downward revision or withdrawal may have an adverse effect on the market price
of the Bonds.

MISCELLANEOUS
Underwriting

Subject to the terms and conditions of a bond purchase agreement entered into by and among the Issuer,
Harmony and the Underwriters, the Series 2021A Bonds are being sold by the Issuer to the Underwriters at a price of
$168,593,569.28 (representing the par amount of the Series 2021A Bonds, plus an original issue premium of
$22,450,719.30 and less an Underwriters’ discount of $882,150.02) and the Series 2021B Bonds are being sold by the
Issuer to the Underwriters at a price of $4,323,900.00 (representing the par amount of the Series 2021B Bonds and
less an Underwriters’ discount of $26,100.00).

The Underwriter’s obligation to purchase the Bonds is subject to certain conditions precedent and the
Underwriter will be obligated to purchase all of the Bonds if any Bonds are purchased. Expenses associated with the
issuance of the Bonds are being paid from proceeds of the Bonds. The right of the Underwriter to receive compensation
in connection with the Bonds is contingent upon the actual sale and delivery of the Bonds. The Underwriter has
initially offered the Bonds to the public at the prices set forth on the inside cover page of this Official Statement. Such
prices may subsequently change without any requirement of prior notice. The Underwriter reserves the right to join
with dealers and other investment banking firms in offering the Bonds to the public.

RBC Capital Markets, LLC (“RBCCM”) has provided the following information for inclusion in this Official
Statement. RBCCM is a full-service financial institution engaged in various activities that may include securities
trading, commercial and investment banking, municipal advisory, brokerage, and asset management. In the ordinary
course of business, RBCCM may actively trade debt and, if applicable, equity securities (or related derivative
securities) and provide financial instruments (which may include bank loans, credit support or interest rate swaps).
RBCCM may engage in transactions for its own accounts involving the securities and instruments made the subject
of this securities offering or other offerings of Harmony. RBCCM may also communicate independent investment
recommendations, market color or trading ideas and publish independent research views in respect of this securities
offering or other offerings of Harmony. RBCCM may make a market in credit default swaps with respect to municipal
securities in the future.
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Financial Advisor

Masterson Advisors LLC, Houston, Texas (“Financial Advisor”) is serving as financial advisor to Harmony
in connection with the offering of the Bonds. Financial Advisor is not obligated and has not undertaken to make an
independent verification or assumed any responsibility for the accuracy or completeness of the information contained
in this Official Statement. Certain of the fees for services rendered paid to Financial Advisor are contingent upon the
issuance and delivery of the Bonds.

Additional Information

The summaries of or references to constitutional provisions, statutes, resolutions, agreements, contracts,
financial statements, reports, publications and other documents or compilations of data or information set forth in this
Official Statement do not purport to be complete statements of the provisions of the items summarized or referred to
and are qualified in their entirety by the actual provisions of such items, copies of which are either publicly available
or available upon request and the payment of a reasonable copying, mailing and handling charge from the Truist
Securities, 2001 Ross Ave., Suite 2700, Dallas, Texas 75201.

Certification

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

HARMONY PUBLIC SCHOOLS

By: /s/ Dr. Oner U. Celepcikay
President, Board of Directors
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SUMMARY OF CERTAIN PROVISIONS OF TEXAS CHARTER SCHOOL LAW

This Appendix summarizes certain provisions of Texas charter school law. This Appendix provides a
summary only and is for informational purposes only. Potential investors should refer to and independently evaluate
applicable provisions of the charter school law in their entirety, with assistance from counsel as necessary, for a
complete understanding of their terms. During the 86th Legislature of the State of Texas, which adjourned on
May 27, 2019, several changes were made to the laws affecting charter schools, including by House Bill 3 (“HB 3”)
and Senate Bill 1454 (“SB 1454”). HB 3 is discussed in greater detail above under “STATE FUNDING FOR
SCHOOL DISTRICTS.” SB 1454 became effective immediately when signed by the governor on June 10, 2019.
SB 1454. creates several new sections of Texas Education Code Chapter 12, Subchapter D, and provides broad
rulemaking authority to the TEA on behalf of the Commissioner of Education. It includes limitations on use of
charter schools funds from the State with respect to third parties and non-charter school entities, impacts related
party transactions and provides the TEA significant oversight powers and duties with respect to such transactions
(including rights to review, approve, order restructuring of transactions and disapprove of transactions). No rules
have yet been promulgated and it is unclear how the TEA might interpret and enforce this new law. Potential
investors should note that the provisions summarized below are subject to change, and this summary only pertains to
certain aspects of existing law.

GENERAL
BACKGROUND
Purposes of Chapter (Texas Education Code §§ 12.001, 12.0011)

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

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

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

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

Charter Applicants (Texas Education Code § 12.101)

(a) In accordance with this subchapter, the commissioner may grant a charter on the application of an eligible
entity for an open-enrollment charter school to operate in a facility of a commercial or nonprofit entity, an eligible
entity, or a school district, including a home-rule school district. In this subsection, "eligible entity" means:

(1) an institution of higher education as defined under Section 61.003;

(2) a private or independent institution of higher education as defined under Section 61.003;
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(3) an organization that is exempt from taxation under Section 501(c)(3), Internal Revenue Code of 1986 (26
U.S.C. Section 501(c)(3)); or

(4) a governmental entity.

(b) After thoroughly investigating and evaluating an applicant, the commissioner, in coordination with a
member of the State Board of Education designated for the purpose by the chair of the board, may grant a charter for
an open-enrollment charter school only to an applicant that meets any financial, governing, educational, and
operational standards adopted by the commissioner under this subchapter, that the commissioner determines is capable
of carrying out the responsibilities provided by the charter and likely to operate a school of high quality, and that:

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

(2) is not, under rules adopted by the commissioner, considered to be a corporate affiliate of or substantially
related to an entity that has within the preceding 10 years had a charter under this chapter or a similar charter issued
under the laws of another state surrendered under a settlement agreement, revoked, denied renewal, or returned.

(b-0) The commissioner shall notify the State Board of Education of each charter the commissioner proposes
to grant under this subchapter. Unless, before the 90th day after the date on which the board receives the notice from
the commissioner, a majority of the members of the board present and voting, vote against the grant of that charter,
the commissioner's proposal to grant the charter takes effect. The board may not deliberate or vote on any grant of a
charter that is not proposed by the commissioner.

(b-1) In granting charters for open-enrollment charter schools, the commissioner may not grant a total of
more than:

(1) 215 charters through the fiscal year ending August 31, 2014;
(2) 225 charters beginning September 1,2014;

(3) 240 charters beginning September 1,2015;

(4) 255 charters beginning September 1,2016;

(5) 270 charters beginning September 1, 2017; and

(6) 285 charters beginning September 1, 2018.

(b-2) Beginning September 1, 2019, the total number of charters for open-enrollment charter schools that
may be granted is 305 charters.

(b-3) The commissioner may not grant more than one charter for an open-enrollment charter school to any
charter holder. The commissioner may consolidate charters for an open-enrollment charter school held by multiple
charter holders into a single charter held by a single charter holder with the written consent to the terms of
consolidation by or at the request of each charter holder affected by the consolidation.

(b-4) Notwithstanding Section 12.114, approval of the commissioner under that section is not required for
establishment of a new open-enrollment charter school campus if the requirements of this subsection are satisfied. A
charter holder having an accreditation status of accredited and at least 50 percent of its student population in grades
assessed under Subchapter B, Chapter 39, or at least 50 percent of the students in the grades assessed having been
enrolled in the school for at least three school years may establish one or more new campuses under an existing charter
held by the charter holder if:
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(1) the charter holder is currently evaluated under the standard accountability procedures for evaluation under
Chapter 39 and received a district rating in the highest or second highest performance rating category under Subchapter
C, Chapter 39, for three of the last five years with at least 75 percent of the campuses rated under the charter also
receiving a rating in the highest or second highest performance rating category and with no campus with a rating in
the lowest performance rating category in the most recent ratings;

(2) the charter holder provides written notice to the commissioner of the establishment of any campus under
this subsection in the time, manner, and form provided by rule of the commissioner; and

(3) not later than the 60th day after the date the charter holder provides written notice under Subdivision (2),
the commissioner does not provide written notice to the charter holder that the commissioner has determined that the
charter holder does not satisfy the requirements of this section.

(b-5) The initial term of a charter granted under this section is five years.

(b-6) The commissioner shall adopt rules to modify criteria for granting a charter for an open-enrollment
charter school under this section to the extent necessary to address changes in performance rating categories or in the
financial accountability system under Chapter 39.

(b-7) A charter granted under this section for a dropout recovery school is not considered for purposes of the
limit on the number of charters for open-enrollment charter schools imposed by this section. For purposes of this
subsection, an open-enrollment charter school is considered to be a dropout recovery school if the school meets the
criteria for designation as a dropout recovery school under Section 12.1141(c).

(b-8) In adopting any financial standards under this subchapter that an applicant for a charter for an open-
enrollment charter school must meet, the commissioner shall not:

(1) exclude any loan or line of credit in determining an applicant's available funding; or

(2) exclude an applicant from the grant of a charter solely because the applicant fails to demonstrate having
a certain amount of current assets in cash.

(c) If the facility to be used for an open-enrollment charter school is a school district facility, the school must
be operated in the facility in accordance with the terms established by the board of trustees or other governing body
of the district in an agreement governing the relationship between the school and the district.

(d) An educator employed by a school district before the effective date of a charter for an open-enrollment
charter school operated at a school district facility may not be transferred to or employed by the open-enrollment
charter school over the educator's objection.

(b-10) The commissioner by rule shall allow a charter holder to provide written notice of the establishment
of a new open-enrollment charter school under Subsection (b-4)(2) up to 18 months before the date on which the
campus is anticipated to open. Notice provided to the commissioner under this section does not obligate the charter
holder to open a new campus.

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

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

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

(b) A charter holder granted a charter for an open-enrollment charter school under Subsection (a) may vest
management of corporate affairs in a member entity provided that the member entity may change the members ofthe
governing body of the charter holder before the expiration of a member's term only with the express writtenapproval
of the commissioner.

(c) The initial term of a charter granted under this section is five years.

(d) The commissioner shall adopt rules to modify criteria for granting a charter for an open-enrollment charter
school under this section to the extent necessary to address changes in performance rating categories under Subchapter
C, Chapter 39.

Charter Authorizer Accountability (Texas Education Code § 12.1013)

(a) The commissioner shall select a center for education research authorized by Section 1.005 to prepare an
annual report concerning the performance of open-enrollment charter schools by authorizer compared to campus

charters and matched traditional campuses, which shall be provided annually under Subchapters J and K, Chapter 39.

(b) The format of the report must enable the public to distinguish and compare the performance of each type
of public school by classifying the schools as follows:

(1) open-enrollment charters granted by the State Board of Education;
(2) open-enrollment charters granted by the commissioner;

(3) charters granted by school districts; and

(4) matched traditional campuses.

(c) The report must include the performance of each public school in each class described by Subsection (b)
as measured by the achievement indicators adopted under Sections 39.053(c) and student attrition rates.

(d) The report must also:

(1) aggregate and compare the performance of open-enrollment charter schools granted charters by the State
Board of Education, open-enrollment charter schools granted charters by the commissioner, campuses and programs
granted charters by school districts, and matched traditional campuses; and

(2) rate the aggregate performance of elementary, middle or junior high, and high schools within each class
described by Subsection (b) as indicated by the composite rating that would be assigned to the class of elementary,
middle or junior high, and high schools if the students attending all schools in that class were cumulatively enrolled
in one elementary, middle or junior high, or high school.

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

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

(b) The limit on the number of charters for open-enrollment charter schools imposed by Section 12.101 does
not apply to a charter granted under this section to a school at which at least 50 percent of the students are eligible to
receive services under Subchapter A, Chapter 29. Not more than five charters may be granted for schools described
by this subsection.

(c) For purposes of the applicability of state and federal law, including a law prescribing requirements
concerning students with disabilities, an open-enrollment charter school described by Subsection (a) is considered the
same as any other school for which a charter is granted under Section 12.101.

(d) To the fullest extent permitted under federal law, a parent of a student with a disability may choose to
enroll the parent's child in an open-enrollment charter school described by Subsection (a) regardless of whether a
disproportionate number of the school's students are students with disabilities.

(e) This section does not authorize an open-enrollment charter school to discriminate in admissions or in the
services provided based on the presence, absence, or nature of an applicant's or student's disability.

(f) The commissioner and the State Board for Educator Certification shall adopt rules as necessary to
administer this section.

Authority Under Charter (Texas Education Code § 12.102)

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

General Applicability of Laws (Texas Education Code § 12.103)

(a) Except as provided by Subsection (b) or (c), an open-enrollment charter school is subject to federal and
state laws and rules governing public schools and to municipal zoning ordinances governing public schools.

(b) An open-enrollment charter school is subject to this code and rules adopted under this code only to the
extent the applicability to an open-enrollment charter school of a provision of this code or a rule adopted under this
code is specifically provided.

(c) Notwithstanding Subsection (a), a campus of an open-enrollment charter school located in whole or in
part in a municipality with a population of 20,000 or less is not subject to a municipal zoning ordinance governing
public schools.

Applicability of Title (Texas Education Code § 12.104)

(a) An open-enrollment charter school has the powers granted to schools under this title.

(b) An open-enrollment charter school is subject to:

(1) a provision of this title establishing a criminal offense;
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(2) the provisions in Chapter 554, Government Code; and

(3) a prohibition, restriction, or requirement, as applicable, imposed by this title or a rule adopted under this
title, relating to:

(A) the Public Education Information Management System (PEIMS) to the extent necessary to monitor
compliance with this subchapter as determined by the commissioner;

(B) criminal history records under Subchapter C, Chapter 22;

(C) reading instruments and accelerated reading instruction programs under Section 28.006;

(D) accelerated instruction under Section 28.0211;

(E) high school graduation requirements under Section 28.025;

(F) special education programs under Subchapter A, Chapter 29;

(G) bilingual education under Subchapter B, Chapter 29;

(H) prekindergarten programs under Subchapter E or E-1, Chapter 29;

(I) extracurricular activities under Section 33.081;

(J) discipline management practices or behavior management techniques under Section 37.0021;
(K) health and safety under Chapter 38;

(L) public school accountability under Subchapters B, C, D, F G, and J, Chapter 39 and Chapter 39A;
(M) the requirement under Section 21.006 to report an educator's misconduct;

(N) intensive programs of instruction under Section 28.0213;

(O) the right of a school employee to report a crime, as provided by Section 37.148;

(P) bullying prevention policies and procedures under Section 37.0832;

(Q) the right of a school under Section 37.0052 to place a student who has engaged in certain bullying
behavior in a disciplinary alternative education program or to expel the student

(R) the right under Section 37.0151 to report to local law enforcement certain conduct constituting assault
or harassment

(S) a parent’s right to information regarding the provisions of assistance for learning difficulties to the
parent’s child as provided by Sections 26.004(b)(11) and 26.0081(c) and (d);

(T) establishment of residency under Section 25.001;

(U) school safety requirements under Sections 37.108, 37.1081, 37.1082, 37.109, 37.113, 37.114, 37.115,
37.207, and 37.2071;

(V) the early childhood literacy and mathematics proficiency plans under Section 11.185; and

(W) the college, career, and military readiness plans under Section 11.186.
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(a-1) The governing body of an open-enrollment charter school may:

(1) employ security personnel and commission peace officers in the same manner as a board of trustees of a
school district under Section 37.081; and

(2) enter into a memorandum of understanding with a local law enforcement agency to assign a school
resource officer, as that term is defined by Section 1701.601, Occupations Code, to the school.

(a-2) A reference in law to a peace officer commissioned under Section 37.081 includes a peace officer
commissioned by an open-enrollment charter school in accordance with Subsection (a-1), and a charter school peace
officer has the same powers, duties, and immunities as a peace officer commissioned under that section.

(b-1) During the first three years an open-enrollment charter school is in operation, the agency shall assist
the school as necessary in complying with requirements under Subsection (b)(2)(A).

(b-2) An open-enrollment charter school is subject to the requirement to establish an individual graduation
committee under Section 28.02541. This subsection expires September 1, 2023.

(b-3) An open-enrollment charter school is subject to the graduation qualification procedure established by
the commissioner under Section 28.02541. This subsection expires September 1, 2023.

(c) An open-enrollment charter school is entitled to the same level of services provided to school districts
by regional education service centers. The commissioner shall adopt rules that provide for the representation of open-
enrollment charter schools on the boards of directors of regional education service centers.

(d) The commissioner may by rule permit an open-enrollment charter school to voluntarily participate in any
state program available to school districts, including a purchasing program, if the school complies with all terms of
the program.

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

(a) With respect to the operation of an open-enrollment charter school, the governing body of a charter holder
and the governing body of an open-enrollment charter school are considered to be governmental bodies for purposes
of Chapters 551 and 552, Government Code.

(b) With respect to the operation of an open-enrollment charter school, any requirement in Chapter 551 or
552, Government Code, or another law that concerns open meetings or the availability of information, that applies to
a school district, the board of trustees of a school district, or public school students applies to an open-enrollment
charter school, the governing body of a charter holder, the governing body of an open-enrollment charter school, or
students attending an open-enrollment charter school.

Local Government Records (Texas Education Code § 12.1052)
(a) With respect to the operation of an open-enrollment charter school, an open-enrollment charter school is
considered to be a local government for purposes of Subtitle C, Title 6, Local Government Code, and Subchapter J,

Chapter 441, Government Code.

(b) Records of an open-enrollment charter school and records of a charter holder that relate to an open-
enrollment charter school are government records for all purposes under state law.
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(c) Any requirement in Subtitle C, Title 6, Local Government Code, or Subchapter J, Chapter 441,
Government Code, that applies to a school district, the board of trustees of a school district, or an officer or employee
of a school district applies to an open-enrollment charter school, the governing body of a charter holder, the governing
body of an open-enrollment charter school, or an officer or employee of an open-enrollment charter school except that
the records of an open-enrollment charter school that ceases to operate shall be transferred in the manner prescribed
by Subsection (d).

(d) The records of an open-enrollment charter school that ceases to operate shall be transferred in the manner
specified by the commissioner to a custodian designated by the commissioner. The commissioner may designate any
appropriate entity to serve as custodian, including the agency, a regional education service center, or a school district.
In designating a custodian, the commissioner shall ensure that the transferred records, including student and personnel
records, are transferred to a custodian capable of:

(1) maintaining the records;

(2) making the records readily accessible to students, parents, former school employees, and other persons
entitled to access; and

(3) complying with applicable state or federal law restricting access to the records.

(e) If the charter holder of an open-enrollment charter school that ceases to operate or an officer or employee
of such a school refuses to transfer school records in the manner specified by the commissioner under Subsection (d),
the commissioner may ask the attorney general to petition a court for recovery of the records. If the court grants the
petition, the court shall award attorney's fees and court costs to the state.

Public Purchasing and Contracting (Texas Education Code § 12.1053)

(a) This section applies to an open-enrollment charter school unless the school's charter otherwise describes
procedures for purchasing and contracting and the procedures are approved by the commissioner.

(b) An open-enrollment charter school is considered to be:

(1) a governmental entity for purposes of:

(A) Subchapter D, Chapter 2252, Government Code; and
(B) Subchapter B, Chapter 271, Local Government Code;

(2) a political subdivision for purposes of Subchapter A, Chapter 2254, Government Code; and

(3) a local government for purposes of Sections 2256.009-2256.016, Government Code.

(¢) To the extent consistent with this section, a requirement in a law listed in this section that applies to a
school district or the board of trustees of a school district applies to an open-enrollment charter school, the governing
body of a charter holder, or the governing body of an open-enrollment charter school.

Contflicts of Interest (Texas Education Code § 12.1054)

(a) A member of the governing body of a charter holder, a member of the governing body of an open-
enrollment charter school, or an officer of an open-enrollment charter school is considered to be a local public official

for purposes of Chapter 171, Local Government Code. For purposes of that chapter:

(1) a member of the governing body of a charter holder or a member of the governing body or officer of an
open-enrollment charter school is considered to have a substantial interest in a business entity if a person related to
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the member or officer in the third degree by consanguinity or affinity, as determined under Chapter 573, Government
Code, has a substantial interest in the business entity under Section 171.002, Local Government Code;

(2) notwithstanding any provision of Section 12.1054(1), an employee of an open-enrollment charter school
rated acceptable or higher under Section 39.054 for at least two of the preceding three school years may serve as a
member of the governing body of the charter holder of the governing body of the school if the employees do not
constitute a quorum of the governing body or any committee of the governing body; however, all members shall
comply with the requirements of Sections 171.003-171.007, Local Government Code.

(b) To the extent consistent with this section, a requirement in a law listed in this section that applies to a
school district or the board of trustees of a school district applies to an open-enrollment charter school, the governing
body of a charter holder, or the governing body of an open-enrollment charter school.

Applicability of Nepotism Laws (Texas Education Code § 12.1055)

(a) An open-enrollment charter school is subject to a prohibition, restriction, or requirement, as applicable,
imposed by state law or by a rule adopted under state law, relating to nepotism under Chapter 573, Government Code.

(b) Repealed.

(c) Section 11.1513(f) applies to an open-enrollment charter school as though the governing body of the
school were the board of trustees of a school district and to the superintendent or, as applicable, the administrator
serving as educational leader and chief executive officer of the school as though that person were the superintendent
of a school district.

(d) Notwithstanding any other provision of this section, a person who was not restricted or prohibited under
this section as this section existed before September 1, 2013, from being employed by an open-enrollment charter
school and who was employed by an open-enrollment charter school before September 1, 2013, is considered to have
been in continuous employment as provided by Section 573.062(a), Government Code, and is not prohibited from
continuing employment with the school.

Immunity from Liability (Texas Education Code § 12.1056)

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

(b) An open-enrollment charter school is a governmental unit as defined by Section 101.001, Civil Practice
and Remedies Code, and is subject to liability only as provided by Chapter 101, Civil Practice and Remedies Code,
and only in the manner that liability is provided by that chapter for a school district.

(c) An open-enrollment charter school is a local government as defined by Section 102.001, Civil Practice
and Remedies Code, and a payment on a tort claim must comply with Chapter 102, Civil Practice and Remedies Code.

(d) An open-enrollment charter school is a local governmental entity as defined by Section 271.151, Local
Government Code, and is subject to liability on a contract as provided by Subchapter I, Chapter 271, Local
Government Code, and only in the manner that liability is provided by that subchapter for a school district.

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

(a) An employee of an open-enrollment charter school who qualifies for membership in the Teacher

Retirement System of Texas shall be covered under the system to the same extent a qualified employee of a school
district is covered.
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(b) For each employee of the school covered under the system, the school is responsible for making any
contribution that otherwise would be the legal responsibility of the school district, and the state is responsible for
making contributions to the same extent it would be legally responsible if the employee were a school district
employee.

Applicability of Other Laws (Texas Education Code § 12.1058)

(a) An open-enrollment charter school is considered to be:

(1) a local government for purposes of Chapter 791, Government Code;

(2) a local government for purposes of Chapter 2259, Government Code, except that an open-enrollment
charter school may not issue public securities as provided by Section 2259.031(b), Government Code;

(3) a political subdivision for purposes of Chapter 172, Local Government Code; and

(4) a local governmental entity for purposes of Subchapter I, Chapter 271, Local Government Code.

(b) An open-enrollment charter school may elect to extend workers' compensation benefits to employees of
the school through any method available to a political subdivision under Chapter 504, Labor Code. An open-
enrollment charter school that elects to extend workers' compensation benefits as permitted under this subsection is
considered to be a political subdivision for all purposes under Chapter 504, Labor Code. An open-enrollment charter
school that self-insures either individually or collectively under Chapter 504, Labor Code, is considered to be an
insurance carrier for purposes of Subtitle A, Title 5, Labor Code.

(c) Notwithstanding Subsection (a) or (b), an open-enrollment charter school operated by a tax exempt entity
as described by Section 12.101(a)(3) is not considered to be a political subdivision, local government, or local
governmental entity unless:

(1) the applicable statute specifically states that the statute applies to an open-enrollment charter school; or

(2) aprovision in this chapter states that a specific statute applies to an open-enrollment charter school.

Tuition and Fees Restricted (Texas Education Code § 12.108)

(a) An open-enrollment charter school may not charge tuition to an eligible student who applies under Section
12.117.

(b) The governing body of an open-enrollment charter school may require a student to pay any fee that the
board of trustees of a school district may charge under Section 11.158(a). The governing body may not require a
student to pay a fee that the board of trustees of a school district may not charge under Section 11.158(b).
Transportation (Texas Education Code § 12.109)

An open-enrollment charter school shall provide transportation to each student attending the school to the
same extent a school district is required by law to provide transportation to district students.

CHARTER APPLICATION, CONTENT AND FORM
Application (Texas Education Code § 12.110)
(a) The commissioner shall adopt:

(1) an application form and a procedure that must be used to apply for a charter for an open-enrollment charter
school; and
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(2) criteria to use in selecting a program for which to grant a charter.

(b) The application form must provide for including the information required under Section 12.111 to be
contained in a charter.

(c) As part of the application procedure, the commissioner may require a petition supporting a charter for a
school signed by a specified number of parents or guardians of school-age children residing in the area in which a
school is proposed or may hold a public hearing to determine parental support for the school.

(d) The commissioner shall approve or deny an application based on:

(1) documented evidence collected through the application review process;

(2) merit; and

(3) other criteria as adopted by the commissioner, which must include:

(A) criteria relating to the capability of the applicant to carry out the responsibilities provided by the charter
and the likelihood that the applicant will operate a school of high quality;

(B) criteria relating to improving student performance and encouraging innovative programs; and

(C) a statement from any school district whose enrollment is likely to be affected by the open-enrollment
charter school, including information relating to any financial difficulty that a loss in enrollment may have on the
district.

(¢) The commissioner shall give priority to applications that propose an open-enrollment charter school
campus to be located in the attendance zone of a school district campus assigned an unacceptable performance rating
under Section 39.054 for the two preceding school years.

Charter Content (Texas Education Code § 12.111)

(a) Each charter granted under this subchapter must:

(1) describe the educational program to be offered, which must include the required curriculum as provided
by Section 28.002;

(2) provide that continuation of the charter is contingent on the status of the charter as determined under
Section 12.1141 or 12.115 or under Chapter 39A;

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

(4) specify:

(A) any basis, in addition to a basis specified by this subchapter or Chapter 39A, on which the charter may
be revoked, renewal of the charter may be denied, or the charter may be allowed to expire; and

(B) the standards for evaluation of a school operating under the charter for purposes of charter renewal, denial

of renewal, expiration, revocation, or other intervention in accordance with Section 12.1141 or 12.115 or Chapter
39A, as applicable;
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(5) prohibit discrimination in admission policy on the basis of sex, national origin, ethnicity, religion,
disability, academic, artistic, or athletic ability, or the district the child would otherwise attend in accordance with this
code, although the charter may:

(A) provide for the exclusion of a student who has a documented history of a criminal offense, a juvenile
court adjudication, or discipline problems under Subchapter A, Chapter 37; and

(B) provide for an admission policy that requires a student to demonstrate artistic ability if the school
specializes in performing arts;

(6) specify the grade levels to be offered;

(7) describe the governing structure of the program, including:

(A) the officer positions designated;

(B) the manner in which officers are selected and removed from office;

(C) the manner in which members of the governing body of the school are selected and removed from office;
(D) the manner in which vacancies on that governing body are filled,

(E) the term for which members of that governing body serve; and

(F) whether the terms are to be staggered;

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

(9) specify the manner in which the school will distribute to parents information related to the qualifications
of each professional employee of the program, including any professional or educational degree held by each
employee, a statement of any certification under Subchapter B, Chapter 21, held by each employee, and any relevant
experience of each employee;

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

(11) describe the manner in which an annual audit of the financial and programmatic operations of the
program is to be conducted, including the manner in which the person providing the program will provide information
necessary for the school district in which the program is located to participate, as required by this code or by
commissioner rule, in the Public Education Information Management System (PEIMS);

(12) describe the facilities to be used;

(13) describe the geographical area served by the program;

(14) specify any type of enrollment criteria to be used;

(15) provide information, as determined by the commissioner, relating to any management company that will
provide management services to a school operating under the charter; and

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



(b) A charter holder of an open-enrollment charter school shall consider including in the school's charter a
requirement that the school develop and administer personal graduation plans under Sections 28.0212 and28.02121.

CHARTER REVISION, REVOCATION AND NON-RENEWAL AND MODIFICATION OF GOVERNANCE
Revision (Texas Education Code § 12.114)

(a) A revision of a charter of an open-enrollment charter school may be made only with the approval of the
commissioner.

(b) Not more than once each year, an open-enrollment charter school may request approval to revise the
maximum student enrollment described by the school's charter.

(c) Not later than the 60th day after the date that a charter holder submits to the commissioner a completed
request for approval for an expansion amendment, as defined by commissioner rule, including a new school
amendment, the commissioner shall provide to the charter holder written notice of approval or disapproval of the
amendment.

(d) A charter holder may submit a request for approval for an expansion amendment up to 18 months before
the date on which the expansion will be effective. A request for approval of an expansion amendment does not obligate
the charter holder to complete the proposed expansion.

Renewal of Charter; Denial of Renewal; Expiration (Texas Education Code § 12.1141)

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

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

(1) the charter holder has been assigned the highest or second highest performance rating under Subchapter
C, Chapter 39, for the three preceding school years;

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

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

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

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

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

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

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

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

(3) the charter holder has been assigned any combination of the ratings described by Subdivision (1) or (2)
for any three of the five preceding school years; or

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

(e) Notwithstanding any other law, a determination by the commissioner under Subsection (d) is final and
may not be appealed.

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

(g) Except as provided by Subsection (¢), a decision by the commissioner to deny renewal of a charter for an
open-enrollment charter school is subject to review by the State Office of Administrative Hearings. Notwithstanding
Chapter 2001, Government Code:

(1) the administrative law judge shall uphold a decision by the commissioner to deny renewal of a charter for
an open-enrollment charter school unless the judge finds the decision is arbitrary and capricious or clearly erroneous;

and

(2) a decision of the administrative law judge under this subsection is final and may not be appealed.



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

(1) The term of a charter renewed under this section is 10 years for each renewal.

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

Basis for Charter Revocation or Modification of Governance (Texas Education Code § 12.115)

(a) Except as provided by Subsection (c), the commissioner shall revoke the charter of an open-enrollment
charter school or reconstitute the governing body of the charter holder if the commissioner determines that the charter
holder:

(1) committed a material violation of the charter, including by a failure to:

(A) satisfy accountability provisions prescribed by the charter; or

(B) comply with the duty to discharge or refuse to hire certain employees or applicants for employment, as
provided by Section 12.1151;

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

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

(4) failed to comply with this subchapter or another applicable law or rule;

(5) failed to satisfy the performance framework standards adopted under Section 12.1181; or

(6) is imminently insolvent as determined by the commissioner in accordance with commissioner rule.

(b) The action the commissioner takes under Subsection (a) shall be based on the best interest of the open-
enrollment charter school's students, the severity of the violation, any previous violation the school has committed,
and the accreditation status of the school.

(c) The commissioner shall revoke the charter of an open-enrollment charter school if:

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

(2) the charter holder has been assigned a financial accountability performance rating under Subchapter D,
Chapter 39, indicating financial performance lower than satisfactory for the three preceding school years; or

(3) the charter holder has been assigned any combination of the ratings described by Subdivision (1) or (2)
for the three preceding school years.

(d) In reconstituting the governing body of a charter holder under this section, the commissioner shall appoint
members to the governing body. In appointing members under this subsection the commissioner:

(1) shall consider:

(A) local input from community members and parents; and



(B) appropriate credentials and expertise for membership, including financial expertise, whether the person
lives in the geographic area the charter holder serves, and whether the person is an educator; and

(2) may reappoint current members of the governing body.

(e) If a governing body of a charter holder subject to reconstitution under this section governs enterprises
other than the open-enrollment charter school, the commissioner may require the charter holder to create a new, single-
purpose organization that is exempt from taxation under Section 501(c)(3), Internal Revenue Code of 1986, to govern
the open-enrollment charter school and may require the charter holder to surrender the charter to the commissioner

for transfer to the organization created under this subsection. The commissioner shall appoint the members of the
governing body of an organization created under this subsection.

(f) This section does not limit the authority of the attorney general to take any action authorized by law.

Related Procedures (Texas Education Code § 12.116)
(a) The commissioner shall adopt an informal procedure to be used for:

(1) revoking the charter of an open-enrollment charter school or for reconstituting the governing body of the
charter holder as authorized by Section 12.115; and

(2) denying the renewal of a charter of an open-enrollment charter school as authorized by Section
12.1141(c).

(a-1) The procedure adopted under Subsection (a) for the denial of renewal of a charter under Section
12.1141(c) or the revocation of a charter or reconstitution of a governing body of a charter holder under Section
12.115(a) must allow representatives of the charter holder to meet with the commissioner to discuss the
commissioner's decision and must allow the charter holder to submit additional information to the commissioner

relating to the commissioner's decision. In a final decision issued by the commissioner, the commissioner shall provide
a written response to any information the charter holder submits under this subsection.

(b) Chapter 2001, Government Code, does not apply to a procedure that is related to a revocation or
modification of governance under this subchapter.

(c) A decision by the commissioner to revoke a charter is subject to review by the State Office of
Administrative Hearings. Notwithstanding Chapter 2001, Government Code:

(1) the administrative law judge shall uphold a decision by the commissioner to revoke a charter unless the
judge finds the decision is arbitrary and capricious or clearly erroneous; and

(2) a decision of the administrative law judge under this subsection is final and may not be appealed.
(d) If the commissioner revokes the charter of an open-enrollment charter school, the commissioner may:
(1) manage the school until alternative arrangements are made for the school's students; and

(2) assign operation of one or more campuses formerly operated by the charter holder who held the revoked
charter to a different charter holder who consents to the assignment.

Effect of Revocation, Non-Renewal or Surrender (Texas Education Code § 12.1161)
If the commissioner revokes or denies the renewal of a charter of an open-enrollment charter school, or an

open-enrollment charter school surrenders its charter, the school may not continue to operate or receive state funds
under this subchapter.
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Additional Sanctions (Texas Education Code § 12.1162)

(a) The commissioner shall take any of the actions described by Subsection (b) or by Section 39A.001,
39A.002, 39A.004, 39A.005, or 39A.007), to the extent the commissioner determines necessary, if an open-enrollment
charter school, as determined by a report issued under Section 39.058(b):

(1) commits a material violation of the school's charter;

(2) fails to satisfy generally accepted accounting standards of fiscal management; or

(3) fails to comply with this subchapter or another applicable rule or law.

(b) The commissioner may temporarily withhold funding, suspend the authority of an open-enrollment
charter school to operate, or take any other reasonable action the commissioner determines necessary to protect the
health, safety, or welfare of students enrolled at the school based on evidence that conditions at the school present a

danger to the health, safety, or welfare of the students.

(c) After the commissioner acts under Subsection (b), the open-enrollment charter school may not receive
funding and may not resume operating until a determination is made that:

(1) despite initial evidence, the conditions at the school do not present a danger of material harm to the health,
safety, or welfare of students; or

(2) the conditions at the school that presented a danger of material harm to the health, safety, or welfare of
students have been corrected.

(d) Not later than the third business day after the date the commissioner acts under Subsection (b), the
commissioner shall provide the charter holder an opportunity for a hearing.

(e) Immediately after a hearing under Subsection (d), the commissioner must cease the action under
Subsection (b) or initiate action under Section 12.116.

(f) The commissioner shall adopt rules implementing this section. Chapter 2001, Government Code, does not
apply to a hearing under this section.

Audit by Commissioner (Texas Education Code § 12.1163)

(a) To the extent consistent with this section, the commissioner may audit the records of:
(1) an open-enrollment charter school;

(2) a charter holder; and

(3) a management company.

(b) An audit under Subsection (a) must be limited to matters directly related to the management or operation
of an open-enrollment charter school, including any financial and administrative records.

(c) Unless the commissioner has specific cause to conduct an additional audit, the commissioner may not
conduct more than one on-site audit during any fiscal year, including any financial and administrative records. For
purposes of this subsection, an audit of a charter holder or management company associated with an open-enrollment
charter school is not considered an audit of the school.

(d) If the aggregate amount of all transactions between a charter holder and a related party, as defined by

commissioner rule adopted under Section 12.1166, exceeds $5,000, an audit under Subsection (a) may include the
review of any real property transactions between the charter holder and the related party. If the commissioner
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determines that a transaction with a related party using funds received under Section 12.106 was structured in a manner
that did not benefit the open-enrollment charter school or that the transaction was in excess of fair market value, the
commissioner may order that the transaction be reclassified or that other action be taken as necessary to protect the
school's interests. Failure to comply with the commissioner's order is a material violation of the charter.

Related Party Transactions (Texas Education Code § 12.1166)

(a) The commissioner shall adopt a rule defining "related party" for purposes of this subchapter. The
definition of "related party" must include:

(1) a party with a current or former board member, administrator, or officer who is:
(A) aboard member, administrator, or officer of an open-enrollment charter school; or

(B) related within the third degree of consanguinity or affinity, as determined under Chapter 573,
Government Code, to a board member, administrator, or officer of an open-enrollment charter school;

(2) a charter holder's related organizations, joint ventures, and jointly governed organizations;

(3) an open-enrollment charter school's board members, administrators, or officers or a person related to a
board member, administrator, or officer within the third degree of consanguinity or affinity, as determined under
Chapter 573, Government Code; and

(4) any other disqualified person, as that term is defined by 26 U.S.C. Section 4958(¥).

(b) For purposes of Subsection (a)(1), a person is a former board member, administrator, or officer if the
person served in that capacity within one year of the date on which a financial transaction between the charter holder

and a related party occurred.

(¢) In a charter holder's annual audit filed under Section 44.008, the charter holder must include a list of all
transactions with a related party.

Appraisal of Certain Property (Texas Education Code § 12.1167)
(a) The commissioner may adopt rules to require an open-enrollment charter school to:

(1) notify the commissioner that the school intends to enter into a transaction with a related party, as defined
by commissioner rule adopted under Section 12.1166; and

2) provide an appraisal from a certified appraiser to the agency.
Financial Report of Certain Schools (Texas Education Code § 12.1168)
(a) In this section, "related party" has the meaning adopted by commissioner rule under Section 12.1166.

(b) A financial report filed under Section 44.008 by an open-enrollment charter school must separately
disclose:

(1) all financial transactions between the open-enrollment charter school and any related party, separately
stating the principal, interest, and lease payments; and

(2) the total compensation and benefits provided by the school and any related party for each member of the
governing body and each officer and administrator of the school and the related party.

(c) The commissioner may adopt rules to implement this section.
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ADMISSION AND EVALUATION
Admission (Texas Education Code § 12.117)
(a) For admission to an open-enrollment charter school, the governing body of the school shall:

(1) require the applicant to complete and submit the common admission application form described by
Section 12.1173 not later than a reasonable deadline the school establishes; and

(2) on receipt of more acceptable applications for admission under this section than available positions in the
school:

(A) fill the available positions by lottery; or

(B) subject to Subsection (b), fill the available positions in the order in which applications received before
the application deadline were received.

(b) An open-enrollment charter school may fill applications for admission under Subsection (a)(2)(B) only if
the school published a notice of the opportunity to apply for admission to the school. A notice published under this
subsection must:

(1) state the application deadline; and

(2) be published in a newspaper of general circulation in the community in which the school is located not
later than the seventh day before the application deadline.

(c) An open-enrollment charter school authorized by a charter granted under this subchapter to a municipality:

(1) is considered a work-site open-enrollment charter school for purposes of federal regulations regarding
admissions policies that apply to open-enrollment charter schools receiving federal funding; and

(2) notwithstanding Subsection (a), may admit children of employees of the municipality to the school before
conducting a lottery to fill remaining available positions, provided that the number of children admitted under this
subdivision constitutes only a small percentage, as may be further specified by federal regulation, of the school's total
enrollment.

Common Admission Application Form and Waiting Lists (Texas Education Code § 12.1173)

(a) The commissioner by rule shall adopt a common admission application form for use by an applicant for
admission to an open-enrollment charter school that provides for the submission of information that the commissioner
considers appropriate.

(b) The form adopted under this section may not:

(1) advertise or otherwise promote any person or open-enrollment charter school; or

(2) solicit money, goods, or services from an applicant.

(c) The commissioner shall publicize the availability of the form adopted under this section, including by
posting the form on the agency's Internet website.

(d) The commissioner by rule shall adopt guidelines for an open-enrollment charter school that receives
more acceptable applications for admission than available positions at the school to create and manage a waiting list
each school year for applicants who are not admitted.
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(e) The commissioner shall adopt any other rules as necessary to implement this section, including rules to
ensure this section complies with federal law regarding confidentiality of student medical or educational information,
including the Health Insurance Portability and Accountability Act of 1996 (42 U.S.C. Section 1320d et seq.) and the
Family Educational Rights and Privacy Act of 1974 (20 U.S.C. Section 1232g), and any state law relating to the
privacy of student information.

Enrollment and Waiting List Report (Texas Education Code § 12.1174)

(a) Not later than the last Friday in October of each school year, in the form prescribed by commissioner
rule, the governing body of a charter holder shall report to the agency for that school year:

(1) the following information for each campus operating under the charter holder's charter:
(A) the number of students enrolled;

(B) the enrollment capacity; and

(C) if a charter holder uses a waiting list for admission to a campus:

(1) the total number of students on the waiting list; and

(i1) the number of students on the waiting list disaggregated by grade level;

(2) the information described by Subdivision (1) aggregated for all campuses operating under the charter
holder's charter; and

(3) any information required by the commissioner as necessary to identify each student admitted to or on a
waiting list for admission to a campus operating under the charter holder's charter who is or was previously enrolled
in a public school in this state.

(b) From information provided to the commissioner by each charter holder under this subchapter, the
commissioner shall identify each group of charter holders considered by the commissioner to be corporate affiliates
or substantially related charter holders. Using the information reported under Subsections (a)(1) and (2), the agency
shall aggregate the information for each group of charter holders identified by the commissioner under this subsection.

(c) Not later than March 15 of each year, the commissioner shall post on the agency's Internet website:

(1) the information reported by charter holders under Subsections (a)(1) and (2); and

(2) the information aggregated by the agency under Subsection (b).

(d) The commissioner shall adopt rules as necessary to implement this section, including rules to ensure this
section complies with federal law regarding confidentiality of student educational information, including the Family
Educational Rights and Privacy Act of 1974 (20 U.S.C. Section 1232¢), and any state law relating to the privacy of
student information.

Evaluation (Texas Education Code § 12.118)

(a) The commissioner shall designate an impartial organization with experience in evaluating school choice
programs to conduct an annual evaluation of open-enrollment charter schools.

(b) An evaluation under this section must include consideration of the following items before implementing
the charter and after implementing the charter:

(1) students' scores on assessment instruments administered under Subchapter B, Chapter 39;
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(2) student attendance;

(3) students' grades;

(4) incidents involving student discipline;

(5) socioeconomic data on students' families;

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

(7) students' satisfaction with their schools.

(¢) The evaluation of open-enrollment charter schools must also include an evaluation of:

(1) the costs of instruction, administration, and transportation incurred by open-enrollment charter schools;

(2) the effect of open-enrollment charter schools on school districts and on teachers, students, and parents in
those districts; and

(3) other issues, as determined by the commissioner.
Performance Frameworks; Annual Evaluations (Texas Education Code § 12.1181)

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

(b) The performance frameworks may include a variety of standards. In evaluating an open-enrollment
charter school, the commissioner shall measure school performance against an established set of quality standards
developed and adopted by the commissioner.

(c) Each year, the commissioner shall evaluate the performance of each open-enrollment charter school based
on the applicable performance frameworks adopted under Subsection (a). The performance of a school on a
performance framework may not be considered for purposes of renewal of a charter under Section 12.1141(d) or
revocation of a charter under Section 12.115(c).

GOVERNANCE

Bylaws; Annual Report (Texas Education Code § 12.119)

(a) A charter holder shall file with the commissioner a copy of its articles of incorporation and bylaws, or
comparable documents if the charter holder does not have articles of incorporation or bylaws, within the period and

in the manner prescribed by the commissioner.

(b) Each year within the period and in a form prescribed by the commissioner, each open-enrollment charter
school shall file with the commissioner the following information:

(1) the name, address, and telephone number of each officer and member of the governing body of the open-
enrollment charter school; and
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(2) the amount of annual compensation the open-enrollment charter school pays to each officer and member
of the governing body.

(c) On request, the commissioner shall provide the information required by this section and Section
12.111(a)(7) to a member of the public. The commissioner may charge a reasonable fee to cover the commissioner's
cost in providing the information.

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

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

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

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

(1) is considered to be public property for all purposes under state law;

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

(3) may be used only for a purpose for which a school district may use school district property.
(a-1) Property leased with funds received by a charter holder under Section 12.106 after September 1, 2001:
1) is considered to be public property for all purposes under state law;

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

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

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

(b-1) Subject to Subsection (b-2), while an open-enrollment charter school is in operation, the charter holder
holds title to any property described by Subsection (a) or (b) and may exercise complete control over the property as

permitted under the law.

(b-2) A charter holder may not transfer, sell, or otherwise dispose of any property described by this section
without the prior written consent of the agency if:

(1) the charter holder has received notice of:

(A) the expiration of the charter holder's charter under Section 12.1141 and the charter has not been renewed,
or

(B) the charter's revocation under Section 12.115(c);
(2) the charter holder has received notice that the open-enrollment charter school is under discretionary

review by the commissioner, which may result in the revocation of the charter or a reconstitution of the governing
body of the charter holder under Section 12.115; or
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(3) the open-enrollment charter school for which the charter is held has otherwise ceased to operate.
(c) The commissioner shall:

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

(2) supervise the disposition of the property in accordance with this subchapter.
(c-1) Notwithstanding Subsection (c), if an open-enrollment charter school ceases to operate, the agency:

(1) for property purchased with state funds, shall direct the charter holder to dispose of the property through
one of the following methods:

(A) retain or liquidate the property and provide reimbursement to the state as provided by Section 12.1281;
(B) transfer the property to:

(i) the agency under Section 12.1281(h); or

(i1) a school district or open-enrollment charter school under Section 12.1282;

(C) close the operations of the open-enrollment charter school under Section 12.1284; or

(D) take any combination of the actions described by Paragraphs (A), (B), and (C); and

(2) for property leased with state funds, may direct the charter holder to assign the charter holder's interest
in the lease to the agency.

(c-2) The agency may approve an expenditure of remaining funds by a former charter holder for insurance
or utilities for or maintenance, repairs, or improvements to property described by this section if the agency determines
that the expenditure is reasonably necessary to dispose of the property or preserve the property's value.

(d) The commissioner may adopt rules necessary to administer this section.

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

(f) A decision by the agency under this section is final and may not be appealed.

Disposition of Property Purchased with State Funds (Texas Education Code § 12.1281)

(a) A former charter holder of an open-enrollment charter school that has ceased to operate may retain
property described by Section 12.128 if the former charter holder reimburses the state with non-state funds and the
former charter holder:

(1) provides written assurance that the requirements of Section 12.1284 will be met; and

(2) receives approval from the agency.

(b) On receiving consent from the agency under Section 12.128(b-2) and a written agreement from any
creditor with a security interest described by Section 12.128(e), the former charter holder may:

(1) sell property for fair market value; or
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(2) transfer property to an open-enrollment charter school or a school district as provided under Section
12.1282.

(c) The amount of funds the state is entitled to as reimbursement for property of a former charter holder is:

(1) for property retained by the former charter holder, the current fair market value less the amount of any
debt subject to a security interest or lien described by Section 12.128(e), multiplied by the percentage of state funds
used to purchase the property; or

(2) for property sold by the former charter holder, the net sales proceeds of the property multiplied by the
percentage of state funds used to purchase the property.

(d) To determine the amount of state funds a former charter holder used to purchase property, the agency
shall calculate:

(1) an estimated state reimbursement amount based on the last annual financial report filed under Section
44.008 available at the time the former charter holder retains or sells the property; and

(2) a final state reimbursement amount using the former charter holder's final financial audit filed under
Section 44.008.

(e) A former charter holder retaining property under Subsection (a) or selling the property under Subsection
(b)(1) shall:

(1) file an affidavit in the real property records of the county in which the property is located disclosing the
state interest in the property;

(2) place in escrow with the state comptroller an amount of non-state funds equal to 110 percent of the
estimated state reimbursement amount not later than:

(A) the closing date of the sale of the property if the charter holder is selling the property; or

(B) the 90th day after the charter school's last day of instruction if the charter holder is retaining the property;
and

(3) not later than two weeks after the date the charter holder's final financial audit is filed under Section
44.008, submit to the state the final state reimbursement amount using the funds in escrow in addition to any other
funds necessary to pay the full amount of state reimbursement.

(f) A former charter holder may retain any funds remaining after complying with this section.

(g) Assoon as the agency is satisfied that the former charter holder complied with Subsection (e), the agency
shall file written notice of the release of the state interest in property the former charter holder retains under this section
and authorize the return of any funds not used for state reimbursement to the former charter holder.

(h) Subject to the satisfaction of any security interest or lien described by Section 12.128(e), if a former
charter holder does not dispose of property under Subsection (a) or (b), the former charter holder shall transfer the
property, including a conveyance of title, to the agency in accordance with the procedures and time requirements
established by the agency.

(i) Subject to the satisfaction of any security interest or lien described by Section 12.128(e), if the agency
determines a former charter holder failed to comply with this section or Section 12.1282, on request of the agency,
the attorney general shall take any appropriate legal action to compel the former charter holder to convey title to the
agency or other governmental entity authorized by the agency to maintain or dispose of property.
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(j) A decision by the agency under this section is final and may not be appealed.

(k) The commissioner may adopt rules necessary to administer this section.

Transfer of Property Purchased with State Funds (Texas Education Code § 12.1282)

(a) The agency may approve the transfer of property described by Section 12.128 from an open-enrollment
charter school that has ceased to operate, or may transfer property conveyed to the agency by the former charter holder
under Section 12.1281, to a school district or an open-enrollment charter school if:

(1) the open-enrollment charter school or school district receiving the property:

(A) agrees to the transfer; and

(B) agrees to identify the property as purchased wholly or partly using state funds on the school's annual
financial report filed under Section 44.008;

(2) any creditor with a security interest in or lien on the property described by Section 12.128(e) agrees to
the transfer; and

(3) the transfer of the property does not make the open-enrollment charter school or school district receiving
the property insolvent.

(b) Property received by an open-enrollment charter school or school district under this section is considered
to be state property under Section 12.128(a).

(¢) The commissioner may adopt rules necessary to administer this section, including rules establishing
qualifications and priority for a school district or open-enrollment charter school to receive a transfer of property under
this section.

(d) If the agency determines that the cost of disposing of personal property described by Section 12.128
transferred to the agency by an open-enrollment charter school that ceases to operate exceeds the return of value from
the sale of the property, the agency may distribute the personal property to open-enrollment charter schools and school
districts in a manner determined by the commissioner.

(e) A determination by the agency under this section is final and may not be appealed.

Sale of Property Purchased with State Funds (Texas Education Code § 12.1283)

(a) After the agency receives title to property described by Section 12.128, the agency may sell the property
at any price acceptable to the agency.

(b) On request of the agency, the following state agencies shall enter into a memorandum of understanding
to sell property for the agency:

(1) for real property, the General Land Office; and

(2) for personal property, the Texas Facilities Commission.

(c) A memorandum of understanding entered into as provided by Subsection (b) may allow the General Land
Office or Texas Facilities Commission to recover from the sale proceeds any cost incurred by the office or commission

in the sale of the property.

(d) Subject to the satisfaction of any security interest or lien described by Section 12.128(e), proceeds from
the sale of property under this section shall be deposited in the charter school liquidation fund.
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(e) The commissioner may adopt rules as necessary to administer this section.
Closure of Charter Operations (Texas Education Code § 12.1284)

(a) After extinguishing all payable obligations owed by an open-enrollment charter school that ceases to
operate, including a debt described by Section 12.128(e), a former charter holder shall:

(1) remit to the agency:

(A) any remaining funds described by Section 12.106(h); and

(B) any state reimbursement amounts from the sale of property described by Section 12.128; or
(2) transfer the remaining funds to another charter holder under Section 12.106(1).

(b) The agency shall deposit any funds received under Subsection (a)(1) in the charter school liquidation
fund.

(c) The commissioner may adopt rules necessary to administer this section.
PRINCIPAL AND TEACHER QUALIFICATIONS
Minimum Principal and Teacher Qualifications (Texas Education Code § 12.129)

(a) Except as provided by Subsection (b), a person employed as a principal or a teacher by an open-enrollment
charter school must hold a baccalaureate degree.

(b) In an open-enrollment charter school that serves youth referred to or placed in a residential trade center
by a local or state agency, a person may be employed as a teacher for a noncore vocational course without holding a
baccalaureate degree if the person has:

(1) demonstrated subject matter expertise related to the subject taught, such as professional work experience,
formal training and education, holding a relevant active professional industry license, certification, or registration, or
any combination of work experience, training and education, and industry license, certification, or registration; and

(2) received at least 20 hours of classroom management training, as determined by the governing body of the
open-enrollment charter school.

Notice of Teacher Qualifications (Texas Education Code § 12.130)

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

STATE FUNDING
GENERAL
Entitlement (Texas Education Code § 12.106)
(a) A charter holder is entitled to receive for the open-enrollment charter school funding under Chapter 48
equal to the amount of funding per student in weighted average daily attendance, excluding the adjustment under
Section 48.052, the funding under Sections 48.101,48.110,48.111, and 48.112, and enrichment funding under Section

48.202(a), to which the charter holder would be entitled for the school under Chapter 48 if the school were a school
district without a tier one local share for purposes of Section 48.266.
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(a-1) In determining funding for an open-enrollment charter school under Subsection (a), the amount of the
allotment under Section 48.102 is based solely on the basic allotment to which the charter holder is entitled and does
not include any amount based on the allotment under Section 48.101.

(a-2) In addition to the funding provided by Subsection (a), a charter holder is entitled to receive for the
open-enrollment charter school an allotment per student in average daily attendance in an amount equal to the
difference between:

(1) the product of:
(A) the quotient of:
(1) the total amount of funding provided to eligible school districts under Section 48.101(b) or (c);and

(i1) the total number of students in average daily attendance in school districts that receive an allotment under
Section 48.101(b) or (c); and

(B) the sum of one and the quotient of:

(i) the total number of students in average daily attendance in school districts that receive an allotment under
Section 48.101(b) or (¢); and

(i1) the total number of students in average daily attendance in school districts statewide; and
(2) $125.

(a-3) In addition to the funding provided by Subsections (a) and (a-2), a charter holder is entitled to receive
for the open-enrollment charter school enrichment funding under Section 48.202 based on the state average tax effort.

(a-4) In addition to the funding provided by Subsections (a), (a-2), and (a-3), a charter holder is entitled to
receive funding for the open-enrollment charter school under Sections 48.110 and 48.112 and Subchapter D, Chapter
48, if the charter holder would be entitled to the funding if the school were a school district.

(b) An open-enrollment charter school is entitled to funds that are available to school districts from the agency
or the commissioner in the form of grants or other discretionary funding unless the statute authorizing the funding
explicitly provides that open-enrollment charter schools are not entitled to the funding.

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

(d) Subject to Subsection (e), in addition to other amounts provided by this section, a charter holder is entitled
to receive, for the open-enrollment charter school, funding per student in average daily attendance in an amount equal
to the guaranteed level of state and local funds per student per cent of tax effort under Section 46.032(a) multiplied
by the lesser of:

(1) the state average interest and sinking fund tax rate imposed by school districts for the current
year; or

(2) a rate that would result in a total amount to which charter schools are entitled under this
subsection for the current year equal to $60 million.

(e) A charter holder is entitled to receive funding under Subsection (d) only if the most recent overall
performance rating assigned to the open-enrollment charter school under Subchapter C, Chapter 39, reflects at least
acceptable performance. This subsection does not apply to a charter holder that operates a school program located at
a day treatment facility, residential treatment facility, psychiatric hospital, or medical hospital.
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(f) Funds received by a charter holder under Subsection (d) may only be used:

(1) to lease an instructional facility;
(2) to pay property taxes imposed on an instructional facility;

(3) to pay debt service on bonds issued to finance an instructional facility; or

(4) for any other purpose related to the purchase, lease, sale, acquisition, or maintenance of an
instructional facility.

(g) In this section, "instructional facility" has the meaning assigned by Section 46.001.

(h) Except as provided by Subsection (i), all remaining funds of a charter holder for an open-enrollment
charter school that ceases to operate must be returned to the agency and deposited in the charter school liquidation
fund.

(i) The agency may approve a transfer of a charter holder's remaining funds to another charter holder if the
charter holder receiving the funds has not received notice of the expiration or revocation of the charter holder's charter
for an open-enrollment charter school or notice of a reconstitution of the governing body of the charter holder under
Section 12.1141 or 12.115.

(j) The commissioner may adopt rules specifying:

(1) the time during which a former charter holder must return remaining funds under Subsection (h); and

(2) the qualifications required for a charter holder to receive a transfer of remaining funds under Subsection

(®).
Recovery of Certain Funds (Texas Education Code § 12.1061)

The commissioner may not garnish or otherwise recover funds paid to an open-enrollment charter school
under Section 12.106 if:

(1) the basis of the garnishment or recovery is that:

(A) the number of students enrolled in the school during a school year exceeded the student enrollment
described by the school's charter during that period; and

(B) the school received funding under Section 12.106 based on the school's actual student enrollment;

(2) the school:

(A) submits to the commissioner a timely request to revise the maximum student enrollment described by
the school's charter and the commissioner does not notify the school in writing of an objection to the proposed revision
before the 90th day after the date on which the commissioner received the request, provided that the number of students

enrolled at the school does not exceed the enrollment described by the school's request; or

(B) exceeds the maximum student enrollment described by the school's charter only because a court mandated
that a specific child enroll in that school; and

(3) the school used all funds received under Section 12.106 to provide education services to students.
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Status and Use of Funds (Texas Education Code § 12.107)

(a) Funds received under Section 12.106 after September 1, 2001, by a charter holder:

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

(2) are held in trust by the charter holder for the benefit of the students of the open-enrollment charter school;
(3) may be used only for a purpose for which a school may use local funds under Section 45.105(c); and

(4) pending their use, must be deposited into a bank, as defined by Section 45.201, with which the charter
holder has entered into a depository contract; and

(5) may not:

(A) be pledged or used to secure loans or bonds for any other organization, including a non-charter operation
or out-of-state operation conducted by the charter holder or a related party, as defined by commissioner rule adopted
under Section 12.1166; or

(B) be used to support an operation or activity not related to the educational activities of the charter holder.

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

Effect of Accepting State Funding (Texas Education Code § 12.1071)

(a) A charter holder who accepts state funds under Section 12.106 after the effective date of a provision of
this subchapter agrees to be subject to that provision, regardless of the date on which the charter holder's charter was
granted.

(b) A charter holder who accepts state funds under Section 12.106 after September 1, 2001, agrees to accept
all liability under this subchapter for any funds accepted under that section before September 1, 2001. This subsection
does not create liability for charter holder conduct occurring before September 1, 2001.

Tuition and Fees Restricted (Texas Education Code § 12.108)

(a) An open-enrollment charter school may not charge tuition to an eligible student who applies under Section
12.117.

(b) The governing body of an open-enrollment charter school may require a student to pay any fee that the
board of trustees of a school district may charge under Section 11.158(a). The governing body may not require a
student to pay a fee that the board of trustees of a school district may not charge under Section 11.158(b).
FOUNDATION SCHOOL PROGRAM

Average Daily Attendance (Texas Education Code § 48.005)

(a) In this chapter, average daily attendance is:

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

(2) for a district that operates under a flexible year program under Section 29.0821, the quotient of the sum

of attendance for each actual day of instruction as permitted by Section 29.0821(b)(1) divided by the number of actual
days of instruction as permitted by Section 29.0821(b)(1);
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(3) for a district that operates under a flexible school day program under Section 29.0822, the average daily
attendance as calculated by the commissioner in accordance with Sections 29.0822(d) and (d-1); or

(4) for a district that operates a half-day program or a full-day program under Section 29.153(c), one-half of
the average daily attendance calculated under Subdivision (1).

(b) A school district that experiences a decline of two percent or more in average daily attendance shall be
funded on the basis of:

(1) the actual average daily attendance of the preceding school year, if the decline is the result of theclosing
or reduction in personnel of a military base; or

(2) subject to Subsection (e), an average daily attendance not to exceed 98 percent of the actual average daily
attendance of the preceding school year, if the decline is not the result of the closing or reduction in personnel of a
military base.

(c) The commissioner shall adjust the average daily attendance of a school district that has a significant
percentage of students who are migratory children as defined by 20 U.S.C. Section 6399.

(d) The commissioner may adjust the average daily attendance of a school district in which a disaster, flood,
extreme weather condition, fuel curtailment, or other calamity has a significant effect on the district's attendance.

(e) For each school year, the commissioner shall adjust the average daily attendance of school districts that
are entitled to funding on the basis of an adjusted average daily attendance under Subsection (b)(2) so that:

(1) all districts are funded on the basis of the same percentage of the preceding year's actual average daily
attendance; and

(2) the total cost to the state does not exceed the amount specifically appropriated for that year for purposes
of Subsection (b)(2).

(f) An open-enrollment charter school is not entitled to funding based on an adjustment under Subsection

(®)2).

(g) If a student may receive course credit toward the student's high school academic requirements and toward
the student's higher education academic requirements for a single course, including a course provided under Section
28.009 by a public institution of higher education, the time during which the student attends the course shall be counted
as part of the minimum number of instructional hours required for a student to be considered a full-time student in
average daily attendance for purposes of this section.

(g—1) The commissioner shall adopt rules to calculate average daily attendance for students participating in
a blended learning program in which classroom instruction is supplemented with applied workforce learning
opportunities, including participation of students in internships, externships, and apprenticeships.

(h) Subject to rules adopted by the commissioner under Section 48.007(b), time that a student participates in
an off-campus instructional program approved under Section 48.007 (a) shall be counted as part of the minimum
number of instructional hours required for a student to be considered a full-time student in average daily attendance
for purposes of this section.

(i) A district or a charter school operating under Chapter 12 that operates a prekindergarten program is eligible
to receive one-half of average daily attendance under Subsection (a) if the district's or charter school's prekindergarten

program provides at least 32,400 minutes of instructional time to students.

(j) A district or charter school is eligible to earn full average daily attendance under Subsection (a) if the
district or school provides at least 43,200 minutes of instructional time to students enrolled in:
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(1) a dropout recovery school or program operating under Section 12.1141(c) or Section 39.0548;
(2) an alternative education program operating under Section 37.008;

(3) a school program located at a day treatment facility, residential treatment facility, psychiatric hospital, or
medical hospital;

(4) a school program offered at a correctional facility; or
(5) a school operating under Section 29.259.

(k) A charter school operating under a charter granted under Chapter 12 before January 1, 2015, is eligible
to earn full average daily attendance under Subsection (a), as that subsection existed immediately before January 1,
2015, for:

(1) all campuses of the charter school operating before January 1, 2015; and

(2) any campus or site expansion approved on or after January 1, 2015, provided that the charter school
received an academic accountability performance rating of C or higher, and the campus or site expansion is approved
by the commissioner.

(1) A school district campus or charter school described by Subsection (j) may operate more than one program
and be eligible for full average daily attendance for each program if the programs operated by the district campus or
charter school satisfy all applicable state and federal requirements.

(m) The commissioner shall adopt rules necessary to implement this section, including rules that:

(1) establish the minimum amount of instructional time per day that allows a school district or charter school
to be eligible for full average daily attendance, which may differ based on the instructional program offered by the
district or charter school,

(2) establish the requirements necessary for a school district or charter school to be eligible for one-half of
average daily attendance, which may differ based on the instructional program offered by the district or charter school;
and

(3) proportionally reduce the average daily attendance for a school district if any campus or instructional
program in the district provides fewer than the required minimum minutes of instruction to students.

(n) To assist school districts in implementing this section as amended by H.B. 2442, Acts of the 85th
Legislature, Regular Session, 2017, the commissioner may waive a requirement of this section or adopt rules to
implement this section.

Incentive for Additional Instructional Days (Texas Education Code § 48.0051)

(a) Subject to Subsection (a-1), the commissioner shall adjust the average daily attendance of a school district
or open-enrollment charter school under Section 48.005 in the manner provided by Subsection (b) if the district or

school:

(1) provides the minimum number of minutes of operational and instructional time required under Section
25.081 and commissioner rules adopted under that section over at least 180 days of instruction; and

(2) offers an additional 30 days of half-day instruction for students enrolled in prekindergarten through fifth
grade.
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(a-1) A school district entitled to an incentive under this section and funding for a campus under Section

48.252 may receive only the incentive or funding for the campus, as applicable, that would result in the greater amount
of funding.

(b) For a school district or open-enrollment charter school described by Subsection (a), the commissioner
shall increase the average daily attendance of the district or school under Section 48.005 by the amount that results
from the quotient of the sum of attendance by students described by Subsection (a)(2) for each of the 30 additional
instructional days of half-day instruction that are provided divided by 180.

(c) The commissioner may provide the incentive under this section to a school district or open-enrollment
charter school that intended, but due to circumstances beyond the district's or school's control, including the occurrence
of a natural disaster affecting the district or school, was unable to meet the requirement for instruction under Section
25.081 plus an additional 30 days of half-day instruction. The commissioner may proportionately reduce the incentive
provided to a district or school described by this subsection.

(d) This section does not prohibit a school district from providing the minimum number of minutes of
operational and instructional time required under Section 25.081 and commissioner rules adopted under that section
over fewer than 180 days of instruction.

(e) The agency shall assist school districts and open-enrollment charter schools in qualifying for the incentive
under this section.

(f) A school district or open-enrollment charter school may use funding attributable to the incentive provided
under this section to pay costs associated with providing academic instruction in a voluntary summer program for
students enrolled in the district or school.

(g) The commissioner shall adopt rules necessary for the implementation of this section.
PEIMS System (Texas Education Code § 48.008)

(a) Each school district shall participate in the Public Education Information Management System (PEIMS)
and shall provide through that system information required for the administration of this chapter and of other
appropriate provisions of this code.

(b) Each school district shall use a uniform accounting system adopted by the commissioner for the data
required to be reported for the Public Education Information Management System.

(c) Annually, the commissioner shall review the Public Education Information Management System and
shall repeal or amend rules that require school districts to provide information through the Public Education
Information Management System that is not necessary. In reviewing and revising the Public Education Information
Management System, the commissioner shall develop rules to ensure that the system:

(1) provides useful, accurate, and timely information on student demographics and academic performance,
personnel, and school district finances;

(2) contains only the data necessary for the legislature and the agency to perform their legally authorized
functions in overseeing the public education system; and

(3) does not contain any information related to instructional methods, except as provided by Section29.066
or required by federal law.

(d) The commissioner's rules must ensure that the Public Education Information Management System links

student performance data to other related information for purposes of efficient and effective allocation of scarce school
resources, to the extent practicable using existing agency resources and appropriations.
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Required PEIMS Reporting (Texas Education Code § 48.009)
(a) In this section, "full-time equivalent school counselor" means 40 hours of counseling services a week.

(b) The commissioner by rule shall require each school district and open-enrollment charter school to report
through the Public Education Information Management System information regarding:

(1) the number of students enrolled in the district or school who are identified as having dyslexia;

(2) the availability of school counselors, including the number of full-time equivalent school counselors, at
each campus;

(3) the availability of expanded learning opportunities as described by Section 33.252 at each campus;

(4) the total number of students, other than students described by Subdivision (5), enrolled in the district or
school with whom the district or school, as applicable, used intervention strategies, as that term is defined by Section
26.004, at any time during the year for which the report is made; and

(5) the total number of students enrolled in the district or school to whom the district or school provided
aids, accommodations, or services under Section 504, Rehabilitation Act of 1973 (29 U.S.C. Section 794), at any time
during the year for which the report is made.

(c) The agency shall maintain the information provided in accordance with this section.

(d) Not later than January 1, 2020, the commissioner shall adopt rules requiring the Public Education
Information Management System (PEIMS) to include pregnancy as a reason a student withdraws from or otherwise
no longer attends public school.

Determination of Funding Levels (Texas Education Code § 48.010)

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

(b) In making the determinations regarding funding levels required by Subsection (a), the commissioner shall:

(1) make adjustments as necessary to reflect changes in a school district's maintenance and operations tax
rate;

(2) for a district required to reduce its local revenue under Section 48.257, base the determinations on the
district's net funding levels after deducting any amounts required to be expended by the district to comply with Chapter
49; and

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

Commissioner Authority to Resolve Unintended Consequences from School Finance Formula (Texas
Education Code § 48.001)

(a) Subject to Subsections (b) and (d), the commissioner may adjust a school district's funding entitlement

under this chapter if the funding formulas used to determine the district's entitlement result in an unanticipated loss or
gain for a district.
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(a-1) The commissioner may modify dates relating to the adoption of a school district's maintenance and
operations tax rate and, if applicable, an election required for the district to adopt that rate as necessary to implement
the changes made by H.B. 3, 86 Legislature, Regular Session, 2019.

(b) Before making an adjustment under Subsection (a) or (a-1), the commissioner shall notify and must
receive approval from the Legislative Budget Board and the office of the governor.

(c) If the commissioner makes an adjustment under Subsection (a), the commissioner must provide to the
legislature an explanation regarding the changes necessary to resolve the unintended consequences.

(d) Beginning with the 2021-2022 school year, the commissioner may not make an adjustment under
Subsection (a) or (a-1).

(e) This section expires September 1, 2023.
BASIC AND REGULAR PROGRAM ALLOTMENT

General (Texas Education Code § 48.051)

(a) For each student in average daily attendance, not including the time students spend each day in special
education programs in an instructional arrangement other than mainstream or career and technology education
programs, for which an additional allotment is made under Subchapter C, a district is entitled to an allotment equal to
the lesser of $6,160 or the amount that results from the following formula:

A =86,160 x (TR/MCR)

where:

"A" is the allotment to which a district is entitled;

"TR" is the district's tier one maintenance and operations tax rate, as provided by Section 45.0032; and

"MCR" is the state maximum compressed tax rate, which is the product of the state compression percentage,
as determined under Section 48.255, multiplied by $1.00.

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

(c) During any school year for which the maximum amount of the basic allotment provided under Subsection
(a) or (b) is greater than the maximum amount provided for the preceding school year, a school district must use at
least 30 percent of the amount, if the amount is greater than zero, that equals the product of the average daily attendance
of the district multiplied by the amount of the difference between the district's funding under this chapter per student
in average daily attendance for the current school year and the preceding school year to provide compensation
increases to full-time district employees other than administrators as follows:

(1) 75 percent must be used to increase the compensation paid to classroom teachers, full-time librarians,
full-time school counselors certified under Subchapter B, Chapter 21, and full-time school nurses, prioritizing

differentiated compensation for classroom teachers with more than five years of experience; and

(2) 25 percent may be used as determined by the district to increase compensation paid to full-time district
employees.

(d) In this section, "compensation" includes benefits such as insurance premiums.
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SPECIAL ALLOTMENTS
Special Education (Texas Education Code § 48.102)

(a) For each student in average daily attendance in a special education program under Subchapter A, Chapter
29, in a mainstream instructional arrangement, a school district is entitled to an annual allotment equal to the basic
allotment, or, if applicable, the sum of the basic allotment and the allotment under Section 48.101 to which the district
is entitled, multiplied by 1.15. For each full-time equivalent student in average daily attendance in a special education
program under Subchapter A, Chapter 29, in an instructional arrangement other than a mainstream instructional
arrangement, a district is entitled to an annual allotment equal to the basic allotment, or, if applicable, the sum of the
basic allotment and the allotment under Section 48.101 to which the district is entitled, multiplied by a weight
determined according to instructional arrangement as follows:

Homebound 5.0
Hospital class 3.0
Speech therapy 5.0
Resource room 3.0
Self-contained, mild and moderate, regular campus 3.0
Self-contained, severe, regular campus 3.0
Off home campus 2.7
Nonpublic day school 1.7
Vocational adjustment class 23

(b) A special instructional arrangement for students with disabilities residing in care and treatment facilities,
other than state schools, whose parents or guardians do not reside in the district providing education services shall be
established by commissioner rule. The funding weight for this arrangement shall be 4.0 for those students who receive
their education service on a local school district campus. A special instructional arrangement for students with
disabilities residing in state schools shall be established by commissioner rule with a funding weight of2.8.

(c) For funding purposes, the number of contact hours credited per day for each student in the off home
campus instructional arrangement may not exceed the contact hours credited per day for the multidistrict class
instructional arrangement in the 1992-1993 school year.

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

(e) The commissioner by rule shall prescribe the qualifications an instructional arrangement must meet in
order to be funded as a particular instructional arrangement under this section. In prescribing the qualifications that a
mainstream instructional arrangement must meet, the commissioner shall establish requirements that students with
disabilities and their teachers receive the direct, indirect, and support services that are necessary to enrich the regular
classroom and enable student success.

() In this section, "full-time equivalent student" means 30 hours of contact a week between a special
education student and special education program personnel.

(g) The commissioner shall adopt rules and procedures governing contracts for residential placement of
special education students. The legislature shall provide by appropriation for the state's share of the costs of those

placements.

(h) At least 55 percent of the funds allocated under this section must be used in the special education program
under Subchapter A, Chapter 29.
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(i) The agency shall encourage the placement of students in special education programs, including students
in residential instructional arrangements, in the least restrictive environment appropriate for their educational needs.

(j) A school district that provides an extended year program required by federal law for special education
students who may regress is entitled to receive funds in an amount equal to 75 percent, or a lesser percentage
determined by the commissioner, of the basic allotment, or, if applicable, the sum of the basic allotment and the
allotment under Section 48.101 to which the district is entitled for each full-time equivalent student in average daily
attendance, multiplied by the amount designated for the student's instructional arrangement under this section, for
each day the program is provided divided by the number of days in the minimum school year. The total amount of
state funding for extended year services under this section may not exceed $10 million per year. A school district may
use funds received under this section only in providing an extended year program.

(k) From the total amount of funds appropriated for special education under this section, the commissioner
shall withhold an amount specified in the General Appropriations Act, and distribute that amount to school districts
for programs under Section 29.014. The program established under that section is required only in school districts in
which the program is financed by funds distributed under this subsection and any other funds available for the program.
After deducting the amount withheld under this subsection from the total amount appropriated for special education,
the commissioner shall reduce each district's allotment proportionately and shall allocate funds to each district
accordingly.

Other Special Allotments

Texas law provides for other special allotments, including an allotment for students with dyslexia or related
disorder (Texas Education Code Section 48.103), a compensatory education allotment (Texas Education Code Section
48.104), bilingual education allotments (Texas Education Code Section 48.105), career and technology education
allotments (Texas Education Code Section 48.106), transportation allotments (Texas Education Code Section
48.151), public education grant allotments (Texas Education Code Section 48.107), early education allotment (Texas
Education Code Section 48.108), college, career, or military readiness outcomes bonus (Texas Education Section
48.110), fast grown allotment (Texas Education Code Section 48.111), new instructional facility allotments (Texas
Education Code Section 48.152), dropout recovery school and residential placement facility allotment (Texas certain
special-purpose school districts (Texas Education Code Section 48.053), and school safety allotment (Texas Education
Code Section 42.168). Education Code Section 48.153), tuition allotments for districts not offering all grade levels
(Texas Education Code Section 48.154), allotments for small and mid-sized districts (Texas Education Code Section
48.101), allotments for certain special-purpose school districts (Texas Education Code Section 48.053), and school
safety allotment (Texas Education Code Section 42.168).
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FINANCING THE PROGRAM

General (Texas Education Code § 48.251)

(a) The cost of the Foundation School Program for a school district is the total sum:
(1) the sum of the tier one allotments and other funding as follows:

(A) the basic allotment under Subchapter B;

(B) the student-based allotments under Subchapter C; and

(C) the additional funding under Subchapter D; and

(2the tier two allotment under Subchapter E.

(b) The sum of the Foundation School Program maintenance and operations costs for all accredited school
districts in this state constitutes the total maintenance and operations cost of the Foundation School Program.

(c¢) The program shall be financed by:

(1) state available school funds distributed in accordance with the law;

(2) ad valorem tax revenue generated by local school district effort; and

(3) state funds appropriated for the purposes of public school education and allocated to each district in an

amount sufficient to finance the cost of each district's Foundation School Program not covered by other funds specified
in this subsection.

Additional State Aid

Texas law provides for additional State aid in certain circumstances, including additional State aid for tax
increment financing payments (Texas Education Code Section 48.253), additional State aid for ad valorem tax credits
under the Texas Economic Development Act (Texas Education Code Section 48.254), and additional State aid for
M&O tax reduction/state compression percentage (Texas Education Code Section 48.255).

Maximum Compressed Tax Rate (Texas Education Code Section 48.2551)

(a) In this section:

(1) "DPV" has the meaning assigned by Section 48.256;

(2) "E" is the expiration of the exclusion of appraised property value for the preceding tax year that is
recognized as taxable property value for the current tax year, which is the sum of the following:
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(A) property value that is no longer subject to a

(B) property value under Section 311.013(n), Tax Code, that is no longer excluded from the calculation of
"DPV" from the preceding year because of refinancing or renewal after September 1, 2019;

(3) "MCR" is the district's maximum compressed rate, which is the tax rate for the current tax year per $100
of valuation of taxable property at which the district must levy a maintenance and operations tax to receive the full
amount of the tier one allotment to which the district is entitled under this chapter;

(4) "PYDPV" is the district's value of "DPV" for the preceding tax year; and

(5) "PYMCR" is the district's value of "MCR" for the preceding tax year.

(b) Except as provided by Subsection (c), a district's maximum compressed rate ("MCR") is the lesser of:

(1) the rate determined by the following applicable formula:

A) if "DPV" exceeds "PYDPV" by an amount equal to or greater than 2.5 percent: MCR =
(1.025((PYDPV+E) X PYMCR))/DPV; or

B) if Paragraph (A) does not apply: MCR = PYMCR; or

(2) the product of the state compression percentage, as determined under Section 48.255, for the currenttax
year, multiplied by $1.00.

(c) Notwithstanding Subsection (b), for a district to which Section 48.2552(b) applies, the district's maximum
compressed rate is the value calculated for "MCR" under Subsection (b)(1)(B).

(c-1) For purposes of determining a district's maximum compressed rate ("MCR") under Subsection (b) for
the 2020-2021 school year, the value of "PYMCR" is $1.00. This subsection expires September 1, 2021.

(d) The agency shall calculate and make available school districts' maximum compressed rates, as
determined under this section.

(e) It is the intent of the legislature that the state continue to fund public schools at the same or similar level
as the state would have if this section had not taken effect.

Limitation on Maximum Compressed Rate (Texas Education Code Section 48.2552)

(a) Each year, the agency shall evaluate the difference between school districts' maximum compressed rates,
as determined under Section 48.2551.

(b) Ifaschool district has a maximum compressed rate that is less than 90 percent of another school district's
maximum compressed rate, the district's maximum compressed rate is calculated under Section 48.2551(c) until the
agency determines that the difference between the district's and another district's maximum compressed rates is not
more than 10 percent.

(¢) The amount of revenue available to the state as a result of the differences in the amount of state aid and
reduction in local revenue between calculating a district's maximum compressed rate in accordance with Subsection
(b) and calculating the district's maximum compressed rate under Section 48.2551 shall be used to lower the state
compression percentage under Section 48.255. The agency shall provide estimates to the legislature of the reduction
of the state compression percentage based on this subsection.
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Permitted Tax Rate for Maintenance of 2020-2021 Basic Allotment (Texas Education Code Section
48.2553)

(a) Notwithstanding any other provision of this title or Chapter 26, Tax Code, if the maximum amount of
the basic allotment provided under Section 48.051(a) or (b) for a school year is less than the maximum amount
provided for the 2020-2021 school year, subject to Subsection (b), a school district may adopt a maintenance and
operations tax rate that exceeds the maximum compressed tax rate permitted under Section 48.2551, provided that:

(1) the rate adopted by the district was previously approved by voters for a tax year subsequent to the 2005
tax year; and

(2) the rate may not exceed the lesser of:
(A) $1.17; or

(B) the district's maximum compressed tax rate and the additional tax rate necessary to generate the amount
of revenue equal to the difference in per student funding.

(b) Before adopting a maintenance and operations tax rate under Subsection (a), a school district must receive
approval from the agency. To receive approval from the agency under this subsection the district must submit the

following information:

(1) a statement detailing the loss of funding to the district that resulted from the decline in the maximum
amount of the basic allotment provided under Section 48.051(a) or (b);

(2) the proposed additional tax effort and the amount of funding the proposed additional tax effort will
generate;

(3) evidence that the proposed additional tax effort described by Subdivision (2) had been previously
authorized by voters subsequent to the 2005 tax year; and

(4) any other information required by the commissioner.

(c) The agency's approval of a district's tax rate under Subsection (b) expires at the end of each tax year.

(d) Any additional tax effort by a school district authorized under this section is not:

(1) eligible for funding under Subchapter B, C, or D;

(2) eligible for the guaranteed yield amount of state funds under Section 48.202; or

(3) subject to the limit on local revenue under Section 48.257.

(¢) The commissioner shall reduce state aid or adjust the limit on local revenue under Section 48.257 in an
amount equal to the amount of revenue generated by a school district's tax effort that is not in compliance with this
section or Section 48.2551.

(f) This section does not apply to a school district to which Section 45.003(f) applies.

Local Share of Program Cost (Tier One) (Texas Education Code § 48.256)

(a) Each school district's share of the Foundation School Program is determined by the following formula:

LFA =TR X DPV
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where:

"LFA" is the school district's local share;

"TR" is the school district's adopted tier one maintenance and operations tax rate, as described by Section
45.0032(a) for each hundred dollars of valuation; and

"DPV" is the taxable value of property in the school district for the current tax year determined under
Subchapter M, Chapter 403, Government Code.

(b) The commissioner shall adjust the values reported by the comptroller to reflect reductions in taxable
value of property resulting from natural or economic disaster in the year in which the valuations are determined. The
decision of the commissioner is final. An adjustment does not affect the local fund assignment of any other school
district.

(c) Appeals of district values shall be held pursuant to Section 403.303, Government Code.

(d) This subsection applies to a school district in which the board of trustees entered into a written agreement
with a property owner under Section 313.027, Tax Code, for the implementation of a limitation on appraised value
under Subchapter B or C, Chapter 313, Tax Code. For purposes of determining "DPV" under Subsection (a) for a
school district to which this subsection applies, the commissioner shall exclude a portion of the market value of
property not otherwise fully taxable by the district under Subchapter B or C, Chapter 313, Tax Code, before the
expiration of the subchapter. The comptroller shall provide information to the agency necessary for this subsection. A
revenue protection payment required as part of an agreement for a limitation on appraised value shall be based on the
district's taxable value of property for the preceding tax year.

(e) Subsection (d) does not apply to property that was the subject of an application under Subchapter B or
C, Chapter 313, Tax Code, made after May 1, 2009, that the comptroller recommended should be disapproved.

Local Revenue Level in Excess of Entitlement (Texas Education Code Section48.257)

(a) Subject to Subsection (b), if a school district's tier one local share under Section 48.256 exceeds the
district's entitlement under Section 48.266(a)(1) less the district's distribution from the state available school fund, the
district must reduce the district's tier one revenue level in accordance with Chapter 49 to a level not to exceed the
district's entitlement under Section 48.266(a)(1) less the district's distribution from the state available school fund.

(b) This subsection applies only to a school district to which Subsection (a) applies. If a district's maintenance
and operations tax collections from the tax rate described by Section 45.0032(a) for the current tax year minus the
required reduction in a district's tier one revenue level under Subsection (a) results in an amount that is less than the
amount of the district's entitlement under Section 48.266(a)(1) less the district's distribution from the state available
school fund, the agency shall adjust the amount of the reduction required in the district's tier one revenue level under
Subsection (a) up to the amount of local funds necessary for the district's entitlement under Section 48.266(a)(1) less
the district's distribution from the state available school fund.

(c) For purposes of Subsection (a), state aid to which a district is entitled under this chapter that is not
described by Section 48.266(a)(1), (2), or (3) may offset the amount by which a district must reduce the district's tier
one revenue level under Subsection (a). Any amount of state aid used as an offset under this subsection shall reduce
the amount of state aid to which the district is entitled.

(d) Except as provided by Subsection (e), a school district is entitled to retain the total amount of the district's
tier two local share described by Section 48.266(a)(5)(A).

(e) In any school year for which the amount of state funds appropriated specifically excludes the amount
necessary to provide the dollar amount guaranteed level of state and local funds per weighted student per cent of tax
effort under Section 48.202(a-1)(1), a district may only retain the amount of the district's tier two local share described
by Section 48.266(a)(5)(A) equal to the amount of revenue that would be generated based on the amount appropriated
for the dollar amount guaranteed level of state and local funds.
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(f) If the amount of a school district's tier two local share described by Section 48.266(a)(5)(B) to which a
district is entitled exceeds the amount described by Section 48.202(a-1)(2), the district must reduce the district's
revenue in accordance with Chapter 49 to a level not to exceed the amount described by Section 48.202 (a-1)(2).

(g) For a district to which Section 45.003(f) applies, revenue generated from any cents of maintenance and
operations tax effort that exceeds the maximum rate permitted under Section 45.003(d) is subject to the revenue limit
established under Subsection (f).

Adjustments for Certain Districts Receiving Federal Impact Aid (Texas Education Code § 48.262)

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

Distribution of Foundation School Fund (Texas Education Code § 48.266)

(a) For each school year the commissioner shall determine:

(1) the amount of money to which a school district is entitled under Subchapters B, C, and D;

(2) the amount of money to which a school district is entitled under Subchapter F;

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

(4) the amount of each district's tier one local share under Section 48.256; and

(5) the amount of each district's tier two local share under Section 48.202 for:

(A) the district's maintenance and operations tax effort described by Section 48.202(a-1)(1); and

(B) the district's maintenance and operations tax effort described by Section 48.202(a-1)(2).

(b) Except as provided by this subsection, the commissioner shall base the determinations under Subsection
(a) on the estimates provided to the legislature under Section 48.269, or, if the General Appropriations Act provides
estimates for that purpose, on the estimates provided under that Act, for each school district for each school year. The
commissioner shall reduce the entitlement of each district that has a final taxable value of property for the second year
of a state fiscal biennium that is higher than the estimate under Section 48.269 or the General Appropriations Act, as
applicable. A reduction under this subsection may not reduce the district's entitlement below the amount to which it

is entitled at its actual taxable value of property.

(c¢) Each school district is entitled to an amount equal to the difference for that district between the sum of
Subsections (a)(1) and (a)(2) and the sum of Subsections (a)(3), (a)(4), and (a)(5).

(d) The commissioner shall approve warrants to each school district equaling the amount of its entitlement
except as provided by this section. Warrants for all money expended according to this chapter shall be approved and
transmitted to treasurers or depositories of school districts in the same manner that warrants for state payments are
transmitted. The total amount of the warrants issued under this section may not exceed the total amount appropriated
for Foundation School Program purposes for that fiscal year.

(e) If a school district demonstrates to the satisfaction of the commissioner that the estimate of the district's
tax rate, student enrollment, or taxable value of property used in determining the amount of state funds to which the
district is entitled are so inaccurate as to result in undue financial hardship to the district, the commissioner may adjust
funding to that district in that school year to the extent that funds are available for that year.
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(f) If the amount appropriated for the Foundation School Program for the second year of a state fiscal
biennium is less than the amount to which school districts and open-enrollment charter schools are entitled for that
year, the commissioner shall certify the amount of the difference to the Legislative Budget Board not later than January
1 of the second year of the state fiscal biennium. The Legislative Budget Board shall propose to the legislature that
the certified amount be transferred to the foundation school fund from the economic stabilization fund and
appropriated for the purpose of increases in allocations under this subsection. If the legislature fails during the regular
session to enact the proposed transfer and appropriation and there are not funds available under Subsection (h), the
commissioner shall adjust the total amounts due to each school district and open-enrollment charter school under this
chapter and the total amounts necessary for each school district to comply with the requirements of Chapter 49 by an
amount determined by applying to each district and school the same percentage adjustment to the total amount of state
and local revenue due to the district or school under this chapter and Chapter 49 so that the total amount of the
adjustment to all districts and schools results in an amount equal to the total adjustment necessary. The following
fiscal year:

(1) a district's or school's entitlement under this section is increased by an amount equal to the adjustment
made under this subsection; and

(2) the amount necessary for a district to comply with the requirements of Chapter 49 is reduced by an amount
necessary to ensure a district's full recovery of the adjustment made under this subsection.

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

(h) The legislature may appropriate funds necessary for increases under Subsection (g) from funds that the
comptroller, at any time during the fiscal year, finds are available.

(i) The commissioner shall compute for each school district the total amount by which the district's allocation
of state funds is increased or reduced under Subsection (g) and shall certify that amount to the district.

Recovery of Overallocated Funds (Texas Education Code § 48.272)

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

(b) Notwithstanding Subsection (a), the agency may recover an overallocation of state funds over a period
not to exceed the subsequent five school years if the commissioner determines that the overallocation was the result
of exceptional circumstances reasonably caused by statutory changes to Chapter 46 or 49or this chapter and related
reporting requirements.

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

(d) Any amounts recovered under this section shall be deposited in the foundation school fund.

(e) Subject to Subsection (f), the agency may review a school district as necessary to determine if the district
qualifies for each allotment received by the district under this chapter. If the agency determines that a school district
received an allotment to which the district was not entitled, the agency may establish a corrective action plan or
withhold the applicable amount of funding from the district.

(f) The agency may not review school district expenditures that occurred seven or more years before the
review.
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Foundation School Fund Transfers (Texas Education Code § 48.273)
(a) In this section:

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

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

(3) "Category 3 school district" means a school district having a wealth per student of more than the statewide
average wealth per student.

(4) "Wealth per student" means the taxable property values reported by the comptroller to the commissioner
under Section 48.256 divided by the number of students in average daily attendance.

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

(1) 15 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of September of a fiscal year;

(2) 80 percent of the yearly entitlement of the district shall be paid in eight equal installments to be made on
or before the 25th day of October, November, December, January, March, May, June, and July; and

(3) five percent of the yearly entitlement of the district shall be paid in an installment to be made on or before
the 25th day of February.

(c) Payments from the foundation school fund to each category 2 school district shall be made as follows:

(1) 22 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of September of a fiscal year;

(2) 18 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of October;

(3) 9.5 percent of the yearly entitlement of the district shall be paid in an installment to be made on or before
the 25th day of November;

(4) 7.5 percent of the yearly entitlement of the district shall be paid in an installment to be made on or before
the 25th day of April;

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

(6) 10 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of June;

(7) 13 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of July; and

(8) 15 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of August.

(d) Payments from the foundation school fund to each category 3 school district shall be made as follows:
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(1) 45 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of September of a fiscal year;

(2) 35 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of October; and

(3) 20 percent of the yearly entitlement of the district shall be paid in an installment to be made on orbefore
the 25th day of August.

(e) The amount of any installment required by this section may be modified to provide a school district with
the proper amount to which the district may be entitled by law and to correct errors in the allocation or distribution of
funds. If an installment under this section is required to be equal to other installments, the amount of other installments
may be adjusted to provide for that equality. A payment under this section is not invalid because it is not equal to other
installments.

(f) Previously unpaid additional funds from prior fiscal years owed to a district shall be paid to the district
together with the September payment of the current fiscal year entitlement.

(g) The commissioner shall make all annual Foundation School Program payments under this section for
purposes described by Sections 45.252(a)(1) and (2) before the deadline established under Section 45.263(b) for
payment of debt service on bonds. Notwithstanding any other provision of this section, the commissioner may make
Foundation School Program payments under this section after the deadline established under Section 45.263(b) only
if the commissioner has not received notice under Section 45.258 concerning a district's failure or inability to pay
matured principal or interest on bonds.

Foundation School Fund Transfers to Certain Charter Schools (Texas Education Code § 48.274)

(a) On the request of an open-enrollment charter school, the commissioner shall compare the student
enrollment of the open-enrollment charter school for the current school year to the student enrollment of the school
during the preceding school year. If the number of students enrolled at the open-enrollment charter school for the
current school year has increased by 10 percent or more from the number of students enrolled during the preceding
school year, the open-enrollment charter school may request that payments from the foundation school fund to the
school for the following school year and each subsequent school year, subject to Subsection (b), be made according
to the schedule provided under Subsection (c).

(b) An open-enrollment charter school that qualifies to receive funding as provided by this section is entitled
to receive funding in that manner for three school years. On the expiration of that period, the commissioner shall
determine the eligibility of the open-enrollment charter school to continue receiving payments from the foundation
school fund under this section for an additional three school years. Subsequently, the open-enrollment charter school
must reestablish eligibility in the manner provided by this subsection every three school years.

(c) Payments from the foundation school fund to an open-enrollment charter school under this section shall
be made as follows:

(1) 22 percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of September of a fiscal year;

(2) 18 percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of October;

(3) 9.5 percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of November;

(4) four percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of December;
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(5) four percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of January;

(6) four percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of February;

(7) four percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of March;

(8) 7.5 percent of the yearly entitlement of the school shall be paid in an installment to be made on or before
the 25th day of April;

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

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

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

(12) eight percent of the yearly entitlement of the school shall be paid in an installment to be made on or
before the 25th day of August.

(d) The amount of any installment required by this section may be modified to provide an open-enrollment
charter school with the proper amount to which the school may be entitled by law and to correct errors in the allocation
or distribution of funds.

(e) Previously unpaid additional funds from prior fiscal years owed to an open-enrollment charter school
shall be paid to the school together with the September payment of the current fiscal year entitlement.

Use of Certain Funds (Texas Education Code § 48.275)

(a) In this section, "participating charter school" means an open-enrollment charter school that participates
in the uniform group coverage program established under Chapter 1579, Insurance Code.

(b) The amount of additional funds to which each school district or participating charter school is entitled
due to the increases in formula funding made by H.B. No. 3343, Acts of the 77th Legislature, Regular Session,2001,
and any subsequent legislation amending the provisions amended by that Act that increase formula funding under
Chapter 49 and this chapter to school districts and charter schools is available for purposes of Subsection (c).

(c) Notwithstanding any other provision of this code, a school district or participating charter school may use
the sum of the following amounts of funds only to pay contributions under a group health coverage plan for district or
school employees:

(1) the amount determined by multiplying the amount of $900 or the amount specified in the General
Appropriations Act for that year for purposes of the state contribution under Section 1579.251, Insurance Code, by
the number of district or school employees who participate in a group health coverage plan provided by or through
the district or school; and

(2) the difference between the amount necessary for the district or school to comply with Section 1581.052,
Insurance Code, for the school year and the amount the district or school is required to use to provide health coverage
under Section 1581.051, Insurance Code, for that year.

(d) A determination by the commissioner under this section is final and may not be appealed.
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Formula Transition Grant (Texas Education Code Section 48.277)

(a) A school district or open-enrollment charter school is entitled to receive an annual allotment for each
student in average daily attendance in the amount equal to the difference, if the difference is greater than zero, that
results from subtracting the total maintenance and operations revenue per student in average daily attendance for the
current school year from the lesser of:

(1) 103 percent of the district's or school's total maintenance and operations revenue per student in average
daily attendance for the 2019-2020 school year that the district or school would have received under former Chapters
41 and 42, as those chapters existed on January 1, 2019; or

(2) 128 percent of the statewide average amount of maintenance and operations revenue per student in
average daily attendance that would have been provided for the 2019-2020 school year under former Chapters 41 and
42, as those chapters existed on January 1, 2019.

(b) For purposes of calculating maintenance and operations revenue under Subsection (a), the commissioner
shall:

(1) for purposes of Subsections (a)(1) and (2), use the following applicable school year:
(A) in a school year ending in an even-numbered year, the 2019-2020 school year; and

(B) in a school year ending in an odd-numbered year, the 2019-2020 or 2020-2021 school year, whichever
is greater;

(2) include all state and local funding, except for any funding resulting from:

(A) reimbursement for disaster remediation costs under former Sections 41.0931 and 42.2524;

(B) an adjustment for rapid decline in taxable value of property under former Section 42.2521; and
(C) an adjustment for property value affected by a state of disaster under former Section 42.2523;
(3) adjust the calculation to reflect a reduction in tax effort by a school district; and

(4) ifa school district or open-enrollment charter school receives a waiver relating to eligibility requirements
for the national free or reduced-price lunch program under 42 U.S.C. Section 1751 et seq., use the numbers of
educationally disadvantaged students on which the district's or school's entitlement to compensatory education funds
was based for the school year before the school year in which the district or school received the waiver, adjusted for
estimated enrollment growth.

(c) A decision by the commissioner under this section is final and may not be appealed.

(d) A school district or open-enrollment charter school is not entitled to an allotment under Subsection (a)
beginning with the 2024-2025 school year.

(d-1) Subject to Subsection (d-2), a school district or open-enrollment charter school is entitled to receive an
annual allotment for each student in average daily attendance in the amount equal to the difference, if the difference
is greater than zero, that results from subtracting the total maintenance and operations revenue per student in average
daily attendance for the current school year from the total maintenance and operations revenue per student in average
daily attendance that would have been available to the district or school under former Chapters 41 and 42, as those
chapters existed on January 1, 2019. For purposes of calculating a district's maintenance and operations revenue under
this subsection, the commissioner shall:

(1) apply Subsection (b); and
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(2) in calculating a district's maintenance and operations revenue under former Chapters 41 and 42, as those
chapters existed on January 1, 2019, exclude any additional revenue the district would have received under former
Sections 41.002(e) through (g), as those sections existed on January 1, 2019.

(d-2) A school district or open-enrollment charter school may only receive an allotment under Subsection (a)
or (d-1),

(d-3 Subsections (d-1) and (d-2) and this subsection
expire September 1, 2021.
(e) This section expires September 1, 2025.
Equalized Wealth Transition Grant (Texas Education Code Section 48.278)

(a) Subject to Subsection (b), a school district is entitled to receive an annual allotment in an amount equal
to the amount of additional revenue a school district received for the 2018-2019 school year under former Sections
41.002(e) through (g), as those sections existed on January 1, 2019.

(b) For purposes of calculating a district's allotment under Subsection (a), the commissioner shall reduce the
amount to which a district is entitled under Subsection (a) by:

(1) for the 2020-2021 school year, 20 percent;

(2) for the 2021-2022 school year, 40 percent;

(3) for the 2022-2023 school year, 60 percent; and

(4) for the 2023-2024 school year, 80 percent.

(c) This section expires September 1, 2024.

Maintenance of State Financial Support for Special Education (Texas Education Code Section 48.279)

(a) Funds appropriated for purposes of this section or transferred in accordance with this section are state
funds for purposes of compliance with the requirements regarding maintenance of state financial support for special
education under

20 U.S.C. Section 1412(a)(18). The commissioner shall identify theamount of funding described by this subsection
and separate that amount from other funding provided under this chapter.

(b) If the commissioner determines that the total amount offunding for special education for a school year
that ends during the first state fiscal year of a state fiscal biennium is less than the amount required to comply with
requirements regarding maintenance of state financial support under 20 U.S.C. Section 1412(a)(18), the commissioner
shall use funds appropriated for the Foundation School Program for the second state fiscal year of that biennium to
increase funding for special education for the first state fiscal year of that biennium in an amount necessary to ensure
compliance with that provision.

(c) If the commissioner determines that the total amount of funding for special education for a school year
that ends during the second state fiscal year of a state fiscal biennium is less than the amount required to comply with
requirements regarding maintenance of state financial support under 20 U.S.C. Section 1412(a)(18), the commissioner
shall submit to the legislature an estimate of the amount of funding needed to comply with that provision for that state
fiscal year.

(d) If federal funds are withheld for a school year due to noncompliance with requirements regarding
maintenance of state financial support under 20 U.S.C. Section 1412(a)(18), the commissioner shall use for that school
year an amount of funds described by Subsection (a) equal to the amount of withheld funds in the same manner and
for the same purposes as the withheld funds would have been provided.
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(e) After the commissioner has replaced any withheld federal funds as provided by Subsection (d), the
commissioner shall distribute the remaining amount, if any, of funds described by Subsection (a) to proportionately
increase funding for the special education allotment under Section 48.102.

(f) In complying with Subsection (d), the commissioner may implement any program necessary to ensure
the use of funds in accordance with that subsection.

GUARANTEED YIELD PROGRAM
Purpose (Texas Education Code § 48.201)

The purpose of the tier two component of the Foundation School Program is to provide each school district
with the opportunity to provide the basic program and to supplement that program at a level of its own choice. An
allotment under this subchapter may be used for any legal purpose other than capital outlay or debt service.

Tier Two Allotment (Texas Education Code § 48.202)

(a) Each school district is guaranteed a specified amount per weighted student in state and local funds for
each cent of tax effort over that required for the district's local fund assignment up to the maximum level specified in
this subchapter. The amount of state support, subject only to the maximum amount under Section 48.203, is determined
by the formula:

GYA =(GL x WADA x DTR x 100)--LR
where:
"GYA" is the guaranteed yield amount of state funds to be allocated to the district;

"GL" is the dollar amount guaranteed level of state and local funds per weighted student per cent of tax effort,
which is an amount described by Subsection (a-1) or a greater amount for any year provided by appropriation;

"WADA" is the number of students in weighted average daily attendance, which is calculated by dividing
the sum of the school district's allotments under Subchapters B and C by the basic allotment for the applicable year;

"DTR" is the district enrichment tax rate of the school district, which is determined by subtracting the
amounts specified by Subsection (b) from the total amount of maintenance and operations taxes collected by the school
district for the applicable school year and dividing the difference by the quotient of the district's taxable value of
property as determined under Subchapter M, Chapter 403, Government Code, or, if applicable, under Section 48.258
or by the quotient of the value of "DPV" as determined under Section 48.256(d) if that subsection applies to the district,
divided by 100; and

"LR" is the local revenue, which is determined by multiplying "DTR" by the quotient of the district's taxable
value of property as determined under Subchapter M, Chapter 403, Government Code, or, if applicable, under Section
48.258 or by the quotient of the value of "DPV" as determined under Section 48.256(d) if that subsection applies to
the district, divided by 100.

For purposes of Subsection (a), the dollar amount guaranteed level of state and local funds per weighted
student per cent of tax effort ("GL") for a school district is:

(1) the greater of the amount of district tax revenue per weighted student per cent of tax effort available to a
school district at the 96th percentile of wealth per weighted student, or the amount that results from multiplying 6,160,
or the greater amount provided under Section 48.051(b), if applicable, by 0.016, for the first eight cents by which the
district's maintenance and operations tax rate exceeds the district’s tier one; and

(2) subject to Subsection (f), the amount that results from multiplying $6,160, or the greater amount provided
under Section 48.051(b), if applicable, by 0.008, for the district's maintenance and operations tax effort that exceeds
the amount of tax effort described by Subdivision (1).
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(a-2) The limitation on district enrichment tax rate ("DTR") under Section 48.203 does not apply to the
district's maintenance and operations tax effort described by Subsection (a-1)(1).

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

(1) the district's local fund assignment under Section 48.256; or
(2) taxes paid into a tax increment fund under Chapter 311, Tax Code.

(c) For purposes of this section, school district taxes for which credit is granted under Section 31.035, 31.036,
or 31.037, Tax Code, are considered taxes collected by the school district as if the taxes were paid when the credit for
the taxes was granted.

(d) For purposes of this section, the total amount of maintenance and operations taxes collected for an
applicable school year by a school district with alternate tax dates, as authorized by Section 26.135, Tax Code, is the
amount of taxes collected on or after January 1 of the year in which the school year begins and not later than December
31 of the same year.

(e) For purposes of this section, school district taxes for which credit is granted under former Subchapter D,
Chapter 313, Tax Code, are considered taxes collected by the school district as if the taxes were paid when the credit
for the taxes was granted.

(f) For a school year in which the dollar amount guaranteed level of state and local funds per weighted student
per cent of tax effort ("GL") under Subsection (a-1)(2) exceeds the dollar amount guaranteed level of state and local
funds per weighted student per cent of tax effort ("GL") under Subsection (a-1)(2) for the preceding school year, a
school district shall reduce the district's tax rate under Section 45.0032(b)(2) for the tax year that corresponds to that
school year to a rate that results in the amount of state and local funds per weighted student per cent of tax effort
available to the district at the dollar amount guaranteed level for the preceding school year. A school district is not
entitled to the amount equal to the increase of revenue described by this subsection for the school year for which the
district must reduce the district's tax rate. Unless Section 26.08(a-1), Tax Code, applies to the district, for a tax year
in which a district must reduce the district's tax rate under this subsection, the district may not increase the district's
maintenance and operations tax rate to a rate that exceeds the maximum maintenance and operations tax rate permitted
under Section 45.003(d) or (f), as applicable, minus the reduction of tax effort required under this subsection. This
subsection does not apply if the amount of state funds appropriated for a school year specifically excludes the amount
necessary to provide the dollar amount guaranteed level of state and local funds per weighted student per cent of tax
effort under Subsection (a-1)(2).

(f-1) Notwithstanding Subsection (f), for the 2019-202 school year, the reduction of a school district's tax
rate require under Subsection (f) applies to the district's total enrichment tax rate under Section 45.0032(b) minus eight
cents. This subsection expires September 1, 2020.

Limitation on Enrichment Tax Rate (Texas Education Code § 48.203)

The district enrichment tax rate ("DTR") under Section 48.202 of the Texas Education Code may not exceed
the amount per $100 of valuation by which the maximum rate permitted under Section 45.003 of the Texas Education
Code exceeds the rate used to determine the district's local share under Section 48.256 of the Texas Education Code,
or a greater amount for any year provided by appropriation.
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HARMONY PUBLIC SCHOOLS AND THE CHARTER SCHOOLS
General

Harmony Public Schools (“Harmony”) is a non-profit corporation incorporated in the State of Texas (for purposes
of this Appendix A, the “State”) in 1999. Harmony is an organization described under Section 501(c)(3) of the Internal
Revenue Code of 1986, as amended (the “Code”). Harmony currently operates fifty eight open-enrollment charter schools
throughout the State with an additional 5 schools planned to open as listed below (collectively, the “Charter Schools”).
TABLE 1 below present certain basic information concerning the Charter Schools currently in operation or expected to be
in operation as indicated.

TABLE 1:
CHARTER SCHOOLS

GRADES CAMPUS YEAR FREE/REDUCED LUNCH

HARTER NAME/CAMPUS NAME
¢ /CAMPUS OFFERED®)  ENROLLMENT®)  OPENED® (Low-INcOME)™»

Harmony Science Academy (Houston) (101-846)
Harmony Science Academy — Houston 9-12 692 2000-01 80.48%
Harmony School of Innovation — Houston 6-8 527 2005-06 88.19%
Harmony School of Ingenuity — Houston 6-12 728 2009-10 80.82%
Harmony School of Science — Houston K-8 344 2010-11 84.73%
Harmony School of Fine Arts and K-8 703 2010-11 80.35%
Technology — Houston

6. Harmony School of Exploration — Houston K-5 630 2013-14 86.62%

Harmony School of Excellence (101-858)

Harmony School of Excellence — Houston K-8 850 2006-07 48.06%
Harmony School of Endeavor - Houston K-8 535 2009-10 CEP®
Harmony Science Academy — Bryan PK-8 358 2007-08 CEP®
Harmony School of Enrichment — Houston K-5 720 2017-18 77.73%
Harmony School of Technology - Houston 5-8 674 2006-07 76.59%
Harmony School of Advancement High School 9-12 689 2010-11 65.74%
— Houston
Harmony School of Discovery — Houston 6-12 819 2010-11 67.63%
. Harmony School of Achievement — Houston K-5 633 2015-16 56.73%
9. Harmony Science Academy - Cypress K-5 567 2019-20 61.03%
10. Harmony School of Excellence - Katy PK-5 N/A 2022-23 N/A
Harmony School of Science (Houston) (101-862)
Harmony Science Academy — Sugar Land K-6 722 2008-09 60.80%
Harmony School of Innovation — Sugar Land® 9-12 699 2011-12 52.90%
Harmony Science Academy — Katy K-5 695 2011-12 50.51%
Harmony Science Academy — Beaumont K-12 574 2007-08 63.87%
Harmony School of Innovation - Katy 6-12 610 2016-17 51.19%
Harmony School of Excellence — Sugar Land 6-8 642 2017-18 54.17%
Unnamed Campus at 2156 Bellaire, Richmond, 9-12 N/A 200223 N/A
Texas
Harmony Science Academy (Waco) (161-807)
Harmony Science Academy — Waco PK-6 495 2007-08 CEP®
Harmony Science Academy — Dallas K-12 1,125 2007-08 67.59%
Harmony Science Academy — Garland PK-6 712 2010-11 52.54%
Harmony School of Innovation — Garland 7-12 637 2014-15 44.67%
Harmony School of Innovation — Dallas 6-12 420 2012-13 48.24%
Harmony Science Academy — Fort Worth K-5 620 2006-07 55.98%
Harmony Science Academy — Grand Prairie PK-8 461 2008-09 64.84%
Harmony Science Academy — Euless 7-12 705 2009-10 43.75%
Harmony School of Excellence — Dallas 6-12 533 2010-11 53.35%
. Harmony School of Innovation — Fort Worth 6-124 950 2012-13 42.42%
. Harmony School of Innovation — Euless K-6 763 2013-14 51.37%

12. Harmony Science Academy — Carrollton 6-12 567 2015-16 39.48%

AN NP DN =




13.
14.
15.
16.

CHARTER NAME/CAMPUS NAME

Harmony School of Innovation — Carrollton
Harmony School of Innovation — Waco
Harmony Science Academy — Plano

Harmony School of Innovation — Grand Prairie

GRADES
OFFERED(Y

TABLE 1:

CHARTER SCHOOLS

CAMPUS
ENROLLMENT®

K-5
6-12
PK-6
PK-6

YEAR
OPENED®

2010-11
2017-18
2017-18
2018-19

FREE/REDUCED LUNCH
(Low-INCOME)™

41.78%
50.58%
52.48%
57.66%

Harmony Science Academy (Austin) (227-816)

Harmony Science Academy — Austin
Harmony Science Academy — Pflugerville
Harmony School of Excellence — Austin
Harmony School of Innovation — Austin
Harmony School of Science — Austin
Harmony School of Endeavor — Austin
Harmony Science Academy — Cedar Park

PK-8®
6-12
6-12
PK-5

K-5

PK-12

PK-5©

2001-02
2008-09
2009-10
2014-15
2006-07
2011-12
2017-18

CEP®
60.27%
CEP®
CEP®
55.23%
32.65%
23.12%

Harmonv Science Academy (EIl Paso) (071-806)

Harmony Science Academy — El Paso
Harmony School of Innovation — El Paso
Harmony Science Academy — Lubbock
Harmony Science Academy — Odessa
Harmony School of Excellence — El Paso
Harmony School of Science — El Paso
Harmony School of Endeavor - El Paso

6-12
K-12
K-12
K-8
K-6
PK-77
PK-5

2006-07
2009-10
2007-08
2010-11
2016-17
2020-21
2022-23

65.05%
58.92%
CEP®
56.52%
70.27%
62.60%
N/A

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

PRAAN RPN =

Harmony Science Academy — San Antonio
Harmony School of Innovation — San Antonio
Harmony Science Academy — Laredo
Harmony School of Innovation — Laredo
Harmony School of Excellence — Laredo
Harmony Science Academy — Brownsville
Harmony School of Innovation — Brownsville
Harmony School of Excellence — San Antonio
Harmony School of Science - San Antonio

6-12
PK-8
6-12
K-5
9-12
PK-9
6-12
PK-5
PK-5

2006-07
2010-11
2008-09
2014-15
2017-18
2008-09
2017-18
2015-16
2022-23

58.75%
78.49%
83.64%
82.59%
82.70%
80.04%
66.17%
70.18%
N/A

TOTAL ENROLLMENT

Source: Harmony.

(M As of May 27, 2021
@ The year opened reflects the year in which Harmony began operating.
©® Community Eligibility Provision (CEP) school.

@ Expected to add grades PK-5 for the 2023-24 school year.

©) Expected to add grades 9-12 for the 2023-24 school year.
© Expected to add grades 6-8 for the 2023-24 school year.
™ Expected to add grades 8-12 for the 2023-24 school year.

® Harmony School of Innovation -Sugarland currently houses grades 9-12 at 13522 W. Airport Blvd., Sugar Land, Texas and such grades will be moving
to the new location at 13738 Old Richmond Rd., Sugar Land, Texas in the 2022-23 school year. In the existing 13522 W. Airport Blvd., Sugar Land,
Texas facilities, Harmony will open a middle school covering grades 6-8. Harmony has not yet determined with TEA if the new middle school will
operate under the same name and number as the existing Harmony School of Innovation -Sugarland or if the middle school will receive a new name and
number.

HISTORY AND OTHER INFORMATION RELATING TO HARMONY AND THE CHARTER SCHOOLS
General
Harmony was formed in 1999 and opened Harmony Science Academy in Houston, its first charter school, in 2000.

Harmony’s goal is to provide high-performing college preparatory schools that focus on math, science,
engineering and computer technologies through the operation of such schools. The Charter Schools are typically located in
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underserved communities. The Charter Schools provide students with the opportunity to excel in their studies in a small
classroom environment focused on providing the skills they need to succeed later in life. Harmony’s vision is to lead its
students from the classroom into the world as productive and responsible citizens, and even Nobel laureates. Harmony’s
mission is to prepare each student for higher education in a safe, caring and collaborative atmosphere featuring a quality,
student-centered educational program with a strong emphasis on science, technology, engineering and math (“STEM”).

Harmony’s core values are set forth below:

. High Expectations: Every student will learn and grow into a successful and productive citizen.
. Dedicated Staff: We do whatever it takes to help our students reach their goals.
. Working Together: Our students, parents and staff work in harmony to create a strong

community of success.
. Character Matters: We guide our students to value integrity, show respect and be responsible.

. STEM for All: Every student will graduate with a strong understanding and appreciation of
STEM and how it connects to the real world.

In its first growth phase (2000-2006), Harmony focused on refining its model to ensure consistently high quality
programming and began launching new schools in Houston while also expanding to major metropolitan areas in Texas
(including in Austin, Dallas-Fort Worth, El Paso and San Antonio).

In its second growth phase (2007-2013), Harmony focused on significantly expanding its impact through rapid
replication and building the dynamic organizational engine needed to support a statewide network of schools. During this
period, Harmony expanded from five geographic regions to eleven, launching new schools in Beaumont, Brownsville,
Laredo, Lubbock, Odessa and Waco. To support its growing network of schools, in addition to its central offices, Harmony
implemented a regionalized cluster model with administrative personnel to provide localized support to schools.

In its third growth phase (2014-2020), Harmony focused on deepening its impact in Texas, expanding nationally
(through other corporate entities) and continuing to build the necessary organizational strength and capacity to support the
growing system of schools.

In its fourth growth phase (2021-2025), Harmony is focused on:

e Strengthening its academic model to serve the whole student, for all students - to and through
postsecondary;

Redefining bar for excellence for academic & social-emotional achievement;
Establishing clear school culture vision & aligned social-emotional support;
Ensuring high-quality, consistent gap-closing services & support;
Innovating in student & alumni support for college & career success;
Establishing principals as instructional & adult culture leaders;

Focusing its network structure, roles, & accountability on campus success;
Setting and acting on Harmony’s vision for diversity, equity, & inclusion;
Strengthening external support to accelerate student success; and
Continuously improving through smart data & research processes.

2025 Strategic Plan

In late 2020, Harmony adopted a strategic plan designated as its “2025 Strategic Plan.” Harmony has six principal
goals under the 2025 Strategic Plan, as follows:

1A. Bar for excellence
1) Develop Vision Statements for Student Success
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2) Create Teacher Instructional Rubric & Exemplars

1B. School culture vision & SEL
1) Define School Culture Vision
2) Implement and Monitor SEL and Non-Academic Support
3) Pursue School of Character Designation

1C. Gap-closing
1) Refine RTI Process and Intervention Support

ID. College & career success
1) Communicate a College & Career Vision
2) Build Postsecondary Readiness
3) Deepen Alumni Support for Postsecondary Persistence and
Completion

2. Principals as instructional & culture
leaders 1) Evolve Principal Role
2) Redesign Teacher Support
3) Define Instructional Coaching Model

3. Network structure, roles, &
accountability 1) Optimize Network Structure Design
2) Build Transparent Accountability

4. Diversity, equity, & inclusion
1) Invest in DEI Needs Assessment
2) Define Diversity, Equity, & Inclusion Vision
3) Develop DEI Measures and Action Steps

5. External support
1) Refresh Marketing & Branding
2) Develop Fundraising Strategy
3) Pursue Proactive Partnerships

6. Data & research
1) Streamline Data Systems
2) Establish Data-Driven Continuous Improvement Processes

Central Office, Clusters and Campuses

As described above, in its second growth phase, in addition to its central office, Harmony implemented a cluster
model. Under the cluster model, Harmony has both central offices and cluster offices. The central office serves the cluster
offices and the campuses and the cluster offices are regional offices that serve a group of campuses. The central office
provides direct support to all Texas clusters and campuses and is responsible for (a) setting organization-wide and high
level regional strategy, (b) setting policies and procedures that will be standard across the Charter Schools, (c) providing
approaches, tools and templates that clusters and campuses can adapt to local context, (d) building capacity in clusters and
campuses over time, (¢) holding campuses accountable for academic performance and budgetary compliance, and (f)
holding clusters accountable for meeting financial targets.

Cluster offices serve as a critical bridge between the central office and the campuses, and play a key role in
determining how to best allocate state and federally funded resources to the Charter Schools. Clusters are responsible for (a)
building academic capacity in campus leadership teams and teachers, (b) providing operations and finance services to
campuses to reduce administrative responsibilities and enable school leaders to focus on student achievement, (c) guiding
the budget process and advancing financial stewardship in the cluster region, and (d) managing external relations and
community outreach to build Harmony’s reputation in the cluster region. Currently, there are six cluster offices located in
Houston (two cluster offices), Dallas, San Antonio, El Paso and Austin.
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Harmony’s campuses are ultimately accountable for student outcomes, so they are primarily focused on instruction
and student achievement. Responsibilities also include (a) creating an effective learning environment for students, (b)
managing teacher recruitment and hiring, and delivering regular, actionable coaching, (c) managing the campus budget to
meet targets, and (d) tailoring approaches, tools and templates provided by the central offices and clusters to specific
student populations and needs.

Support Service Agreements

Harmony provides support services to other organizations who wish to replicate Harmony’s model for operating
Charter Schools. Such organizations (all of which operate one or more charter schools in a number of states), include, but
are not limited to, (1) Frontier Schools, Inc., (2) Dove Schools, Inc., and (7) Harmony DC Public Schools. Harmony has
entered into agreements (each a “Support Service Agreement”) with each of the aforementioned organizations (or schools
operated by the foregoing) wherein Harmony provides support services to each organization. Pursuant to the Support
Service Agreements, Harmony provides support in certain of the following areas: consulting services; educational
technology solutions; data network solutions; efficiency analysis; strategic planning; and coaching key leadership and
teacher training. Harmony is paid for such services on an hourly basis ranging from $80.00 to $120.00 per hour.

In addition to each Support Service Agreement, Harmony also licenses certain of its intellectual property to the
foregoing entities for fees (except for Harmony DC Public Schools) ranging from $15,000 to $147,000 per school per year.
For Harmony DC Public Schools, the fee is equal to 5% of the state and local per-pupil funding that Harmony DC Public
Schools receives. In the fiscal year ending June 30, 2020, Harmony received an aggregate of approximately $350,000 in
revenue from such Support Service Agreements. Harmony has also agreed to allow Harmony DC Public Schools to use the
Harmony name.

Most of the Support Service Agreements have terms ending June 30, 2022, but each agreement has automatic
renewal for additional one-year terms annually thereafter; and may be terminated upon the occurrence of certain events.

Educational Philosophy

Harmony’s education model is student-centered. Each child is recognized as an individual with unique interests,
needs and abilities. Student achievement and outcomes are built on four core elements:

. Challenging math and science curriculum, with an emphasis on project-based learning;
. Blending mastery of core knowledge with personalized learning;

. Focus on assessment; and

. Culture of constructive competition, discipline and parental engagement.

Harmony’s curriculum is inquiry-based and focuses on rigor, depth and higher-order skills such as conceptual
understanding and application. Because Harmony’s goal for its students is college preparedness, Harmony has a strong
advanced placement program at each of its high schools that provides students with the opportunity for advanced study in
areas of personal interest and helps prepare them with the skills and intellectual habits they will need to be successful in
college.

Harmony has implemented a standards-focused project-based learning approach across all middle and high
schools. Highlighting the STEM areas, Harmony’s model emphasizes a cross-disciplinary, multi-sensory approach, which
is expected to lead to higher levels of student engagement as a result of students having the opportunity to determine the
focus of their intellectual exploration based on their own unique interests. The student-driven projects are intended to
require students to go deep into the content and apply their knowledge using higher-order skills as they engage in the
complex tasks and performance assessments.

Individual attention in the form of blended learning strategies, intensive counseling and personalized goals are
employed to motivate and support all students. A core element of Harmony’s approach to personalized learning is the
Custom Day program, which addresses the need for more differentiation to accelerate the learning of all students in math
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and English language arts. As part of the program, and depending on each student’s needs, two hours a day are spent on
individualized intervention, enrichment or elective courses. These classes utilize a variety of instructional approaches to
support competency-based progress through an individualized learning plan at a pace specific to each student’s needs and
abilities.

Harmony’s schools also focus on core knowledge and essential skills so that students may achieve the mastery
upon which further learning will be built. Harmony’s strong academic program is intended to reduce achievement gaps by
eliminating an important cause: the insufficient mastery of basic knowledge and skills required for further academic
achievement.

Implementation of the core curriculum is supported by the purposeful use of diagnostic, formative, benchmark and
additive assessments aligned to the standards. Harmony’s ongoing assessment system also includes Northwest Evaluation
Association Measures of Academic Progress and College Board Readistep to monitor the academic growth of each
individual student. Harmony’s comprehensive approach to assessment gives teachers the information they need to
understand the specific skills and abilities of each student, set accelerated goals, differentiate instruction and provide timely
corrective instruction where necessary to ensure student mastery.

Students are encouraged to participate in STEM-themed competitions, from national science fairs to robotics
competitions. This focus on constructive competition increases student engagement and emphasizes authentic learning
experiences. Harmony has also developed a character education program that cultivates a community of respect.

Parental Involvement

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

RECENT ACCOMPLISHMENTS

Harmony has regularly been recognized for its accomplishments and notes the following as highlights in the last
five years:
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U.S. News & World Report recognized
23 Harmony high schools

. 100% of college acceptance rates among graduating Harmony School Seniors in 2021.

. 98% graduation rate among Harmony high school seniors in 2021 (above the national average of 84%).

. 64% of Harmony alumni are the first in their family to attend college (more than double the national
average).

. Harmony Public Schools campuses around the state have just been awarded Seventeen “College Success
Awards” by GreatSchools.org for their success in preparing students for college and ultimately their
careers.
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In 2020, Two Harmony Public Schools campuses have been named nationwide winners of the prestigious
National School of Character award by Character.org, a nationwide education advocacy organization. The
rare honor, bestowed to roughly only 80 schools in the country and only eight campuses in Texas,
recognized both Harmony School of Innovation-Fort Worth and Harmony School of Innovation-Houston
for their multi-year effort to build a sustainable culture of character for their students, staff members, and
community members.

In 2021, six campuses from Harmony Public Schools were named official Texas “State Schools of
Character” Monday for their outstanding efforts in promoting cultures of character in their schools and
communities.

In 2021, nine Harmony Public Schools students receive Congressional Gold Medal — the highest award
Congress can bestow upon a student

All 23 of Harmony’s high school campuses were recognized as “Best High Schools” by U.S. News &
World Report.

Harmony has been part of Texas Science Engineer and Math (T-STEM) initiative since September of
2006. Currently, 23 out of 94 T-STEM schools in Texas are Harmony schools. Under T-STEM, Harmony
has received funding from public and private institutions including TEA, Bill & Melinda Gates
Foundation, Michael and Susan Del Foundation, and Communities Foundation of Texas.

In 2020, the U.S. Department of Education awarded a $27,800,000 teacher and school leader incentive
grant to Harmony.

In 2018, the DOE awarded Harmony an $8 million Education Innovation Research grant to build upon
Harmony’s project-based learning STEM model for Grade 6-12 students by introducing similar curricula
to students in Grade K-5, and by creating a system of support and professional development for
elementary school teachers.

In 2018, seven of the Harmony Public Schools received the Gold Medal award by US News and World
Report and ranked among Best High Schools in Texas and were nationally ranked among the top schools
to attend.

In 2018, twelve of the Harmony Public Schools received the Silver Medal award by US News and World
Report and ranked among Best High Schools in Texas and were nationally ranked among the top schools
to attend.

In 2018, two of the Harmony Public Schools received the Bronze Medal award by US News and World
Report and ranked among Best High Schools in Texas and were nationally ranked among the top schools
to attend.

In 2018, Harmony Science Academy Houston and Harmony Science Academy Beaumont rocketry reams
were recognized among 101 schools to advance to the 2018 Team America Rocketry Challenge
completion in Washington D.C.

In 2017, Harmony Public Schools was announced as a finalist for the 2017 Broad Prize for Public Charter
Schools.

In 2017, Harmony Science Academy San Antonio and Harmony Science Academy Brownsville each won
a $26,000 FUSE grant for STEM program implementation from Northwestern University.

In 2017, 3 Harmony campuses (HSA-San Antonio, HSA-Houston High, and HSI-Katy) each won an
$8,000 grant from UT-Austin School of Engineering to implement Engineer Your World curriculum.

In 2016, Harmony Public Schools was selected as one of only 12 strategic outreach partners of Army
Educational Outreach Program and received a $50,000 grant from Battelle for promoting Army STEM
programs.

In 2016, The Buck Institute for Education featured Harmony Public Schools for their work on Project
Based Learning.

In 2016, Williams Energy awarded Harmony School of Innovation- Katy teacher $5000 grant for
technology.

In 2016, the DOE awarded Harmony a $26.7 million Teacher Incentive Fund grant to develop a merit-
based system for rewarding its highest-performing teachers. (The system, known as H-STEP, was
foundational in Harmony being named to the Texas Education Agency’s inaugural class of Teacher
Incentive Allotment districts in Fall 2020).

In 2016, Harmony Public Schools presented at the iNACOL Blended and Online Learning Symposium.
In 2016, four students from Harmony Science Academy-North Austin participated in the Girls Who Code
Summer Immersion Program



. In 2016, Harmony Science Academy-San Antonio students participated in Gains in Math and Science
(GEMS) at Army Surgical Research Institute

. In 2016, Students from Harmony Science Academy-Laredo, and Harmony School of Endeavor -Austin
were invited to attend the Congress of Future Science and Technology Leaders as delegates representing
the State of Texas.

. In 2016, Harmony Science Academy — Carrollton and Harmony School of Innovation — Garland were
awarded a $25,000 STEM Career Pathways Grant from Educate Texas.
. In 2016, Harmony had the largest presence at the Texas STEM Conference with 44 sessions presented by

60 of Harmony’s teachers and leaders.
THE FOUNDATION

Harmony Education Foundation f/k/a Charter School Solutions (“HEF”) is a Texas nonprofit corporation
organized on April 10, 2015. HEF has been determined by the Internal Revenue Service to be an organization described
under Section 501(c)(3) of the Code and is exempt from federal income taxation under Section 501(a) of the Code. The
specific purpose of HEF is to support Harmony and other charter schools and educational organizations located in Arizona,
Arkansas, Kansas, New Mexico, Mississippi, Missouri, Louisiana, Oklahoma, Tennessee, and Texas, in order to (i)
promote education by developing school models, educational services, and products for the purposes of replicating the
Harmony model; (ii) facilitate charter school campus development projects, including designing, financing, and leasing the
developments; (iii) facilitate the attainment of higher education by providing college tuition assistance in the form of
scholarships and grants for charter school graduates; and (iv) foster and promote scientific advancement and exploration by
conducting and overseeing the operation of STEM education and science fairs, including the International Sustainable
World (Energy, Engineering, and Environment ) Project (“I-SWEEP”), a collaborative and competitive integration science
fair event open to high school students from around the world with a goal of creating a more sustainable world for
tomorrow.

HEF owns several properties where Charter Schools are located (the “HEF Properties”). See “TABLE 2” herein.
These properties are leased to Harmony. The lease payments are subordinate to any debt issued by Harmony under its
Master Indenture, including the Bonds. HEF has issued the following bonds secured by the HEF Properties and its rental
payments from Harmony: (i) The Industrial Development Authority of the County of La Paz, Arizona Education Facility
Lease Revenue Bonds (Harmony Education Foundation—Harmony Public Schools Project), Series 2021A, in the aggregate
principal amount of $14,955,000 of which $14,955,000 remains outstanding; (ii) The Industrial Development Authority of
the County of La Paz, Arizona Education Facility Lease Revenue Bonds (Harmony Education Foundation —Harmony
Public Schools Project), Taxable Series 2021B, in the aggregate principal amount of $420,000 of which $33,365,000
remains outstanding $420,000; (iii) The Industrial Development Authority of the County of La Paz, Arizona Education
Facility Lease Revenue Bonds (Charter School Solutions—Harmony Public Schools Project), Series 2018A, in the
aggregate principal amount of $33,365,000 of which $33,365,000 remains outstanding; (iv) the Industrial Development
Authority of the County of La Paz, Arizona Education Facility Lease Revenue Bonds (Charter School Solutions—Harmony
Public Schools Project), Taxable Series 2018B, in the aggregate principal amount of $955,000 of which $955,000 remains
outstanding; (v) The Industrial Development Authority of the County of La Paz, Arizona Education Facility Lease Revenue
Bonds (Charter School Solutions—Harmony Public Schools Project), Series 2016A, in the aggregate principal amount of
$42,365,000 of which $40,820,000 remains outstanding; and (vi) The Industrial Development Authority of the County of
La Paz, Arizona Education Facility Lease Revenue Bonds (Charter School Solutions—Harmony Public Schools Project),
Taxable Series 2016B, in the aggregate principal amount of $920,000 of which $0 remains outstanding.

THE PROJECT
Harmony will issue the Series 2021A Bonds for the purpose of: (i) financing and refinancing the costs of
acquiring, constructing, equipping and renovating certain “educational facilities” (as that term is defined in the Issuer Act)

and facilities incidental, subordinate or related thereto or appropriate in connection therewith, (ii) funding capitalized
interest, and (iii) paying the costs of issuing the Series 2021 A Bonds (the “Project”).
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USE OF SERIES 2021A AND 2021B BOND PROCEEDS

Estimated Use

Campus Name Location Bond Proceed Use
of Proceeds

H Sci Acad — Grand
Pre;rirrril:ny cience Acacemy ran 1102 NW 7th St., Grand Prairie, TX Additional Building as an Extension $7,631,000

1516 534 St., Lubbock, TX,
1501 52" St., Lubbock, TX, New Building Purchase and
1503 52" St., Lubbock, TX and Renovation

5201 Avenue P, Lubbock, TX

Harmony Science Academy — Lubbock $12,000,000

Purch f Land and Constructi f
Harmony School of Endeavor - El Paso 10405 Dyer Street, El Paso, TX ure as.e oran a1.1 onstruction ot a $21,250,000
New Middle and High School

Westcreek Oaks Dr. and Wiseman Purchase of Land and Construction of a
H School of Sci - San Antoni 19,000,000

Armotty SEHOOT OF SEIENce = San Aono Blvd. San Antonio, TX New Elementary School 819,
12200 Anderson Mill Road, Austin,

X

Harmony Science Academy — Cedar Park Existing Campus Expansion $6,015,000

Purch: f Land and Construction of
Harmony School of Excellence — Katy 22855 Elyson Falls Dr., Katy, TX urehiase of Land and Lonstruction ot a $21,000,000
New Elementary School

Purch: f Buildi d R ti
Harmony School of Excellence — Houston | 7300 Gessner Rd., Houston, TX urehiase ot Buriding anc Renovation $11,000,000

of a New Elementary School

Buildi dsS Field Purch:
Harmony School of Excellence — Houston | 7340 N. Gessner Dr., Houston, TX uriaing and Soceer Teld Tirchase, $9,920,000

Campus Renovations

6270 Barker Cypress Rd., Houston,

TX Existing Campus Expansion $1,220,000

Harmony School of Discovery — Houston

Purch: f Land and Construction of

Unnamed Campus 2165 Bellaire Blvd., Richmond, TX urchase o -and and Lonstuction 01 | 653 000,000
New High School

Harmony School of Innovation — Sugar 13738 OId Richmond Rd., Sugar Purchase of Land and Construction of a

Land (HS) Land, TX New High School

$17,557,119

Renovations in Existing Campuses Various Renovations $13,847,678
$163,440,797

To the extent any of the Projects listed above were financed by Harmony’s existing $100,000,000 line of credit
(the “Line of Credit”), proceeds of the Series 2021 A Bonds will be used to repay the existing balance on the Line of Credit.
The Line of Credit will then be available for any Project overages and any other capital needs of Harmony.

PRIOR, CURRENT AND FUTURE FINANCINGS

Obligations of Harmony. Harmony has previously issued Master Notes as follows: (i) Arlington Higher
Education Finance Corporation $40,540,000 Education Revenue and Refunding Bonds (Harmony Public Schools) Series
2017A, (ii) Arlington Higher Education Finance Corporation $52,975,000 Education Revenue Bonds (Harmony Public
Schools) Series 2016A, (iii) Arlington Higher Education Finance Corporation $106,745,000 Education Revenue Refunding
Bonds (Harmony Public Schools) Series 2015, (iv) Texas Public Finance Authority Charter School Finance Corporation
$8,880,000 Taxable Education Revenue Bonds (Harmony Public Schools) Series 2014Q (Qualified School Construction
Bonds — Direct Pay), (v) City of Houston Higher Education Finance Corporation $101,555,000 Education Revenue and
Refunding Bonds (Harmony Public Schools) Series 2014A, (vi) City of Houston Higher Education Finance Corporation
$31,350,000 Education Revenue Bonds (Cosmos Foundation, Inc.) Series 2012A, (vii) City of Houston Higher Education
Finance Corporation $5,085,000 Taxable Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2011Q (Qualified
School Construction Bonds — Direct Pay), (viii) $39,910,000 Texas Public Finance Authority Charter School Finance
Corporation Taxable Education Revenue Bonds (Cosmos Foundation, Inc.), Series 2010Q (Qualified School Construction
Bonds — Direct Pay), and (ix) a revolving line of credit in an amount not to exceed $100,000,000 at any time.
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Future Financings. Harmony’s leadership presents a growth plan with opening five to seven schools per year for
the next five years. Each of these proposed schools within the growth plan is subject to approval by the Board of Directors
and the Texas Education Agency. Additionally, Harmony would need to receive charter enrollment increases beyond the
current aggregate enrollment cap of 54,500, which are subject to approval by the Texas Education Agency.

In addition, Harmony expects to issue bonds in 2021 to refund the City of Houston Higher Education Finance
Corporation Education Revenue Bonds (Cosmos Foundation, Inc.) Series 2012A.

FACILITIES

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

TABLE 2: EXISTING/PROPOSED FACILITIES

OWN/LEASE
APPROXIMATE
(LEASE YEAR PLEDGED TO OCCUPANCY

SQUARE
EXPIRATION N ) BUILT THE BONDS LoAD®
FOOTAGE
DATE)

CHARTER NAME/CAMPUS NAME & ADDRESS

Harmony Science Academy (Houston)
. Harmony Science Academy— Houston
9431-9441 W. Sam Houston Pkwy. S., Houston, TX Own 54,104
. Harmony School of Innovation — Houston
9421 W. Sam Houston Pkwy. S., Houston, TX Own 41,400
. Harmony School of Ingenuity — Houston
10555 Stella Link Rd., Houston, TX Own 68,592
. Harmony School of Science — Houston
5435 S. Braeswood Blvd., Houston, TX Own 26,101
. Harmony School of Fine Arts and Technology — Houston
9115 Kirby Dr., Houston, TX Own 77,412
. Harmony School of Exploration — Houston
9303 and 9305 W. Sam Houston Parkway South, Houston, TX Ovm 74,787
Harmony School of Excellence (Houston)
1. Harmony School of Excellence — Houston
7340 N. Gessner Dr., Houston, TX Own 75,665
7300 N. Gessner Dr., Houston, TX Own 32,500
. Harmony School of Endeavor —Houston
5668 W. Little York Rd., Houston, TX Own 39,751
. Harmony Science Academy — Bryan
2031 S. Texas Ave., Bryan, TX Own 37,920
. Harmony School of Achievement — Houston Lease 47341
16205 Keith Harrow Blvd., Houston, TX (7/31/2025) ?
. Harmony School of Technology — Houston
3203 N. Sam Houston Parkway West, Houston, TX Own 78,200
. Harmony School of Advancement — Houston
3171 N. Sam Houston Pkwy. W., Houston, TX Own 65,921
. Harmony School of Discovery — Houston
6270 Barker Cypress Rd., Houston, TX Own 39,718
. Harmony School of Enrichment — Houston
3207 N. Sam Houston Parkway West, Houston, TX Ovwm 43,000
. Harmony Science Academy — Cypress ®
7047 Greenhouse Road, Katy, TX Lease 46,000
. Harmony School of Excellence — Katy
22855 Elyson Falls Dr., Katy, TX Own 39,000
Harmony School of Science (Houston)
1. Harmony Science Academy — Sugar Land 36.937
13415 W. Belfort Ave., Sugar Land, TX ’
2. Harmony School of Innovation — Sugar Land 69 850
13522 W. Airport Blvd., Sugar Land, TX ?
13738 Old Richmond Rd., Sugar Land, TX 94,000
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TABLE 2: EXISTING/PROPOSED FACILITIES

OWN/LEASE
APPROXIMATE
(LEASE YEAR PLEDGED TO OCCUPANCY

SQUARE
EXPIRATION Q o BuiLT THE BONDS LoAD®
FOOTAGE
DATE)

CHARTER NAME/CAMPUS NAME & ADDRESS

. Harmony School of Excellence — Sugar Land
1428 Eldridge Rd, Sugar Land, TX

. Harmony Science Academy — Katy
22400 Grand Corner Drive, Katy, TX

. Harmony Science Academy — Beaumont
4055 Calder Ave., Beaumont, TX

. Harmony School of Innovation - Katy
22400 Grand Corner Dr., Katy, TX

. Unnamed Campus
2156 Bellaire, Richmond, Texas

Lease®

Own

Own

Own

Own

Harmony Science Academy (Waco)

. Harmony Science Academy — Waco
1900 N. Valley Mills Dr., Waco, TX
. Harmony Science Academy — Dallas
11945-12005 Forestgate Dr., Dallas, TX
. Harmony School of Innovation — Carrollton
1024 W. Rosemeade Pkwy., Carrollton, TX
. Harmony Science Academy — Garland
2302 Firewheel Pkwy., Garland, TX
. Harmony School of Innovation — Garland
2250 Firewheel Pkwy., Garland, TX
. Harmony School of Innovation — Dallas
8080 W. President George Bush Highway, Dallas, TX
. Harmony Science Academy - Plano
550 Talbert Drive, Plano, TX
. Harmony Science Academy — Fort Worth
5651 Westcreek Dr., Fort Worth, TX
. Harmony Science Academy — Grand Prairie
1102 NW 7th St., Grand Prairie, TX
. Harmony Science Academy — Euless Lease®
701 S. Industrial Blvd., Euless, TX
11. Harmony School of Excellence — Dallas
8120 W. Camp Wisdom Rd., Dallas, TX
12. Harmony School of Innovation - Grand Prairie
1441 Fish Creek Parkway, Grand Prairie, TX
13. Harmony School of Innovation — Fort Worth
8100 South Hulen Street, Fort Worth, TX
14. Harmony School of Innovation — Euless Lease®
701 S. Industrial Blvd., Euless, TX
15. Harmony Science Academy-Carrollton
1024 W. Rosemeade, Carrollton, TX
16. Harmony School of Innovation - Waco
1110 S. Valley Mills Drive, Beverly Hills, TX

Harmony Science Academy (Austin)

Own 54,265
Own 111,385
Own 41,000
Own 54,000
Own 46,128
Own 60,812
Lease® 46,000
Lease 47,000
Own 50,200
48,000
Own 96,416
Lease® 51,465
Own 82,550
40,300
Own 45,026

Own 48,390

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

. Harmony Science Academy — Pflugerville Lease
1421 Wells Branch Pkwy. W., Pflugerville, TX (8/31/2026)

. Harmony School of Excellence — Austin Lease
2100 E. Saint Elmo Rd., Austin, TX (8/31/2026)

. Harmony School of Innovation — Austin Lease
2124 E. Saint Elmo Rd., Austin, TX (8/31/2026)

Own
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5.

6.

7.

TABLE 2: EXISTING/PROPOSED FACILITIES

CHARTER NAME/CAMPUS NAME & ADDRESS

Harmony School of Science — Austin

11800 Stonehollow Dr., Austin, TX

Harmony School of Endeavor — Austin

13415 FM 620 North, Austin, TX

Harmony Science Academy — Cedar Park

12200 Anderson Mill Road, Austin, TX

12200 Anderson Mill Road, Austin, TX (grades 6-8)

Harmony Science Academy (EI Paso)

OWN/LEASE
(LEASE
EXPIRATION
DATE)

Lease
(11/30/2025)

Own

Own

Own

APPROXIMATE
SQUARE
FooTAGE(®

31,650
80,862

50,328
70,000

OCCUPANCY
LoADM

YEAR PLEDGED TO

BuILT THE BONDS

LEASEHOLD

YES

YES
YES

5.

6.

7.

. Harmony Science Academy — El Paso

9405 Betel Dr., El Paso, TX

. Harmony School of Excellence — El Paso

9435 Betel Dr., El Paso, TX

. Harmony School of Innovation — El Paso

5210 Fairbanks Dr., El Paso, TX

. Harmony Science Academy — Lubbock
1516 53 St., Lubbock, TX,

1501 52" St., Lubbock, TX,

1503 52 St., Lubbock, TX and

5201 Avenue P, Lubbock, TX
Harmony Science Academy — Odessa
2755 N. Grandview Ave., Odessa, TX
Harmony School of Science — El Paso
730 Joe Battle Blvd., El Paso, TX
Harmony School of Endeavor - El Paso
10405 Dyer Street, El Paso, TX

Lease®

Lease®

Lease
(12/31/2025)

Own

Lease
(8/31/2030)

Lease®

Own

58,951

36,145
59,000

94,000

LEASEHOLD

NO

NO

Harmony Science Academy (San Antonio)

. Harmony Science Academy — San Antonio

8505 Lakeside Pkwy., San Antonio, TX

. Harmony School of Innovation — San Antonio

8125 Glen Mont Dr., San Antonio, TX

. Harmony Science Academy — Laredo

4401 San Francisco Ave., Laredo, TX

. Harmony School of Innovation — Laredo

616 Leal Street, Laredo, TX
4608 Daugherty Ave., Laredo TX

. Harmony Science Academy — Brownsville

1124 Central Blvd., Brownsville, TX

. Harmony School of Innovation — Brownsville

3451 Dana Avenue., Brownsville, TX

. Harmony School of Excellence — San Antonio

2015 SW Loop 410, San Antonio, TX

. Harmony School of Excellence — Laredo

4401 San Francisco Ave, Building B, Laredo, TX

. Harmony School of Science - San Antonio

Westcreek Oaks Dr. and Wiseman Blvd. San Antonio, TX

Source: Harmony.

Own
Own
Own

Lease
(6/30/2025)

Own

Own

Lease
(8/31/2035)

Own

Own

62,000
74,700

48,569

37,000

44,000
60,000
48,932
53,973

59,000

() Determined assuming the completion of the facilities. Reflects the building occupancy load as permitted by the applicable local governing authority.
This includes classroom as well as common areas such as auditoriums, cafeterias, gym facilities and administrative areas.
@ Owned by HEF and pledge to the debt of HEF. Lease expiration correspond to the debt of HEF.



CHARTER CONTRACTS

General

The Charter Schools operate pursuant to seven open-enrollment charter contracts between Harmony and the Texas
State Board of Education (the “State Board of Education”) under Chapter 12 of the Texas Education Code, Section 12.001
et seq. (the “Charter Schools Act”). The Charter Schools Act provides for the creation of charter schools in order to
improve student learning, to increase the choice of learning opportunities within the public school system, to create
professional opportunities that will attract new teachers to the public school system, to establish a new form of
accountability for public schools and to encourage different and innovative learning methods. The Charter Schools Act
provides for three kinds of charter contracts: home-rule school district charters, campus or campus programs charters and
open-enrollment charters. See “APPENDIX B — SUMMARY OF CERTAIN PROVISIONS OF TEXAS CHARTER
SCHOOL LAW — GENERAL.” A charter contract governs such matters as the recipient’s authority to operate, student
admissions and performance, financial management, and governance and operations. The term of an open-enrollment
charter contract is not specifically provided under State law, and there is no formal annual review process. The current
practice of the Texas Education Agency (the “TEA”) is to grant open-enrollment charters for a five-year period and then to
renew such charters for additional ten-year periods. At the end of each charter contract, each charter holder is required to
submit a charter renewal application to the TEA. Charter schools are required to provide periodic reports to the TEA,
including financial data, an annual governance report, and an annual financial audit report. Additionally, charter schools
must report enrollment data to TEA every six weeks. If any such reports are missing or not satisfactory, the TEA may

follow up with additional questions.

The table following contains information regarding each of Harmony’s charters and the current expiration dates of
the charters.

CHARTER INFORMATION

CHARTER ORIGINAL CURRENT
GRANTED/ CHARTER CHARTER
CHARTER NAME/CAMPUS NAME
CAMPUS EXPIRATION EXPIRATION

OPENED DATE DATE
Harmony Science Academy (Houston) (101-846) 05/19/00 07/31/05 7/31/25

Harmony School of Excellence (101-858) 02/01/06 07/31/10 7/31/30
Harmony School of Science — Houston (101-862) 04/25/08 07/31/15 7/31/23
Harmony Science Academy (Waco) (161-807) 02/26/07 07/31/11 7/31/31
Harmony Science Academy (Austin) (227-816) 05/19/00 07/31/05 7/31/25
Harmony Science Academy (El Paso) (071-806) 02/01/06 07/31/10 7/31/30
Harmony Science Academy (San Antonio) (015-828) 02/01/06 07/31/10 7/31/30

Source: Harmony.

Harmony was granted its initial open-enrollment charter from the TEA to operate its initial school on May 19,
2000. Harmony currently holds seven open-enrollment charters from the TEA. Harmony’s charters are continually being

amended to add schools, grades, etc.

Due to Harmony’s size, Harmony is given an automatic seat on the Texas Public Charter School Association board
which represents approximately 760 charter campuses in Texas.
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Revocation, Nonrenewal, Modification of Governance and Automatic Revocation

Under the Charter Schools Act and the terms of Harmony’s charter contract, the Commissioner of Education (the
“Commissioner”) is required to revoke the charter of, or modify the governance of the holder of a charter of an open-
enrollment charter school, or reconstitute the governing body of the charter holder, if the Commissioner determines that the

charter holder:

)
(i)
(iii)
(iv)
v)

(vi)

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

failed to satisfy generally accepted accounting standards of fiscal management;
failed to protect the health, safety, or welfare of the students enrolled at the school;
failed to comply with any applicable law or rule;

failed to satisfy the performance framework standards adopted under Section 12.1181 of the Texas
Education Code; or

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

Any action the Commissioner takes in this respect must be based on the best interest of the school’s students, the
severity of the violation, any previous violation the school has committed and the accreditation status of the school.

The Commissioner is required to revoke the charter of an open-enrollment charter school if:

(i)

(i)

(iif)

the charter holder has been assigned as unacceptable performance rating under Subchapter C, Chapter 39
of the Texas Education Code (the “Accountability Rating”) for the three preceding school years;

the charter holder has been assigned a financial accountability performance rating under Subchapter D,
Chapter 39 of the Texas Education Code (the “FIRST Rating”) indicating performance lower than
satisfactory for the three preceding school years; or

the charter holder has been assigned any combination of the ratings described in (i) or (ii) for the three
preceding school years.

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

(i)

(i)

(i)

(iv)

the charter holder has been assigned the lowest performance rating as its Accountability Rating for any
three of the five preceding school years;

the charter holder has been assigned a financial accountability performance rating as its FIRST Rating
indicating financial performance that is lower than satisfactory for any three of the five preceding school
years;

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

any campus operating under the charter has been assigned the lowest performance rating as its
Accountability Rating for the three preceding school years and such campus has not been closed.

The Commissioner may temporarily withhold funding, suspend the authority of an open-enrollment charter to
operate or take any other reasonable action the Commissioner determines necessary to protect the health, safety or welfare
of students enrolled at the school based on evidence that conditions at the school present a danger to the health, safety or
welfare of the students. If the Commissioner takes such action, the school may not receive funding and may not resume
operating until a determination is made that:
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(1) despite initial evidence, the conditions at the school do not present a danger of material harm to the
health, safety, or welfare of students, or

(i1) the conditions at the school that presented a danger of material harm to the health, safety, or welfare of
students have been corrected.

Not later than the third business day after the date the Commissioner takes action, the Commissioner must provide
the school an opportunity for a hearing, after which the Commissioner must take action or cease any temporary sanctions.
Texas law provides that relevant provisions of the Texas Government Code do not apply to a hearing related to a
modification, placement on probation, revocation, or denial of renewal of a charter. Hence, the determination of the
Commissioner is final and may not be appealed. For additional information, see “APPENDIX A — SUMMARY OF
CERTAIN PROVISIONS OF TEXAS CHARTER SCHOOL LAW — GENERAL — CHARTER REVISION,
REVOCATION AND NON-RENEWAL,” “RISK FACTORS — Nonrenewal or Revocation of Charter” and “TABLE 8:
Accountability Ratings.”

The following table reflects, for each year shown, the FIRST Rating (which ratings may be either “Superior,”
“Above Standard,” “Met Standard,” or “Substandard,” and the Accountability Rating (which are set forth under
“Accountability Ratings and Student Performance” herein). According to the TEA, the purpose of the FIRST Rating is to
encourage schools to better manage their financial resources to provide the maximum allocation possible for direct
instructional purposes.

TABLE 3:
ACCOUNTABILITY RATING AND FIRST RATING

CHARTER NAME 2015-16 2016-17 2017-18 2018-19 2019-200

Harmony Science Academy (Houston) (101-846)

Accountability Rating Met Standard Met Standard Met Standard A NOT RATED

FIRST Rating Superior Superior Superior Superior Meets Standard
Harmony School of Excellence (101-858)

Accountability Rating Met Standard Met Standard Met Standard A NOT RATED

FIRST Rating Superior Superior Superior Superior Superior
Harmony School of Science (Houston) (101-862)

Accountability Rating Met Standard Met Standard Met Standard A NOT RATED

FIRST Rating Superior Superior Superior Superior Superior
Harmony Science Academy (Waco) (161-807)

Accountability Rating Met Standard Met Standard Met Standard B NOT RATED

FIRST Rating Superior Superior Superior Superior Superior
Harmony Science Academy (Austin) (227-816)

Accountability Rating Met Standard Met Standard Met Standard B NOT RATED

FIRST Rating Superior Superior Superior Superior Superior
Harmony Science Academy (EI Paso) (071-806)

Accountability Rating Met Standard Met Standard Met Standard A NOT RATED

FIRST Rating Superior Superior Superior Superior Superior
Harmony Science Academy (San Antonio) (015-828)

Accountability Rating Met Standard Met Standard Met Standard A NOT RATED

FIRST Rating Superior Superior Superior Superior

Source: Harmony, from information made available by the Texas Education Agency.
(1) For the 2019-20 school year all Texas districts and campuses were labeled Not Rated: Declared State of Disaster for 2020. STAAR testing was
conducted for the 2020-21 school year, but A-F grades will not be issued.

See “Charter Contract — Revocation, Nonrenewal, Modification of Governance and Automatic Revocation”
above; see also “RISK FACTORS — Nonrenewal or Revocation of Charter.”

BOARD OF DIRECTORS

Harmony operates as a nonprofit corporation under the Texas Business Organizations Code. Harmony is governed
by applicable law and its articles of incorporation and bylaws. Harmony is governed by a 7-member Board of Directors.
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Board members are recruited among volunteers who participate in activities of Harmony and its Charter Schools and who
share goals and objectives with Harmony (i.e., to establish and provide state-of-the-art math, science, and technology
education). Identification and recruitment of new board members is a long-term process requiring a step-by-step approach.
One of Harmony’s goals regarding board membership and diversity is to build a team around Harmony’s core values rather
than around the unpredictable results of political elections or friendships. Currently, there is no set term for board members.
Board members also serve on Harmony’s Membership Committee, Nominating Committee and Program Committee.

Dr. Oner U. Celepcikay is the President of the Board of Directors of Harmony. He received his Ph.D. in
Computer Science at University of Houston in 2009 and his M.S. Degree in Computer Science at the University of Houston
in 2003. He received his Bachelor’s Degree in Electrical Engineering in 1997 from Istanbul University. Dr. Celepcikay
serves on the faculty at the University of Phoenix Business Information System Department and works as a web application
developer. Prior to that, he served as an Information Technology Consultant with Harmony and a Program Director and
instructor for North American College. Before joining North American College, Dr. Celepcikay worked at the University of
Houston Educational Technology Outreach Department from 2000 to 2007 as a graduate technology assistant. He has
published a number of papers in his research fields including cluster analysis, multivariate statistical analysis, regional
regression analysis and spatial data mining. Dr. Celepcikay is a member of the Institute of Electrical and Electronics
Engineers.

Mr. Homer Stewart is the Vice President of the Board of Directors of Harmony. Mr. Stewart is an electronic
engineering technologist, a certified teacher in the state of Texas, and a curriculum development specialist and trainer.
During his career he has served in the Fort Bend ISD, and as a faculty member at the Houston Community College
Northeast Campus. Currently, Mr. Stewart, is employed at Subsea Solutions. LLC, where he develops service curricular for
subsea well equipment and subsea control systems targeting training of well completion, petroleum, and subsea engineers.
Mr. Stewart's interest is empowering students by correlating critical-thinking academic skills with the hands-on
implementation, integration, and translation of academic skills and activities to real world applications. Mr. Stewart serves
as an advisory member on several committees in the cities of Houston and Sugar Land.

Daisy Morales is the Second Vice President of the Board of Directors. Daisy Morales is the Vice President,
Community Affairs at Community Health Choice (Community). She has overseen 500% growth at Community, created
new market segments, and honed multi-cultural marketing for Community and within the local marketplace. Ms. Morales is
a strategic leader in multi-cultural business practices. She has been a key catalyst for the growth of the Hispanic Health
Coalition in Houston, helping redefine marketing to Latino audiences in this region. Ms. Morales is the immediate past
President of the Hispanic Health Coalition, capping many years of active service with them. Ms. Morales helps other
organization in the community and within her industry grow and thrive. She helps guide the investments her organization
makes in other health and human services non-profits. Ms. Morales collaborates with other leaders in the Greater Houston
region, helping start new clinics in at-risk neighborhoods, and building capacity at other non-profits. Ms. Morales is
passionate about the wellbeing of women and children. She volunteers with many worthy causes in the community,
sometimes in formal leadership and other times simply working on the front lines, anonymously. Additionally, Ms. Morales
is involved with the Avenue 360 Health and Wellness Clinic, March of Dimes advisory committee. She is a former board
member of The Good Neighbor Health Center and The Women’s Fund. Ms. Morales is the past award recipient of the
Houston Business Journal Women That Mean Business and Ford Motor Company Mujeres Legendarias ( Legendary
Women).

Dr. Hakduran Koc is the Secretary of the Board of Directors of Harmony. Dr. Koc is currently Chairman and
Associate Professor of Computer Engineering Program at University of Houston — Clear Lake. After receiving his B.S.
degree in Electronics Engineering, he worked in the industry for two years. Then, he joined Syracuse University where he
received his M.S. and Ph.D. degrees in Computer Engineering. During his graduate study, Dr. Koc was at The
Pennsylvania State University as visiting scholar. His research and teaching are in the areas of digital system design,
embedded systems, and computer architecture. His research work is published in prestigious academic conferences and
journals. Dr. Koc is also very active in professional service. He regularly reviews scientific papers for several academic
journals and conferences. He has served as executive committee member for Institute of Electrical and Electronics
Engineers (IEEE) Galveston Bay Section at various capacities including chair, vice chair, and secretary; and he has been
the counselor of IEEE Student Branch at UHCL. He regularly serves in science fairs for middle and high school students.
Dr. Koc is the recipient of several teaching and leadership awards including IEEE-USA Professional Achievement for
Individuals Award, UHCL Piper Nominee Finalist, IEEE Outstanding Student Branch Counselor Award and IEEE MGA
Outstanding Small Section Award. He is a member of IEEE and ACM.
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Dr. Osman Kanlioglu is the Treasurer of the Board of Directors of Harmony. Dr. Kanlioglu is a research and
development engineer at L3Harris Technologies. He has 20+ years of experience in engineering and education. He had a
chance to work in diverse settings such as in industry, public schools and universities with different roles. He taught
courses mainly in the STEM area and worked as a dean in a university administration where he specialized in student
retention and success. He received his Bachelor of Science and Master of Science degree in Electrical Engineering from the
Middle East Technical University in Ankara. He received his Ph.D. in Electrical and Computer Engineering from
University of Houston. His research interests include Applied Electromagnetics, Wave Propagation and Antenna Design.
Dr. Kanlioglu’s passion is using his expertise from higher education and industry in helping public education system to
better prepare students for college.

Mrs. Helen Sherwood is a Board Member and brings a track record of knowledge and community involvement to
the Harmony Public School Board. Spending 10 years at Texaco, Ms. Sherwood held the position of Senior Research
Librarian. During her tenure, Ms. Sherwood served as Co-coordinator of the Adopt-A-School STEM Program, as well as an
initiative that teaches scientific methods through an invention process called, “Create SE Texas.” As a parent, Ms.
Sherwood was an active volunteer for Harmony Public Schools, serving as a PTO member and science fair coordinator,
among other roles. Ms. Sherwood also volunteered for 15 years with the Boy Scouts of America as a Cub Scout Pack Den
Leader, Pack Committee Chair and additional roles within the organization. Ms. Sherwood is currently a Youth Religious
Education Administrator and teacher with Tapestry UU Church and volunteers with the Harris County Election Services as
an Election Clerk. She received her Bachelor of Science degree from Texas A&M University and Master of Library and
Information Science degree from the University of Texas at Austin.

Dr. Osman Nal is a Board Member and an educational entrepreneur who runs very successful K-12 learning
centers teaching SAT, English, Math, Science, Computer Science, and preparing students to various state and national
competitions. Dr. Nal is also assistant professor of Finance and Accounting at Our Lady of the Lake University in San
Antonio, Texas. After receiving his bachelor’s degree in Mathematics he worked in various teaching positions for three
years. He completed his graduate studies in Economics at Rice University in 2008 receiving both Masters’ and Ph.D.
degrees for his research in financial economics. His research is in the area of microeconomics of banking and supervision
of financial institutions. Dr. Nal has significant teaching experience at the college level in the areas of economics and
finance over the last 16 years. In particular, he has keen interest in utilizing new instructional technologies in teaching
principles of economics and fundamentals of finance courses to undergraduates in business schools. He strongly believes in
online education and using the internet to help disadvantaged students bridge the educational gap. As a strong advocate of
online education, he established a YouTube channel where he produces math and science content for the gifted students.
Dr. Nal is active in professional service. He presented his research in finance at various professional conferences and also
published in peer reviewed academic journals over the years. He is a member of CFA institute and held memberships at
various professional organizations over the years including American Economic Association, Southern Economics
Association, Southwestern Finance Association, and Mathematical Association of America among others.

SENIOR LEADERSHIP

Listed below are members of Harmony’s central office senior leadership, along with a brief description of the
responsibilities of their respective positions and biographical information pertaining to each.

Mr. Fatih Ay, MEd, Chief Executive Officer — Mr. Ay has served as Chief Executive Officer since October of
2017. Beginning as a graduate assistant at the University of Houston, and later as a science teacher at Harmony’s first
campus in Houston, a principal in El Paso and most recently as the Dallas Area Superintendent, Mr. Ay is poised to
continue the implementation of Harmony’s 2020 Strategic Plan as a 14-year veteran of Harmony. Mr. Ay coordinated HPS
T-STEM initiative statewide and adopted PLTW Pre-Engineering program at middle and high school level during his
tenure as the Principal at HSA El Paso. Mr. Ay coordinated HPS T-STEM initiative statewide and adopted PLTW Pre-
Engineering program at middle and high school level during his tenure as the Principal at HSA El Paso. Mr. Ay received
his Bachelor of Science in Physics and Education. He has a Master’s Degree from University of Houston in Curriculum and
Instruction.

Dr. Nihat Bayhan, Deputy Superintendent of Operations and Business— Dr. Bayhan started in 2002 as a math
teacher at Harmony’s first Austin campus, which was only the second campus in the state. He previously served as
Harmony’s Chief Financial Officer and Chief Internal Auditor from 2014-2020 and an Area Superintendent from 2010-
2014. Dr. Bayhan’s career in education spans 20 years and holds teacher, principal and superintendent certifications. He

B-17



earned a Bachelor of Science in Mathematics from Bogazici University in Turkey, his Master's Degree from Texas A&M,
and Doctor of Education Degree in Educational Leadership from Lamar University.

Mr. Umit Alpaslan, MEd, Deputy Superintendent of Programs— Mr. Alpaslan has worked as Deputy
Superintendent of Harmony Public Schools since 2018. He earned a bachelor’s in chemistry education in 2002. In 2009, he
earned a master’s degree in education administration from Sam Houston State University in Texas. He worked as a science
teacher, assistant principal and principal at Harmony Public Schools before ultimately being named area superintendent for
El Paso cluster. In 2012, he was named superintendent of Dove Public Charter Schools, which has elementary and
secondary schools in Oklahoma City and Tulsa in the state of Oklahoma. In 2018, he earned the distinction of Rising Star
Award in Character Education from Character.org.

Mrs. Ebru Akyildiz, MBA, Chief Financial Officer — Mrs. Akyildiz has been a part of the Harmony family for
more than 13 years, serving in a variety of key positions in accounting, payroll, benefits, and capital management. For the
past nine years, her primary responsibilities have included managing and finding financial resources for Harmony’s capital
needs, overseeing financial accountability through Financial Integrity Rating System of Texas (FIRST), working with
rating agencies Standard and Poor’s and Moody’s to improve and maintain Harmony’s credit rating, and managing
financial reporting to internal and external stakeholders, as well as investment and all banking relations. Mrs. Akyildiz
received her Bachelor of Business Administration and Masters of Business Administration from the University of Houston.
Mrs. Akyildiz succeeds Dr. Nihat Bayhan, who was promoted to HPS Deputy Superintendent of Operation & Business
earlier.

Mr. Emre Altun, MEd, Chief HR Officer — Emre Altun is Chief Human Resources Officer at Harmony Public
Schools (HPS), a Texas-based charter school system that serves over 35,000 students and employs more than 4,200
employees. He provides leadership in the operation of the Human Resources Department in such a manner as to promote
the overall efficiency of the school system and enhance the performance and morale of HPS personnel. Mr. Altun joined
Harmony in 2006 as an Assistant Principal and he served in various positions with progressive responsibilities including
Assistant Director of Special Programs, Human Resources Director, Director of Global Talent, and Chief HR Officer. He
earned a Master’s degree in Gifted and Talented Education at University of Houston. Mr. Altun holds Texas Educator
certifications in the areas of Math (4-8), ESL, Special Education, and Superintendent.

Mr. Andy Ayyildiz, MEd, Chief Programs Officer — Mr. Ayyildiz has been a member of the Harmony team
since 2002, and has served as HPS Director of Curriculum at the Central Office since 2012. He was also director of
Harmony’s signature event, -SWEEP International Science Fair, from 2007-2017. From the day he started as science
teacher at Harmony’s first campus in Houston, moving up to administrative positions, Mr. Ayyildiz has played very
important roles in creating Harmony’s curriculum and assessment system, professional learning communities, response to
Intervention (RTI) model/Intervention system, teacher playbook, and high school programs and college counseling. Mr.
Ayyildiz received a Bachelor of Science degree from Bogazici University, and a Masters of Education in Educational
Leadership and Administration from the University of Texas at Tyler.

In addition to the leadership described above, each of the Charter Schools is led by a Principal, who reports to an
Area Superintendent. The Charter Schools are organized into six “clusters,” and each of the Area Superintendent report to
the Deputy Superintendent of Schools.
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Cluster Organizational Structure

The chart set forth below shows the organizational structure of the cluster offices.

Area Superintendent

| I I I
Assistant Area
Superintendent of
Operations and
Business

Assistant Area
Superintendent of
Programs

Assistant Area
Superintendent of Principals
College and Career

Succession Planning

Harmony maintains a succession plan for every executive position (i.e., Chief Executive Officer, Deputy
Superintendents, Chief Financial Officer, Chief HR Officer, Chief Programs Officer, Chief Operating Officer, each Area
Superintendent, and each Principal). Each executive works closely with several other employees in his/her division and
provides mentoring to prepare others to fill his/her position in the future. Harmony has consistently used this process of
mentoring and advancement to fill vacant leadership positions. For example, both the Chief Financial Officer and Chief
Programs Officer work closely with the Deputy Superintendents and are consulted for input on many important decisions.

EMPLOYEES

General

The following table provides information regarding the number of professional staff and faculty that Harmony
employed as of the first day of the school year for the years set forth below.

I PROFESSIONAL STAFF AND FACULTY I

FACULTY & STAFF 2016-17 2017-18 2018-19 2019-20 2020-210

Teachers 2,014 2,195 2,305 2,339 2,313
Administration (Leadership) 294 330 346 351 368
Central Administration 139 127 134 138 142

Total 2,447 2,652 2,785 2,828 2,823

FacuLTy 2018-19 2019-20 2020-210

Beginning Teachers 242 258 152
1-5 Years’ Experience 1,234 1,153 1,091
6-10 Years’ Experience 510 549 647
Over 10 Years’ Experience 319 379 423

Number of Students Per Teacher 14.76 14.84 16.17

Source: Harmony.
(1) As of September 1, 2020.
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Labor Relations

All of Harmony’s teachers, support staff and other employees are at-will employees of Harmony and are held to
high standards. Harmony believes that the faculty, administration and the Board of Directors have a strong and
collaborative working relationship. Harmony had an approximately 85% teacher retention rate between the commencement
of the 2019-20 and the 2020-21 school years. Harmony maintains and develops positive relationships with its teachers and
considers its relationship with its teachers to be very good.

ENROLLMENT

Enrollment in the Charter Schools is open to all State residents within Harmony’s geographic regions, subject to
compliance with State law, which prohibits discrimination in admission policy on the basis of sex, national origin,
ethnicity, religion, disability, academic, artistic, or athletic ability, or the district the applicant would otherwise attend. State
law requires that open-enrollment Charter Schools, such as the Charter Schools, must (i) require applicants to complete and
submit an application not later than a reasonable deadline established by the school, and (ii) upon receipt of more
acceptable applications for admission than available positions in the school, fill the available positions either by lottery, or
if the school has published a notice of the opportunity to apply the school may fill available positions in the order in which
applications were received before the application deadline. See “APPENDIX B — SUMMARY OF CERTAIN
PROVISIONS OF TEXAS CHARTER SCHOOL LAW — GENERAL — ADMISSION AND EVALUATION -
Admission.”

Under its general admissions policies, Harmony accepts applications year round, on a school-by-school basis. Any
student who lives in the area of a Charter School and who submits a timely application may attend such Charter School. If
the number of applications exceeds such Charter School’s capacity, applicants are selected through a lottery process.

The following table sets forth data provided by Harmony regarding the district’s historical and projected
enrollment. For 2021-22 and thereafter, data presented represents projected enrollment as estimated by Harmony, and is
subject to the general qualifications and limitations described under “INTRODUCTION — Forward-Looking
Statements” in the Official Statement. The table includes projected information for Harmony’s currently existing campuses
and planned campuses included as part of the Project.

[Remainder of page intentionally left blank.]
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TABLE 4:

HISTORICAL AND FUTURE PROJECTED ENROLLMENT

Historical Projected

2017-18® | 2018-190 | 2019-200 | 2020-21® | 2021-22 2022-23 | 2023-24 | 2024-25 | 2025-26

170 454 580 632 650 650 701 708 715
2,138 2,263 2,499 2,627 2,128 2,254 2,355 2,379 2,402
2,406 2,347 2,488 2,770 2,850 2,655 2,741 2,768 2,796
2,386 2,453 2,593 2,759 2,837 2,966 3,059 3,090 3,120
2,567 2,491 2,573 2,704 2,787 2,902 3,025 3,055 3,086
2,611 2,645 2,631 2,734 2,850 3,025 3,144 3,175 3,207
2,779 2,767 2,724 2,803 2,926 2,841 2,944 2,973 3,003
3,456 3,589 3,585 3,643 3,717 3,801 3,877 3,916 3,955
3,450 3,447 3,542 3,566 3,674 3,932 4,011 4,051 4,001
3,243 3,379 3,303 3,450 3,661 3,911 3,989 4,029 4,069
2,484 2,576 2,691 2,658 3,006 3,231 3,296 3,329 3,362
2,027 2,179 2242 2,405 2,545 2,866 2,923 2,953 2,982
1,681 1,808 1,887 2,007 2,068 2,367 2,414 2,438 2,463
1,447 1,613 1,722 1,750 1,801 2,038 2,079 2,100 2,121

32,845 34,011 35,060 36,508 37,500 39439 | 40,558 | 40,963 41,373

=

O (C0 (I[N [N | (WD [

Source: Harmony

(@ Data presented is as of December 31 of each year.
@ Date presented as of May 27, 2021.

[Remainder of page intentionally left blank.]

B-21



WAITING LIST

Once a lottery for admission has been held and all remaining slots are filled, students are placed on a waiting list in
the order in which their names are selected. If there are additional students who apply after the lottery has been conducted,
they are added to the waiting list in the order in which their applications are received. Each year, students wishing to enroll
must reapply, a new lottery is conducted, and a new waiting list prepared. Harmony currently maintains waiting lists on a
campus-by-campus basis. The table below sets forth the current waiting list as of August 28, 2020. Harmony is currently
enrolling students for the 2021-22 school year. A new waitlist will be generated the first day of the 2021-22 school year.

TABLE 5: WAITING LIST DATA

ENROLLMENT # ON

CHARTER NAME/CAMPUS NAME FOR 2020-210 WAITING LIST®

Harmony Science Academy (Houston) (101-846)

. Harmony Science Academy— Houston 692 68

. Harmony School of Innovation — Houston 527 190
. Harmony School of Ingenuity — Houston 728 291
. Harmony School of Science — Houston 344 1,020
. Harmony School of Fine Arts and Technology — Houston 703 667
. Harmony School of Exploration — Houston 630 865

AN A WN -

. Harmony School of Excellence — Houston 850 955
. Harmony School of Endeavor - Houston 535 375
. Harmony Science Academy — Bryan/College Station 358 18

. Harmony of Enrichment — Houston 720 747
Harmony School of Technology — Houston 674 374
. Harmony School of Advancement— Houston 689 337
. Harmony School of Discovery — Houston 819 322
. Harmony School of Achievement — Houston 633 275
. Harmony Science Academy - Cypress 567 255

W0 IANN R W -

. Harmony Science Academy — Sugar Land 722 1,569
. Harmony School of Innovation — Sugar Land 699 157
. Harmony Science Academy — Katy 695 870
. Harmony Science Academy — Beaumont 574 649
. Harmony School of Innovation - Katy 610 103
. Harmony School of Excellence — Sugar Land 642 186

1
2
3
4
5
6

. Harmony Science Academy — Waco 495
. Harmony Science Academy — Dallas 1,112
. Harmony Science Academy — Garland 712
. Harmony School of Innovation — Garland 637
Harmony School of Innovation — Dallas 420
. Harmony Science Academy — Fort Worth 620
. Harmony Science Academy — Grand Prairie 461
. Harmony Science Academy — Euless 705
. Harmony School of Excellence — Dallas 533
. Harmony School of Innovation — Fort Worth 950
. Harmony School of Innovation — Euless 753
. Harmony Science Academy — Carrollton 567
. Harmony School of Innovation — Carrollton 506
. Harmony School of Innovation — Waco 593
. Harmony Science Academy — Plano 502
. Harmony School of Innovation — Grand Prairie 444

OO0 ANN R RN -
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| TABLE 5: WAITING LIST DATA I

ENROLLMENT #ON

CHARTER NAME/CAMPUS NAME FOR 2020-210 WAITING LIST®

Harmony Science Academy (Austin) (227-816)

. Harmony Science Academy — Austin 665 128
. Harmony Science Academy — Pflugerville 874 2

. Harmony School of Excellence — Austin 551 8

. Harmony School of Innovation — Austin 417 61

. Harmony School of Science — Austin 476 63

. Harmony School of Endeavor — Austin 800 122
Harmony Science Academy — Cedar Park 668 93

NAN AR WD -

Harmony Science Academy — El Paso 1,000 96
. Harmony School of Innovation — El Paso 1,137 123
. Harmony Science Academy — Lubbock 432 12
Harmony Science Academy — Odessa 505 324
. Harmony School of Excellence — El Paso 660 313
. Harmony School of Science — El Paso® 400 16

Harmony Science Academy — San Antonio 741 0
. Harmony School of Innovation — San Antonio 447 12
Harmony Science Academy — Laredo 651 88
. Harmony School of Innovation — Laredo 644

Harmony Science Academy — Brownsville 558

. Harmony School of Innovation — Brownsville 466

. Harmony School of Excellence — San Antonio 548

. Harmony School of Excellence — Laredo 434

TOTALS 36,508

Source: Harmony
(1) As of May 7, 2021.
(2) For the 2020-21 school year.

STUDENT RETENTION

The following table shows the number of Harmony’s students (aggregate, for all campuses) at the beginning of the
2019-20 school year which Harmony retained as of the beginning of the 2020-21 school year.

STUDENT RETENTION DATA®

BEGINNING OF 2020-21 BEGINNING OF 2019-20 PERCENTAGE

NUMBER OF STUDENTS 28,072 33,053 84.93%

Source: Harmony
(M Does not include high school graduates and students graduating 8" grade in San Antonio-Innovation, Bryan-Academy, Lubbock-Academy and Odessa-
Academy where there is no Harmony operated high school.

HPS increased the student retention rate from 75% to 85% in 2020-21 despite Covid-19.
Competing Schools

The Charter Schools face constant competition for students with public schools, private schools and other charter
schools and there can be no assurance that they will continue to attract and retain the number of students that are needed to
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generate sufficient revenues for Harmony to make payments representing debt service on the Bonds. See “RISK
FACTORS — Competition for Students.”

ACCOUNTABILITY RATINGS AND STUDENT PERFORMANCE

The Student Assessment Division of the Texas Education Agency manages and oversees the development,
administration, scoring, and analysis of the State’s assessment program, which is designed to measure the extent to which a
student has learned and is able to apply the defined knowledge and skills at each tested grade level. Beginning in the spring
of 2012, the State of Texas Assessments of Academic Readiness (“STAAR?”) assessments replaced the Texas Assessment
of Knowledge and Skills (“TAKS”). The STAAR program at grades 3-8 assesses the same subjects and grades that were
previously assessed on TAKS. In high school, STAAR replaced grade-specific assessments with 5 end-of-course
assessments (“EOCs”). The State of Texas Assessments of Academic Readiness Modified (“STAAR Modified”) is no
longer offered to students with disabilities as of the 2014-2015 school year, as a result of requirements from the U.S.
Department of Education. Testing accommodations have been made for students with disabilities who meet specific
eligibility requirements. The Student Assessment Division oversees the administration of the State of Texas Assessments of
Academic Readiness Alternate 2 (“STAAR Alternate 2”) for the purpose of assessing students in grades 3- 8 and high
school who have significant cognitive disabilities and are receiving special education services. The Student Assessment
Division also oversees the administration of STAAR Spanish for students in grades 3-5 for whom a Spanish version of
STAAR is the most appropriate measure of their academic progress, and provides for the administration of the Texas
English Language Proficiency Assessment System (“TELPAS”) assessments, which are designed to assess the progress that
limited English proficient students make in learning the English language.

Due to COVID-19, on March 16, 2020 the Governor waived STAAR testing for the 2019-2020 school year.
Historical and Current Accountability Rating Frameworks

The State’s accountability system assigns ratings to every campus and district in the public education system each
year. The State’s accountability system has been amended several times in recent years. For purposes of this Appendix B,
three separate accountability systems have been analyzed: (i) accountability ratings for years prior to 2017; (ii)
accountability ratings for the 2017-2018 year; and (iii) accountability ratings for the 2018-2019 year. Further explanation of
each of these respective systems is provided below.

Accountability Ratings prior to 2017-18
The accountability ratings prior to the 2017-2018 school year were as follows:

(a) Met Standard. Indicates acceptable performance and was assigned to districts and campuses that met the
targets on all required indexes for which they had performance data.

(b) Met Alternative Standard. Indicates acceptable performance and was assigned to charter districts and
alternative education campuses that were evaluated by alternative education accountability provisions that met modified
performance index targets on all required indexes for which they had performance data.

(c) Improvement Required. Indicates unacceptable performance and was assigned to a district or campus that
did not meet the targets on all required indexes for which they had performance data.

(d) Not Rated.

The overall design of the accountability rating system was a performance index framework. Performance
indicators were grouped into four indices that aligned with the goals of the accountability system. The structure for
evaluation of performance across the four indices afforded multiple views of campus and district performance.
Performances across the four indices were used to assign accountability rating labels based on performance targets that
were set for each index.

(a) Index 1: Student Achievement. Provided an overview of student performance based on satisfactory
student achievement across all subjects for all students.
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(b) Index 2: Student Progress. Focused on actual student growth independent of overall achievement levels
for each race/ethnicity student group, students with disabilities, and English language learners.

(c) Index 3: Closing Performance Gaps. Emphasized advanced academic achievement of economically
disadvantaged students and the two lowest performing racial/ethnic student groups at each campus or district.

(d) Index 4: Postsecondary Readiness. Emphasized the importance for students to receive a high school
diploma that provided them with the foundation necessary for success in college, the workforce, job training programs, or
the military; and the role of elementary and middle schools in preparing students for high school.

2017-2018 Accountability Rating

For the 2017-2018 school year, the State revised its accountability rating system to better align federal funding
with priorities within TEA’s strategic plan. See “RISK FACTORS — Federal Accountability System” in the Official

Statement. For the 2017-2018 year, the accountability ratings were as follows:

(a) Met Standard. Assigned for overall performance and for performance in each domain to campuses that
met the performance targets.

(b) Improved Required. Assigned for overall performance and for performance in each domain to campuses
that did not met the performance targets.

(©) Met Alternative Standard. Assigned for overall performance and for performance in each domain to
alternative education campuses that met the performance targets.

(d) Not Rated. Assigned to campuses that—under certain, specific circumstances—did not receive a rating.
The overall design of the accountability system evaluated performance according to three domains:

(a) Student Achievement Domain. Evaluated performance across all subjects for all students, on both general
and alternate assessments, College, Career, and Military Readiness (CCMR) indicators, and graduation rates.

(b) Student Progress Domain. Measured district and campus outcomes in two areas: the number of students
that grew at least one year academically (or were on track) as measured by STAAR results and the achievement of all
students relative to districts or campuses with similar economically disadvantaged percentages.

(©) Closing the Gaps Domain. Used disaggregated data to demonstrate differentials among racial/ethnic
groups, socioeconomic backgrounds and other factors. The indicators included in this domain aligned the state
accountability system with the Every Student Succeeds Act (ESSA).

2018-2019 Accountability Rating

The State again revised the accountability system for the 2018-2019 school year. Currently, districts and campuses
receive letter grades both in an overall context, as well as for each respective domain evaluated:

(a) A (Exemplary Performance), B (Recognized Performance), C (Acceptable Performance), or D (In Need
of Improvement): Assigned for overall performance and for performance in each domain to districts (including those

evaluated under alternative education accountability (AEA)) that meet the performance target for the letter grade.

(b) F (Unacceptable Performance). Assigned for overall performance and for performance in each domain to
districts (including AEAs) that do not meet the performance target to earn at least a D.

(c) Not Rated. Assigned to districts that—under certain, specific circumstances—do not receive a rating.

To learn more about the A—F accountability system, visit https://tea.texas.gov/A-F/.

The current accountability system evaluates performance in the following three domains:
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(a) Student Achievement. Evaluates performance across all subjects for all students, on both general and
alternate assessments, College, Career, and Military Readiness (CCMR) indicators, and graduation rates.

(b) School Progress. Measures district and campus outcomes in two areas: the number of students that grew
at least one year academically (or are on track) as measured by STAAR results and the achievement of all students relative
to districts or campuses with similar economically disadvantaged percentages.

(©) Closing the Gaps. Uses disaggregated data to demonstrate differentials among racial/ethnic groups,
domain’s construction, align the state accountability system with the Every Student Succeeds Act (ESSA).

Distinction designations are awarded to campuses in the following areas:

. Academic Achievement in English Language Arts/Reading
. Academic Achievement in Mathematics

. Academic Achievement in Science

. Academic Achievement in Social Studies

. Top 25 Percent: Comparative Academic Growth

. Top 25 Percent: Comparative Closing the Gaps

. Postsecondary Readiness.

The table below shows Harmony’s accountability ratings determined by the Texas Education Agency for the 2018-
2019 school year. For the 2019-20 school year all Texas districts and campuses were labeled Not Rated: Declared State of
Disaster for 2020. STAAR testing was conducted for the 2020-21 school year, but A-F grades will not be issued.

ACCOUNTABILITY RATINGS

INDEX 1: INDEX 2: INDEX 3:
ACCOUNTABILITY INDEX STUDENT STUDENT CLOSING THE OVERALL
ACHIEVEMENT  PROGRESS GAPS

Harmony Science Academy (Houston)

(District) (101-846) e L8 A () AG2)

1. Harmony Science Academy
_ Houston(N@@@E)(6)(7) A (95) A (95) B (85) A (92)

2. Harmony School of Innovation —
Houston(D@®®®O?) B (85) A (92) B (87) A (91)

3. Harmony School of Ingenuity —
Houston
4. Harmony School of Science — HoustonM®(©X(7) C(73) B (81) C (79) B (80)

5. Harmony School of Fine Arts and
Technology — Houston

A (90) A (92) B (85) A (90)

C(71) C(76) C(72) C(75)

6. Harmony School of Exploration —

Houston)© camn B (86) B (84) B (85)

Harmony School of Excellence (District) B (89) A (94) B (89) A (93)
(101-858)

1. Harmony School of Excellence —
Houston(D®G)®

2. Harmony School of Endeavor- Houston®? C(72) B (80) C (76) C(79)

3. Harmony Science Academy —
Bryan

A (91) B (87) B (82) B (88)

D (67) C(72) D (68) C((71)
4. Harmony School of Technology —
Houston (VGXE™

5. Harmony School of Enrichment —
Houston"

B (84) A (90) B (88) B (89)

C(77) B (84) B (84) B (84)
6. Harmony School of Advancement
High School — HoustonV@®®HEX6)

7. Harmony School of Discovery —
Houston @®)©®

A (95) A (93) A (94) A (95)

A (94) A (93) B (86) A (92)

B-26



ACCOUNTABILITY RATINGS

INDEX 1: INDEX 2: INDEX 3:
ACCOUNTABILITY INDEX STUDENT STUDENT CLOSING THE OVERALL
ACHIEVEMENT  PROGRESS GAPS
8. Harmony School of Achievement —
Houston@® A (90) B (89) C (78)

9. Harmony Science Academy- Cypress(" N/A N/A N/A

Harmony School of Science (Houston)

(District) (101-862) © A (95) A (95) A (94)

1. Harmony Science Academy- Sugar Land
O e A(92) A (93) A (100)

2. Harmony School of Innovation — Sugar
Land High School@@®H®E

3. Harmony Science Academy —
Katy OG0 A (91) A(91) A (96)

A (97) A (95) A (90)

4. Harmony Science Academy —
Beaumont ®©

5. Harmony School of Innovation —
KatyD@G@EOM) A (97) A (95) A (100)

B (85) B (87) B (82)

6. Harmony School of Excellence — Sugar
Land D@66 A (92) A(93) A (95)

Harmony Science Academy (Waco) B (89) B (89) B (86)
(District) (161-807)
. Harmony Science Academy —
Waco

. Harmony Science Academy —
Dallas®®©

. Harmony School of Innovation —
Carrollton- @-®-®)

. Harmony Science Academy —
Garland

. Harmony School of Innovation —
GarlandDOG@E6) A(94) A92) B (87)

. Harmony School of Innovation —
Dallas®
. Harmony Science Academy — Fort Worth C(79) B (81) C (75)

8. Harmony Science Academy — Grand
Prairie@®@E)XM C(74) B (80) C(79)

. Harmony Science Academy —
EulessH@G)#)(5)6) B (85) A (91) B (85)

10. Harmony School of Excellence
— Dallas

11. Harmony School of Innovation —
Fort WorthO@®5)©®

12. Harmony School of Innovation — Euless® B (83) B (84) C (73)

13. Harmony Science Academy —
Carrollton(VAGHEO) B (89) A(93) A (100)

14. Harmony School of Innovation — Waco®®)(©) B (81) A (91) C (78)

15. Harmony Science Academy — Plano C(74) C 7 C (77

16. Harmony School of Innovation — Grand
Prairie

F (56) F (58) F (34)
B (88) A (91) C977)
C (75) D (67) D (68)

C (72) C (72) C (70)

C (89) B (89) B (85)

B (85) B (85) C(79)

A (95) A (93) B (87)

C (73) C (75) C(71)
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ACCOUNTABILITY RATINGS

INDEX 1: INDEX 2: INDEX 3:
ACCOUNTABILITY INDEX STUDENT STUDENT CLOSING THE OVERALL
ACHIEVEMENT  PROGRESS GAPS

Harmony Science Academy (Austin)
(District) (227-816)

. Harmony Science Academy — Austin®

. Harmony Science Academy — Pflugerville ®
. Harmony School of Excellence — Austin

. Harmony School of Innovation — Austin®

. Harmony School of Science — Austin

. Harmony School of Endeavor —
Austin(V@®@G)N6)T)

7. Harmony Science Academy — Cedar Park®©®

Harmony Science Academy (EIl Paso)
(District) (071-806)

1. Harmony Science Academy —
El Paso®©()

2. Harmony School of Excellence — El Paso

3. Harmony School of Innovation —
El Paso(V@5)X6)

4. Harmony Science Academy — Lubbock®©()

5. Harmony Science Academy — Odessa
6. Harmony School of Science — El Paso®

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

1. Harmony Science Academy —
San Antonio

2. Harmony School of Innovation —
San Antonio

3. Harmony Science Academy —
Laredo@®G)©®

4. Harmony School of Innovation — Laredo

5. Harmony Science Academy —
Brownsville®
6. Harmony School of Excellence —
LaredoM@B)XHE)©O)T)
7. Harmony School of Innovation —
Brownsville®

8. Harmony School of Excellence — San
Antonio"

Source: Harmony, from information made available by the TEA.

(M Received distinction of Academic Achievement in Reading/ELA.
@ Received distinction of Academic Achievement in Mathematics.
© Received distinction of Academic Achievement in Science.

@ Received distinction of Academic Achievement in Social Studies.
© Received distinction for Comparative Academic Growth.

(© Received distinction for Post-Secondary Readiness.

(™ Received distinction for Comparative Closing the Gaps.

® Opened for the 2019-20 or 2020-21 school year.
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The table following compares Harmony’s districts with other traditional school districts from which Harmony
obtains a substantial number of students. All 2019-20 scores for all Texas schools and districts were Not Rated.

COMPETITION

INDEX 1: INDEX 2: INDEX 3:
DISTRICT NAME STUDENT STUDENT CLOSING THE OVERALL
ACHIEVEMENT PROGRESS GAPS

HARMONY SCIENCE
ACADEMY (HOUSTON)
HARMONY SCHOOL OF

EXCELLENCE
HARMONY SCHOOL OF

SCIENCE (HOUSTON)

HARMONY SCIENCE

ACADEMY (WACO)

HARMONY SCIENCE

ACADEMY (AUSTIN)

HARMONY SCIENCE

ACADEMY (EL PASO)

HARMONY SCIENCE

ACADEMY (SAN ANTONIO)

IDEA B (89) A (94) B (88) B (89)

YES PRrEP A (90) A (93) C(79) B (89)
UPLIFT B (89) B (89) B (83) B (87)

KIPP TEXAS B (88) B (89) C(79) B (86)
INTERNATIONAL LEADERSHIP B (84) B (89) C (7 B (85)
AUSTINISD B (83) B (89) B (88) B (89)
ALDINE ISD C(75) B (88) C (70) B (83)
BEAUMONT ISD D (66) C(74) C(59) C (70)
BROWNSVILLE ISD B (87) A (92) B (87) A (91)
BRYAN ISD C(73) B (82) C(73) C(79)
COLLEGE STATION ISD B (89) B (89) B (89) B (89)
DALLAS ISD C(79) B (89) X (78) B (86)
EcTOR COUNTY ISD C(72) C (76) C (1) C(75)
EL PASO ISD B (81) B (89) B (84) B (88)
ForT BEND ISD B (89) B (89) B (89) B (89)
FORT WORTH ISD C(73) B (83) C (71 C (79
GARLAND ISD B (84) B (89) B (86) B (88)
GRAND PRAIRIE ISD C (7 B (85) B (82) B (84)
HousToN ISD C(79) B (89) B (84) B (88)

HURST-EULESS
BEDFORD ISD

LAREDO ISD B (84) A (91) B (83) B (89)
LuUBBOCK ISD B (80) B (83) B (81) B (86)
SAN ANTONIO ISD C(73) B (87) C(73) B (83)
Waco ISD C(72) B (85) C (70) B (81)

A1) A (94) A (88) A (92)
B (89) A (94) B (89) A (93)
A (95) A (95) A (94) A (95)
B (89) B (89) B (86) B (88)
B (89) A(92) B (81) B (89)
A(92) A (93) B (88) A(92)

B (89) A (94) B (87) A (92)

A (92) A (92) A (92) A (92)
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ESSA STATUS

Title I of the Elementary and Secondary Education Act of 1965, as reauthorized by the Every Student Succeeds
Act (“ESSA”) of 2015, requires each state to submit a plan outlining its statewide accountability system to the U.S.
Department of Education (the “USDOE”). The plan submitted by the State was approved by USDOE in March 2018 (the
“Texas Plan”).

Under the Texas Plan, the TEA will maintain rigorous, yet achievable goals for all student groups; create stronger
alignment between all State and federal program areas; shift the proficiency level for students from the “Approaches” label
on STAAR to the “Meets” label; and better align federal funding with priorities within TEA’s strategic plan. Certain
information regarding State assessments, including accountability and transparency metrics, is set forth above under “—
Accountability Ratings and Student Performance” herein.

Any failure of Harmony to meet the requirements of ESSA or the Texas Plan may have a material adverse effect
on the ability of Harmony to generate revenues sufficient to make debt service payments on the Bonds and any other
obligations of Harmony.

On March 27, 2020 the U.S. Department of Education waived the following requirements under the ESSA for
Texas schools:

Assessment requirements in section 1111(b)(2) for the school year 2019-2020.

Accountability and school identification requirements in sections 1111(c)(4) and 1111(d)(2)(C)-(D) that

are based on data from the 2019-2020 school year.

Report card provisions related to assessments and accountability in section 1111(h) based on data from

the 2019-2020 school year. These include:

Section 1111(h)(1)(C)(i) (accountability system description);

Section 1111(h)(1)(C)(ii) (assessment results);

Section 1111(h)(1)(C)(iii)(I) (other academic indicator results);

Section 1111(h)(1)(C)(iv) (English language proficiency results);

Section 1111(h)(1)(C)(v) (school quality or student success indicator results);

Section 1111(h)(1)(C)(vi) (progress toward meeting long-term goals and measurements of interim

progress);

Section 1111(h)(1)(C)(vii) (percentage of students assessed and not assessed);

0 Section 1111(h)(1)(C)(xi) (number and percentage of students with the most significant cognitive
disabilities taking an alternate assessment); and

0 Section 1111(h)(2)(C) with respect to all waived requirements in section 1111(h)(1)(C) as well as
1111(h)(2)(C)(1)-(ii) (information showing how students in an school district and each school,
respectively, achieved on the academic assessments compared to students in the State and school
district).

© O 0 O o O

o

On April 1, 2021 the U.S. Department of Education waived the following requirements under the ESSA for Texas
schools:
® Accountability and school identification requirements in sections 1111(c)(4) and 1111(d)(2)(C)-(D) for the 2020-
2021 school year.
® Report card provisions related to accountability in section 1111(h) based on data from the 2020-2021 school
year. These include:
o Section 1111(h)(1)(C)(1)(I)-(IV) and (VI) (Accountability system description, other than the list of
comprehensive, targeted, and additional targeted support and improvement schools).
O Section 1111(h)(1)(C)(iii)(I) (Other Academic indicator results for schools that are not high schools).
o Section 1111(h)(1)(C)(v) (School Quality or Student Success indicator results).
O Section 1111(h)(1)(C)(vi) (Progress toward meeting long-terms goals and measurements of interim
progress).
O Section 1111(h)(2)(C) with respect, at the local educational agency (LEA) and school levels, to all
waived requirements in section 1111(h)(1)(C).
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FINANCIAL AND OPERATIONS INFORMATION
Statement of Financial Position

The following is derived from Harmony’s audited financial statements for the fiscal years ended June 30, 2020,
June 30, 2019 and June 30, 2018.

Balance Sheet

issuance cost, and current portion

Total Liabilities

$581,671.449

$534.923.940

Assets: FYE FYE FYE
June 30, 2020 June 30, 2019 June 30,2018

Assets
Cash $36,131,087 $22,754,619 $37,399,851
Restricted Cash 35,295,071 32,398,840 32,291,626
Investments 85,456,437 91,628,739 57,129,221
Receivables 65,099,280 56,885,964 53,526,210
Other receivables 1,821,298 1,224,987 959,722
Prepaids 149,002 470,214 39,583
Land 47,722,900 43,715,145 43,726,764
Building and improvements 383,332,834 369,856,048 362,393,710
Equipment and furniture 35,607,930 27,290,722 26,318,725
Construction in progress 16,052,288 11,201,175 3,055,158
Assets under capital lease 130,482,095 82,684,830 -
Deposits - 251,674 250,512
Accumulated depreciation and (156,077,494) (116,675,463) (100,275,217)
amortization

Total Assets $681,305,210 $623,687,494 $516,815,865

Liabilities:

Liabilities
Accounts payable $9,242,906 $8,653,508 $6,178,387
Accrued liabilities 1,296,464 957,323 928,164
Wages payable 29,332,738 25,294,16 24,158,048
Payroll taxes payable 11,908,600 10,233,769 9,847,004
Interest payable 7,040,432 7,146,545 7,170,026
Due to state - 4,884 22,834
Deferred revenue 76,675 355,855 51,065
Current portion of capital lease liability 3,778,367 831,608 -
Current portion of notes payable - - 135,325
Current portion of notes bonds 6,315,000 6,045,000 4,514,999
Capital lease liability net of current portion 105,686,800 80,480,850 -
Notes payable 26,196,190 6,843,752 -
Bonds payable net of discount/premium, 380,797,277 388.076.679 395,086,081

$448.091.,933

Net Assets
Without donor restriction $28,878,221 $30,512,788 $21,543,180
With donor restriction 70,755,540 58,250,766 47,180,752
TOTAL NET ASSETS $99,633,761 $88,763,554 $68,723,932

TOTAL LIABILITIES AND NET ASSETS

Source: Harmony, from its audited financial statements.

$681.305.210
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Statements of Activities

The following is derived from Harmony’s audited financial statements for the fiscal years ended June 30, 2020,
June 30, 3019 and June 30, 2018.

Statement of Activities

REVENUES AND OTHER SUPPORT FYE FYE FYE
June 30, 2020 June 30,2019 June 30,2018
Federal grants $44,046,699 $34,669,509 34,567,523
State and local grants 349,669,234 316,014,660 295,829,677
Donations - 32,160 460,437
Interest income 2,171,431 2,509,808 1,457,541
Other income 8,949,539 12,848,170 13,208,694
Total Revenues $404,836,903 $366,074,30 $345,523,872
EXPENSES
Salaries $235,196,736 $204,500,188 $195,991,340
Employee benefits 24,454,859 18,613,117 18,349,382
Payroll tax expense 4,183,335 3,931,450 3,730,381
Professional fees 29,736,327 27,726,466 26,680,449
Occupancy 3,367,342 9,749,318 8,799,845
Equipment lease 4,906,506 4,828,511 3,376,322
Supplies 20,941,779 15,789,779 20,475,511
Interest 23,537,685 18,317,797 18,316,062
Repay & maintenance 9,396,504 10,136,552 9,198,351
Utilities 5,906,878 6,011,255 5,959,226
Travel 2,423,642 3,444,321 3,435,899
Insurance 1,357,349 1,237,473 1,006,521
Other expense 7,317,518 6,818,394 6,624,242
Depreciation and amortization 19,698,407 13,099,012 12,900,155
Amortization of bond issuance costs 263,103 263,103 260,417
Total Expenses $392,723,970 $344,466,736 $335,164,103
Operating Expenses
Change in net assets from Operations $12,112.933 $21.,607.571 $10,359.769
Non-operating revenues

Gain (loss) on sale of real and personal - - $18,162
Gain (loss) on sale of investments $418,008 $389.183 -
Total non-operating revenues (expenses) $418,008 $389,183 $18,162
Total change in net assets $12.530.941 $21.996.754 $10.377.931
Net assets, beginning of year(" $87,102,820 $66.766.800 $58,346,001
Net assets, ending of year $99.633.761 $88.374,371 $68.705.770

Source: Harmony, from its audited financial statements.
(1) See Note S to Harmony’s financial statements for retroactive adjustments.
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Statements of Financial Position for the Nine-Month Periods Ended March 31, 2021 and March 31, 2020

The following is derived from Harmony’s unaudited nine-month financial statements for the nine-month periods
ended March 31, 2021 and March 30, 2020.

ASSETS March 31, 2021 March 31, 2020
(Unaudited) Unaudited)

Assets:
Cash and Investments $140,837,654 $117,366,740
Restricted Cash 33,613,385 30,616,099
Receivable 65,589,283 60,070,768
Other Receivable 2,441,227 1,142,575
Land 52,017,984 45213,167
Buildings and improvements 401,277,765 397,802,808
Capital Lease Purchase- Buildings 130,482,095 120,399,766
Capital Lease Purchase — F&E 11,197,830 11,197,830
Furniture and Equipment 35,167,832 21,248,513
Accumulated depreciation (169,967,357) (142,070,844)
Security Deposits - -
Other Assets 344,37 439.34
Total assets $703,002,070 $663,426,762

LIABILITIES

Liabilities:
Accounts payable $4,975,467 $1,860,191
Accrued liabilities 884,603 608,798
Wages Payable 46,275,718 40,419,242
Capital lease payable 108,609,128 105,040,088
Interest payable 1,769,854 1,791,571
Notes Payable 32,817,189 22,905,953
Bond payable net of discount 380,797,276 388,076,678
Total liabilities $576,129,235 $560,702,521

Net Assets: $126,872,835 $102,724,241

Total liabilities and net assets $703,002,070 $663,426,762

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK.]
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Statements of Activities for the Nine-Month Periods Ended March 31, 2021 and March 31, 2020

The following is derived from Harmony’s unaudited nine-month financial statements for the nine-month periods
ended March 31, 2021 and March 30, 2020.

March 31, 2021 March 31, 2020

REVENUE (Unaudited) (Unaudited)
Local Revenue $4,495,118 $9,993,381
State Revenue 289,735,587 264,859,556
Federal Revenue 23,026,478 27,909,357

Total revenue $317,257,182 $302,762,294
EXPENDITURE
Instruction $159,392,285 $157,220,442
Instr Res & Media Svcs 8,402 19,488
Curr Dev & Inst Stf Dev 13,971,953 12,187,737
Curr Dev & Admin 1,438,133 1,676,696
School Leadership 26,374,296 26,475,511
Counseling & Evaluation Svcs 5,302,897 5,438,232
Health Services 1,125,247 130,280
Transportation 47,691 1,111,027
Food Services 4,029,773 7,649,727
Co-Cur/Extra Curr Stu 1,704,796 3,389,559
General Admin 18,054,609 18,227,384
Plan Maint/ Opr Plant 37,515,546 35,473,627
Security & Monitoring Svcs 859,181 1,203,441
Data Processing Svcs 5,674,411 5,002,899
71- Debt Services 13,611,542 14,053,820

Total Expenditure $289,110,762 $289,259,870
Change in Net Assets $28,146,421 $13,502,424
Net Assets, Beginning of Year $99,712,218 $88,763,554
Net Assets, End Of Period $127,858,639 $102,265,978
Unrealized Gain (Loss) on $(985,803) $458,263
Investments
Total Change in Net Assets $27,160,617 $13,960,687
Net Assets, Beginning of Year $99,712,218 $88,763,554
Net Assets, End of Year $126,872,835 102,724,241
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Financial Information

Audited financial statements for Harmony for the fiscal years ending June 30, 2020, June 30, 3019 and June 30,
2018 are included herein as APPENDIX D.

Debt Summary

Below is a list of the long-term outstanding debt obligations of Harmony as of the Closing Date.

I DEBT SUMMARY®Y I

ORIGINAL OUTSTANDING
AMOUNT AMOUNT

Series 2010Q Master Note/Bonds $39,910,000 $39,910,000
Series 2011Q Master Note/Bonds 5,085,000 5,085,000
Series 2012A Master Note/Bonds 31,350,000 26,423,000
Series 2014A Master Note/Bonds 101,555,000 85,965,000
Series 2014Q Master Note/Bonds 8,880,000 8,880,000

TYPE OF DEBT

Series 2015 Master Note/ Bonds 106,745,000 102,965,000
Series 2016A Master Note/ Bonds 55,405,000 50,105,000
Series 2017 Master Note/Bonds 40,540,000 37,870,000
Series 2021 A Master Note/Bonds 147,025,000 147,025,000
Series 2021B Master Note/Bonds 4,350,000 4,350,000

LOC Master Note dated May 26, 2017? 100,000,000 7.580,903
$640,845,000 $516,158,903

TOTAL

() See also “APPENDIX C — FINANCIAL STATEMENTS” to the Official Statement. Does not exclude payments that will be made by reserves or
REPO or SLGS Interests on QSCB Sinking Funds.
@ After the Closing Date, the LOC will retain cost related to future campuses.

CONFLICTS POLICY

Harmony’s bylaws prohibit Harmony from making any loan to a director or officer of Harmony. Harmony is also
prohibited from borrowing money from or otherwise transacting business with a member, director, officer, or committee
member of Harmony unless the transaction is described fully in a legally binding instrument and is in the best interests of
Harmony. Harmony is further prohibited from borrowing money from or otherwise transacting business with a director,
officer, or committee member of Harmony without full disclosure of all relevant facts and without the approval of the
Board of Directors, not including the vote of any person having a personal interest in the transaction. Additionally, the
Board of Directors is subject to the conflict of interest provisions set forth in Section 12.1054 of the Texas Education Code,
as amended.

Harmony’s bylaws also prohibit contracts and transactions that would result in denial of its tax exemption under
the Code. The Code and related Treasury Regulations contain provisions governing “excess benefit” transactions (as set
forth in Section 4958 of the Code). Those provisions provide for penalty taxes and, in extreme cases, revocation of
501(c)(3) status, for, among other things, above fair market value transactions with “disqualified persons.” Loss of tax-
exempt status by Harmony could result in loss of tax exemption for federal income tax purposes of interest on the Bonds.
See “RISK FACTORS — Loss of Tax—Exempt Status.”
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In addition to the foregoing, Harmony has adopted a Conflicts of Interest Policy which, among other things, (a)
requires directors, officers and employees to exercise their duties honestly, in good faith and with a high standard of
diligence and care, (b) requires directors and officers to comply with State law governing conflicts of interest among charter
school and charter holder board members and officers and (c) requires the directors and officers to file an affidavit relating
to certain conflicts of interest.

CERTAIN BUSINESS RELATIONSHIPS

Harmony has and may occasionally hire and retain, from time to time, personnel related to members of the Board,
the advisory board or officers of Harmony. Any such relationships must, and do, satisfy the Conflicts Policy described
above. In addition, spouses and other relatives of superintendents, principals, assistant principals and other employees of
Harmony may occasionally also serve in various capacities with Harmony. Specifically, Harmony has an appointed board
member of Harmony and such board member (Mr. Robert Schulman) also acts as Harmony’s General Counsel. See
APPENDIX A — “HARMONY AND HARMONY — HARMONY - Governing Body.”

Bond Counsel has served as counsel to both Harmony and Harmony in the negotiation of the lease agreements
between Harmony and Harmony. At the request of Harmony, Bond Counsel took the necessary steps to create Harmony as
a supporting organization of Harmony and to obtain its 501(c)(3) designation from the Internal Revenue Service. Upon
creation, the board of directors of Harmony took the necessary steps to waive any legal conflict surrounding Bond
Counsel’s ongoing representation of Harmony. Further, in connection with the issuance of the Bonds, Harmony has waived
any conflict of interest by resolution of its board of directors. Under the bylaws of Harmony, at least one of the members of
Harmony’s board of directors is appointed by Harmony.

PROJECTED REVENUES AND EXPENDITURES

The Official Statement and this APPENDIX A contain certain “forward-looking” statements of the type described
in Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Although Harmony
believes that the assumptions upon which the forward-looking statements contained herein are based are reasonable, any of
the assumptions could prove to be inaccurate and, as a result, the forward-looking statements based on those assumptions
could also be incorrect. All phases of the operations of the Charter Schools by Harmony involve risks and uncertainties,
many of which are outside of Harmony’s control and any one of which, or a combination of which, could materially affect
Harmony’s results with respect to the Charter Schools’ operations. Factors that could cause actual results to differ from
those expected include, but are not limited to, general economic conditions; the willingness of the State to fund public
schools including charter schools at present or increased levels; competitive conditions within the Charter Schools’ service
area; lower-than-projected enrollment; unanticipated expenses; changes in government regulation including changes in the
law governing charter schools in Texas; future claims for accidents against Harmony and the extent of insurance coverage
for such claims; and other risks discussed herein. See “RISK FACTORS?” in the Official Statement.

Harmony is providing the following Historical and Projected Revenues and Expenses table for illustrative
purposes only. These projections have been prepared by Harmony, based on Harmony’s operating history with respect to
charter schools and its assumptions about future State funding levels and future operations of the Charter Schools, including
student enrollment and expenses. Harmony’s projections have not been independently verified by any party other than
Harmony. Harmony’s projections have not been prepared in accordance with generally accepted accounting principles
(“GAAP”). No feasibility studies have been conducted with respect to operations of Harmony pertinent to the Bonds. The
Underwriters have not independently verified Harmony’s projections, and make no representations nor give any assurances
that such projections, or the assumptions underlying them, are complete or correct.

NO REPRESENTATION OR ASSURANCE CAN BE GIVEN THAT HARMONY WILL REALIZE
REVENUES IN AMOUNTS SUFFICIENT TO MAKE ALL REQUIRED PAYMENTS REPRESENTING DEBT
SERVICE ON THE BONDS. THE REALIZATION OF FUTURE REVENUES DEPENDS ON, AMONG OTHER
THINGS, THE MATTERS DESCRIBED IN “RISK FACTORS” IN THE OFFICIAL STATEMENT, AND FUTURE
CHANGES IN ECONOMIC AND OTHER CONDITIONS THAT ARE UNPREDICTABLE AND CANNOT BE
DETERMINED AT THIS TIME. THE UNDERWRITERS MAKE NO REPRESENTATION AS TO THE ACCURACY
OF THE PROJECTIONS CONTAINED HEREIN, NOR AS TO THE ASSUMPTIONS ON WHICH THE
PROJECTIONS ARE BASED.
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Audited Audited Audited Projected Projected Projected Projected Projected
2017-2018 2018-2019 2019-2020 2020-2021 2021-2022 2022-2023 2023-2024 2024-2025

Grade Levels K-12 K-12 K-12 K-12 K-12 K-12 K-12 K-12
#Campus 54 56 57 58 58 63 63 63
Enrollment ' 33,962 34,011 34,709 36,508 37,500 39,438 40,558 40,963
Average Daily Attendance ' 32,604 32,651 33,321 35,048 36,000 37,860 38,936 38,324
Revenue
Local (Interast Inc., Grants, Gifts, Other) S 12,504,679 | S 12,283874 | S 8420198 [§ 1815250 | S 8648993 S 50959735 9354290 |5 9,447,659
Stats Funding ' $295,829,678 | § 316,014,660 | § 345,669,234 | § 380,743,273 | § 351,088,877 | §411,300,351 | $422,980,872 | § 427,204,632
Faderal Funding® S 27,858,899 | § 27,552,056 | S 44,046,695 [ S 39,815442 | S 40,897,312 | § 43,010,885 | $ 44232352 | § 45,174,043
Sub Total Revenue 336,193,257 | 355,850,591 | 402,136,131 | 422,373,965 | 440,635,183 | 463,407,209 | 476,567,513 | 481,826,373
Anticipated Direct Subsidy 2,708,086 2,700,772 2,700,772 2,700,772 2,700,772 2,700,772 2,700,772 2,700,772
TOTAL REVENUE*" $338,901,343 | § 358,551,362 | § 404,836,903 | § 425,074,737 | § 443,335,954 | $ 466,107,981 | $ 479,268,285 | § 484,527,145

Operating Expenditures

Payroll Costs ! $214,779,646 | § 222,803,476 | S 263,834,930 | § 265,075,003 | § 280,386,343 | $ 294,876,705 | § 303,250,915 | § 305,275,087
Buildings Leasss " S 87993455 9749318 |S 3367342|s 4067342 s 4067342(s s067342|5 4067342]5 4067342
Supplies & Materials S 19,317,044 [ § 1948274 [ 20941779 | § 17,467,855 | § 24625737 [ 5 25898395 | s 26,633,884 | § 26,895,842
Other Operating Costs S 54471848 [ S 53194816 | S 60,889,815 | S 67,045795 [ S 69,967,572 [ s 73583496 | 5 75673,195 | 5 76,428,844

TOTAL OPERATING EXPENSES $297,368,483 | § 304,895,884 | S 349,033,870 | § 357,655,995 | § 379,046,994 | S 398,425,943 | § 409,625,335 | S 412,675,115

Net Revenues Available for Debt Service | § 41,532,860 [ § 53,655479 | § 55,803,033 | § 67,418,741 | § 64,288,960 | S 67,682,038 | § 69,642,950 | S 71,852,029

Annual Interest Payment "' 19,543,062 19,524,115 23,573,685 24,145,612 25,730,462 28,108,469 29,655,289 26,230,095
Annual Principal Payment™' 6,854,719 7,048,475 12,526,188 12,807,505 13,445,674 13,197,779 17,356,548 17,842,750
Annual Debt Coverage 1.57 .02 155 1.82 1.64 1.64 1.48 1.53
Leaze Adjusted Debt Coverage 143 1.75 1.50 1.74 1.58 1.58 1.44 1.48
Maximum Annual Debt Service § 27,836,302 | § 27,836,301 | S 36,549,818 | S 36,549,818 46,605322 | § 46,605322 | § 46,605,321 | S 46,605,322
MADS Coverage 149 1.93 153 1.84 138 145 149 1.54
Leazed Adjusted MADS Coverage 1.37 1.69 148 1.76 135 142 145 1.50
Depreciation and Amortization "' 11,630,028 12,134,610 15,698,407 20,198,407 20,198,407 22,711.22 22,711,228 25,224,049
Total Expenses™"” 328,541,573 336,554,609 392,305,962 402,004,015 424,975,864 449,245,639 461,991,852 467,129,260
Change in Net Assets 10,359,769 21,996,754 12,530,941 23,070,722 18,360,090 16,862,341 17,276,433 17,397,885
Loss on Early Extinguishment of Bonds - - - - - -
Beginning Net Asset Bal 58,346,001 68,705,770 87,102,821 99,633,762 22,704 484 141,064,574 157,926,916 175,203,348
Ending Net Assets Balance 68,705,770 87,102,821 99,633,762 122,704,484 141,064,574 157,926,916 175,203,348 192,601,233
Changs in Net Assets/State Revenue Margin 4% 6% 5% 4% 4% 4%

This information has been prepared by Harmony.
Revenue Assumptions

Projected enrollment is for 58 campuses in year 2021-22, 63 campuses in 2022-23 and

1 2023-24.

2) Average attendance rate is 96%

3) Projected revenues based on state funding per student in ADA of approx. $10,500
Expense Assumptions

4 Payroll cost is equal to approx. 65% of the total revenue in projected years.

) Buildings' lease numbers based on the leased facilities that are already under the
contract. FASB new lease treatment was fully implemented in 2019-20.

(6) Increase on revenue and expenditure due to growth on enrollment and new campuses.

Teacher Incentive Fund Grant (TIF) and Education and Innovation Research (EIR)

Q) are excluded from revenue and expenditure in projected years (same
amount of revenue is received and expensed in the same year).
(®) 2021 bond debt figures are included. The audited years also included the interest
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payments of line of credit.

9) Annual principal number includes the sinking fund deposits in projected years

(10) Deprepiation and Amortization number also includes amortization of bond premium
in projected years

TEA has allocated to Harmony approximately $133,500,000 under the Elementary and Secondary School
Emergency Relief (“ESSER”) I Grant, ESSER II Grant and ESSER III Grant. Receipt of such funds is not included in the
projections. Harmony also received reimbursement from TDEM in the amount of $2,800,000, Operating Connectivity Bulk
Purchase program in the amount of $3,300,000, TEA Local Match in the amount of $500,000, and Harris County Local
Match in the amount of $600,000.

Except as described above, the foregoing projections assume current fiscal policies of Harmony are continued,
with considerations of historical information as well as known events and conditions that affect the projection periods. The
projections may be used to assess whether projected cash inflows will be sufficient to sustain Harmony’s services and to
meeting financial obligations as they come due. However, it is important to note that the projections of cash inflows, cash
outflows, and accrued financial obligations based on current policy do not represent a forecast or a prediction of the most
likely outcome.

Financial projections may be based upon assumptions regarding changes in social, economic and demographic
events and conditions that are inherently subject to uncertainties. Therefore, readers are cautioned that actual future
financial results of Harmony may be significantly different from the financial projections that are reported.

[Remainder of page intentionally left blank.]
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors of
Harmony Public Schools
Houston, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of Harmony Public Schools (a nonprofit organization)
("HPS"), which comprise the statement of financial position as of June 30, 2020, and the related statements of
activities and cash flows for the year then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express 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 from material misstatement.

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

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

A member of
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To the Board of Directors of
Harmony Public Schools

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of HPS as of June 30, 2020, and the changes in its net assets and its cash flows for the year then ended in accordance
with accounting principles generally accepted in the United States of America.

Other Matters
Report on Summarized Comparative Information

We have previously audited HPS’ June 30, 2019 financial statements, and we expressed an unmodified audit
opinion on those audited financial statements in our report dated November 8, 2019. In our opinion, the summarized
comparative information presented herein as of and for the year ended June 30, 2019 is consistent, in all material
respects, with the audited financial statements from which it has been derived.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
accompanying schedule of expenditures of federal awards, as required by Title 2 U.S. Code of Federal Regulations
(CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards, is presented for purposes of additional analysis and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to prepare
the financial statements or to the financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the information is fairly
stated, in all material respects, in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 9, 2020, on
our consideration of HPS's internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and 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 internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards in considering HPS's
internal control over financial reporting and compliance.

Houston, Texas
November 9, 2020
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HARMONY PUBLIC SCHOOLS
STATEMENT OF FINANCIAL POSITION
June 30, 2020

(With Comparative Totals for 2019)

Assets

Current Assets:
Cash $
Restricted cash
Investments
Receivables
Other receivables
Prepaids

Total Current Assets

Property and Equipment:
Land
Buildings and improvements
Furniture and equipment
Construction in progress
Right-of-use asset under lease

Less: Accumulated depreciation and amortization

Other Assets:
Deposits

Total Assets $

Liabilities and Net Assets
Current Liabilities:
Accounts payable $
Accrued liabilities
Wages payable
Payroll taxes payable
Interest payable
Due to state
Deferred revenue
Current portion of lease liability
Current portion of notes payable
Current portion of bonds payable
Total Current Liabilities

Long-term Liabilities:
Lease liability net of current portion
Notes payable
Bonds payable net of premium, discount, issuance costs
and current portion

Total Liabilities
Net Assets:

Without donor restrictions
With donor restrictions

Total Net Assets

Total Liabilities and Net Assets $

See notes to the financial statements.

2020

36,131,087
35,295,071
85,456,437
65,099,280
1,821,298
149,002

223,952,175

47,722,900
383,332,834
35,607,930
16,052,288

130,482,095

613,198,047

(156,077,464)
457,120,583

232,452

681,305,210

9,242,906
1,296,464
29,332,738
11,908,600
7,040,432

76,675
3,778,367

6,315,000

68,991,182

105,686,800
26,196,190

380,797,277
581,671,449

28,878,221

70,755,540

99,633,761

681,305,210

$

$

$

2019

22,754,619
32,398,840
91,628,739
56,885,964
1,224,987
470,214

205,363,363

43,715,145
369,856,048
27,290,722
11,201,175

113,257,505

565,320,595

(134,032.,369)
431,288,226

251,674

636,903,263

8,653,508
957,323
25,294,167
10,233,769
7,146,545
4,884
355,855
831,608

6,045,000

59,522,659

95,357,352
6,843,752

388,076,679
_ 549.800442

30,512,788

56,590,033
87,102,821

636,903,263
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HARMONY PUBLIC SCHOOLS

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2020
(With Comparative Totals for 2019)

Support and Revenue

Federal grants

State and local grants

Donations

Interest Income

Other income

Net assets released from restrictions
Total revenues

Expenses
Salaries
Employee benefits
Payroll tax expense
Professional fees
Occupancy
Equipment lease
Supplies
Interest
Repairs & maintenance
Utilities
Travel
Insurance
Other expense
Depreciation and amortization
Amortization of bond issuance costs
Total Expenses

Change in net assets from operations

Non-Operating revenues (expenses)

Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Total change in net assets

Net Assets, beginning of year, restated

Net Assets, end of year

See notes to the financial statements.

Without Donor With Donor
Restrictions Restrictions Total 2019
$ - $ 44,046,699 $ 44,046,699 $ 34,669,509
- 349,669,234 349,669,234 316,014,660
- - - 32,160
2,171,431 - 2,171,431 2,509,808
7,964,888 984,651 8,949,539 12,848,170
380,953,084 (380,953,084) - -
391,089,403 13,747,500 404,836,903 366,074,307
235,196,736 - 235,196,736 204,500,188
24,454,859 - 24,454,859 18,613,117
4,183,335 - 4,183,335 3,931,450
29,736,327 - 29,736,327 27,726,466
3,367,342 - 3,367,342 9,749,318
4,906,506 - 4,906,506 4,828,511
20,941,779 - 20,941,779 15,789,779
23,573,685 - 23,573,685 18,317,797
9,396,504 - 9,396,504 10,136,552
5,906,878 - 5,906,878 6,011,255
2,423,642 - 2,423,642 3,444,321
1,357,349 - 1,357,349 1,237,473
7,317,518 - 7,317,518 6,818,394
19,698,407 - 19,698,407 13,099,012
263,103 - 263,103 263,103
392,723,970 - 392,723,970 344,466,736
(1,634,567) 13,747,500 12,112,933 21,607,571
- 418,008 418,008 389,183
- 418,008 418,008 389,183
(1,634,567) 14,165,508 12,530,941 21,996,754
30,512,788 56,590,032 87,102,820 65,106,066
$ 28,878,221 $ 70,755,540 $ 99,633,761 $ 87,102,820
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HARMONY PUBLIC SCHOOLS
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Cash flows from operating activities
Change in net assets

Adjustments to reconcile change in net assets to net cash

provided (used) by operating activities:

Depreciation and amortization of assets under capital

lease
Amortization - premium on bonds
Amortization - bond issuance costs
(Increase) Decrease in receivables
(Increase) Decrease in other receivables
(Increase) Decrease in deposits
(Increase) Decrease in prepaids
Increase (Decrease) in accounts payable
Increase (Decrease) in wages payable
Increase (Decrease) in payroll taxes payable
Increase (Decrease) in accrued liabilities
Increase (Decrease) in due to state
Increase (Decrease) in deferred revenue
Increase (Decrease) in interest payable

Net cash provided (used) by operating activities

Cash flows from investing activities
Purchase of fixed assets
Sale of investment

Net cash provided (used) by investing activities

Cash flows from financing activities
Proceeds from loans
Repayment of loans
Repayment of bonds
Payments on lease liability

Net cash provided (used) by financing activities

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

Cash Per the Statement of Financial Position
Cash
Restricted Cash

Total Cash per the Statement of Financial Position

Supplemental Disclosures
Cash paid during the year for:
Interest

See notes to the financial statements.

2020 2019
12,530,941 $ 21,996,754
22,045,095 13,805,388
(1,227,506) (1,227,505)
263,106 263,103
(8,213,316) (3,359,754)
(596,311) (265,265)
19,222 (1,162)
321,212 (430,631)
589,398 2,475,121
4,038,571 1,136,119
1,674,832 386,766
339,141 29,159
(4,884) (17,950)
(279,180) 304,790
(106,113) (23,481)
31,394,208 35,071,452
(30,652,862) (16,568,733)
6,172,302 (34,499,518)
(24,480,560) (51,068,251)
19,352,438 6,843,752
- (135,325)
(6,045,001) (4,515,000)
(3,948386) (734,646)
9,359,051 1,458,781
16,272,699 (14,538,018)
55,153,459 69,691,477
71,426,158 $ 55,153,459
36,131,087 $ 22,754,619
35,295,071 32,398,840
71,426,158 $ 55,153,459
24,956,780 $ 19,604,429
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS

A. Organization

Harmony Public Schools ("HPS"), a nonprofit organization, provides curricula for students in grades
kindergarten through 12. The school was incorporated in the State of Texas in September 1999, under the Texas
Non-Profit Corporation Act. The Internal Revenue Service determined that HPS was exempt from federal
income tax under section 501(a) of the Internal Revenue Code as an organization described in Section 501(c)(3).
Pursuant to its charter granted by the State Board of Education in accordance with Texas Education Code Section
12, Subchapter D, Open-Enrollment Charter School, HPS operates as part of the state public school system
subject to all federal and state laws and rules governing public schools. HPS is also subject to all laws and
rules pertaining to open-enrollment charter schools in section 12 of the Texas Education Code.

B. Summary of Significant Accounting Policies

New Accounting Pronouncement

On February 25, 2016, the Financial Accounting Standards Board issued Accounting Standards Update (“ASU”)
2016-02, Leases (Topic 842). HPS adopted the ASU on July 1, 2019 and has adjusted the presentation of these
statements accordingly. The ASU has been applied retrospectively to all periods presented. The 2019 balances
have been adjusted for this standard. Refer to the Prior Period Adjustment note for more detail.

Principles of Consolidation

The consolidated financial statements include all of HPS's accounts. All significant intercompany balances
and transactions have been eliminated.

Support and Revenue

Per the Texas Education Agency, revenues, generally, that are reported on the statement of activities may be
presented in three broad categories.

e Local and intermediate sources such as contributions received from charter holder constituents, funds
received pursuant to grants from local governmental and nongovernmental entities, and other sources,
such as income from investments.

e State sources such as Foundation School Program funding and other formula or state grants.

e Federal sources such as funding through formula or discretionary grants awarded to the charter holder
by the federal or state government

Support and revenue are recorded based on the accrual method.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

B. Summary of Significant Accounting Policies (continued)
Cash Donations and Donated Services

Cash donations are considered to be available for use without donor restrictions unless specifically restricted
by the donor. No amounts have been reflected in the financial statements for donated services since no
objective basis is available to measure the value of such donations. Nevertheless, a substantial number of
volunteers have donated their time in connection with the program service and administration of the
organization.

Contributions

In accordance with Financial Accounting Standards Board Accounting Standards Codification 958 Not-For-
Profit Entities-605 Revenue Recognition, contributions received are recorded as support with or without donor
restrictions depending on the existence or nature of any donor restrictions.

Property and Equipment

Property and equipment purchased by HPS isrecorded atcost. Donations of property and equipment are recorded
at their fair value at the date of the gift. All assets acquired with a value in excess of $5,000 are recorded as
fixed assets. Depreciation is provided on the straight-line method based upon estimated useful lives of five to
thirty-nine years for depreciable assets. Gains and losses onretired orsold property and equipment are reflected
inincome fortheperiod. The proceeds fromsuchsales which are notlegally required orexpected tobereinvested
in property and equipment are transferred to unrestricted net assets.

Pledges and Accounts Receivable

Contributions are recognized when the donor makes a promise to give to HPS which is in substance,
unconditional. Contributions that are restricted by the donor are reported as increases in unrestricted net assets
if the restrictions expire in the year in which the contributions are recognized. All other donor- restricted
contributions are reported as increases in temporarily or permanently restricted net assets depending on the
nature of the restrictions. When a restriction expires, temporarily restricted net assets are reclassified to
unrestricted net assets.

No provision has been made for uncollectible promises to give and accounts receivable as of the statement of
financial position date, given that none have been identified.

Functional Expenses

The costs of supporting the various programs and other activities have been summarized on a functional basis in the notes
to the financial statements. The Texas Education Agency mandates a specific account coding that requires open
enrollment charter schools to record expenses to a unique combination of function and object. Generally, HPS records
its expenses based on direct allocation by assigning each expense to a functional category based on direct usage. See
Note U. for more information.

Income Taxes

HPS qualifies as a tax-exempt organization under section 501(c) (3) of the Internal Revenue Code and, therefore,
has no provision for income taxes.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

B. Summary of Significant Accounting Policies (continued)
Cash and Cash Equivalents
Forpurposes ofthe statement of cash flows, cash and cash equivalents are comprised of cashon hand and in banks.
The cash accounts are insured by the Federal Deposit Insurance Corporation up to $250,000. HPS has secured
pledged collateral at 100% of its bank balances. HPS hasnotexperienced any losses onsuch accounts.
Investments
Investments in marketable securities with readily determinable fair values and all investments in debt
securities are reported at their fair values on the statement of financial position. Unrealized gains and losses
are included in the change in net assets. The Academy classifies its marketable debt securities as "held to
maturity" if it has the positive intent and ability to hold the securities to maturity. All other marketable
securities are classified as "available for sale.” Realized gains and losses and unrealized gains and losses,
determined using the specific identification method, are included in the change in net assets.
Fair Value Measurements
FASB ASC 820 Fair Value Measurements and Disclosures establish a framework for measuring fair value.
That framework provides a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure
fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 3
measurements). The three levels of the fair value hierarchy under FASB ASC 820 are as follows:

Level 1: Unadjusted quoted prices for identical assets or liabilities in active markets;

Level 2: Significant direct or indirect, observable inputs other than quoted prices;

Level 3: Unobservable inputs based on assumptions of the reporting entity.

The fair value measurement of assets and liabilities within the fair value hierarchy is based on the lowest level of
any input that is significant to the fair value measurement.

Estimates

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

Compensated Absences

Permanent employees of HPS accumulate and vest paid-time-off at varying rates depending on exempt status
and hourly rate. It is HPS' policy to accrue accumulated paid-time-off atyear-end.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

B. Summary of Significant Accounting Policies (continued)
Net Assets

Net assets, revenues, gains, and losses are classified based on the existence or absence of donor- or grantor-
imposed restrictions. Accordingly, net assets and changes therein are classified as either without donor
restrictions or with donor restrictions.

Net Assets Without Donor Restrictions - Net assets available for use in general operations and not subject to
donor (or certain grantor) restrictions.

Net Assets With Donor Restrictions - Net assets subject to donor- (or certain grantor-) imposed restrictions.
Some donor-imposed restrictions are temporary in nature, such as those that will be met by the passage of
time or other events specified by the donor. Donor-imposed restrictions are released when a restriction expires,
that is, when the stipulated time has elapsed, when the stipulated purpose for which the resource was restricted
has been fulfilled, or both.

In accordance with state law, a charter holder is entitled to receive state aid for the charter school based on
student attendance; however, before the charter holder may reclassify state aid from net assets with donor
restrictions to net assets without donor restrictions, it must meet a two part test.

1. First, the charter school must demonstrate that it expended state aid for the benefit of its students.
2. Second, the charter school must expend state aid consistent with TEC, §45.105(c).

As described in Note M., the majority of HPS’ revenue is comprised of state aid from the Texas Education
Agency.

C. Defined Pension Plan
Plan Description

The charter school contributes to the Teacher Retirement System of Texas ("TRS"), a cost sharing, multiple-
employerdefined benefit pension plan with one exception; all risks and costs are not shared by the charter school,
but are the liability of the State of Texas. TRS administers the retirement and disability annuities, and death
and survivor benefits to employees and beneficiaries of employees of the public school systems of Texas.

The plan operates primarily under the provisions of the Texas Constitution, Article XVI, Sec. 67, and Texas
Government code, Title 8, Chapters 803 and 805 respectively. The Texas State legislature has the authority to
establish and amend benefit provisions of the pension plan and may, under certain circumstances, grant special
authority to the TRS Board of Trustees. TRS issues a publicly available financial reportthatincludes financial
statements and required supplementary information forthe defined benefit plan. That report may be obtained by
writing to the TRS Communications Department, 1000 Red River Street, Austin, Texas 78701 or by calling the
TRS Communications Department at 1-800- 223- 8778, or by downloading the report form the TRS Internet
website, www.trs.state.tx.us, under the TRS Publications Heading.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

C. Defined Pension Plan (continued)
Plan Description (continued)

Charter schools are legally separate entities from the State and each other. Assets contributed by one charter
orindependent school district ("ISD") may be used for the benefit of an employee of another ISD or charter. The
risk of participating in multi-employer pension plans is different from single-employer plans. Assets
contributed to a multi-employer plan by one employer may be used to provide benefits to employees of other
participating employers. Ifaparticipating employer stops contributing to the plan, the unfunded obligations of
the plan may be borne by the remaining participating employers. There is no withdrawal penalty for leaving
the TRS system. There is no collective-bargaining agreement. The TRS Comprehensive Annual Financial
Report available dated August 31, 2018 and August 31, 2019 indicated the following:

TRS Pension TRS Plan Fiduciary Percent
Fund Total Plan Assets Net Position Total Pension Liability Net Pension Liability Funded
2019 $ 181,800,159,205 $ 157,978,199,075 $ 209,961,325,288 $ 51,983,126,213 75.24%
2018 176,942,453,923 154,568,902,000 209,611,329,000 55,042,427,000 73.74%
2017 165,379,341,964 147,361,922,120 179,336,534,819 31,974,612,699 82.17%
Funding Policy

Contribution requirements are established or amended pursuant to Article 16, section 67 of the Texas Constitution
which requires the Texas legislature to establish a member contribution rate of not less than 6% of the member’s
annual compensation and a state contribution rate of not less than 6% and not more than 10% of the aggregate
annual compensation paid to members of the system during the fiscal year. Texas Government Code section
821.006 prohibits benefit improvements if, as a result of the particular action, the time required to amortize TRS’
unfunded actuarial liabilities would be increased to a period that exceeds 31 years or if the amortization period
already exceeds 31 years, the period would be increased by such action. Employee contribution rates are set in state
statute, Texas Government Code 825.402. Senate Bill 1458 of the 83™ Texas Legislature amended Texas
Government Code 825.402 for member contributions and established employee contribution rates for fiscal years
2014 thru 2017. The 85th Texas Legislature, General Appropriations Act (GAA) affirmed that the employer
contribution rates for fiscal years 2018 and 2019 would remain the same. The member contribution rate for 2019
and 2018 was 7.70%. Employer and state contributions were 7.70 and 6.80% for both 2020 and 2019, respectively.

The charter school's employee contributions to the system for the year ended June 30, 2020 and June 30, 2019 were
$16,819,122 and $14,991,994, respectively and were equal to the required contributions for the year. Total covered
payroll was $218,438,959 and $194,325,257. Amounts paid as pension surcharges and Non-OASDI for 2020 were
$102,320 and $3,276,478, respectively. Amounts paid as pension surcharges and Non-OASDI required amounts
in 2019 were $85,455 and $2,860,614, respectively.

Other contributions made from federal and private grants contributed at a rate of 7.70% and 6.8% for 2020 and
2019. Contributions totaled $1,254,915 and $877,420 for the years ended June 30, 2020 and 2019. The charter
school's contributions into this plan do not represent more than 5% of the total contributions to the plan and the
charter school was not assessed a surcharge.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

D. Defined Other Post-Employment Benefit Plan
Plan Description

The HPS participates in the Texas Public School Retired Employees Group Insurance Program (TRS-Care). Itisa
multiple-employer, cost-sharing defined Other Post-Employment Benefit (OPEB) plan that has a special funding
situation. The plan is administered through a trust by the Teacher Retirement System of Texas (TRS) Board of
Trustees. It is established and administered in accordance with the Texas Insurance Code, Chapter 1575.

Similar to the TRS Pension Plan discussed in Note C, charter schools are legally separate entities from the
State and each other. Assets contributed by one charter orindependent school district ("ISD") may be used for
the benefit of an employee of another ISD or charter. The risk of participating in multi-employer pension plans
is different from single-employer OPEB plans. Assets contributed to a multi-employer OPEB plan by one
employer may be used to provide benefits to employees of other participating employers. If aparticipating
employer stops contributing to the plan, the unfunded obligations of the plan may be borne by the remaining
participating employers. There is no withdrawal penalty for leaving the TRS system. There is no collective-
bargaining agreement. The TRS Comprehensive Annual Financial Report available dated August 31, 2019.

TRS Care Other
Post- TRS-Care Plan
Employment Fiduciary Net Percent
Benefits (OPEB) Total Plan Assets Position Total OPEB Liability Net OPEB Liability Funded
2019 $ 1,475,508,564 $  1,292,022,349 $ 48,583,247,239 $ 47,291,224,890 2.66%
2018 1,001,649,953 798,574,633 50,729,490,103 49,930,915,470 1.57%
2017 526,397,969 399,536,000 43,885,785,000 43,486,249,000 0.92%

OPEB Plan Fiduciary Net Position

Detail information about the TRS-Care’s fiduciary net position is available in the separately issued TRS
Comprehensive Annual Financial Report that includes financial statements and required supplementary
information. That report may be obtained by writing to TRS at 1000 Red River Street, Austin, TX, 78701-2698;
on the Internet at http://www.trs.state.tx.us/about/documents/cafr.pdf#CAFR; or by calling

(512) 542-6592.

TRS-Care provides a basic health insurance coverage (TRS-Care 1), at no cost to all retirees from public schools,
charter schools, regional education service centers and other educational districts who are members of the TRS
pension plan. Optional dependent coverage is available for an additional fee.

Eligible retirees and their dependents not enrolled in Medicare may pay premiums to participate in one of two
optional insurance plans with more comprehensive benefits (TRS-Care 2 and TRS-Care 3). Eligible retirees and
dependents enrolled in Medicare may elect to participate in one of the two Medicare health plans for an additional
fee. To qualify for TRS-Care coverage, a retiree must have at least 10 years of service credit in the TRS pension
system. The Board of Trustees is granted the authority to establish basic and optional group insurance coverage for
participants as well as to amend benefit terms as needed under Chapter 1575.052. There are no automatic post-
employment benefit changes; including automatic COLAs.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

D. Defined Other Post-Employment Benefit Plan (continued)
Benefits Provided

The premium rates for the optional health insurance are based on years of service of the member. The schedule
below shows the monthly rates for a retiree with and without Medicare coverage.

Contributions

Contribution rates for the TRS-Care plan are established in state statute by the Texas Legislature, and there is no
continuing obligation to provide benefits beyond each fiscal year. The TRS-Care plan is currently funded on a pay-
as-you-go basis and is subject to change based on available funding. Funding for TRS-Care is provided by retiree
premium contributions and contributions from the state, active employees, and school districts based upon public
school district payroll. The TRS Board of trustees does not have the authority to set or amend contribution rates.
Texas Insurance Code, section 1575.202 establishes the state’s contribution rate which is 1.25% of the employee’s
salary. Section 1575.203 establishes the active employee’s rate which is 0.75% of pay. Section 1575.204
establishes an employer contribution rate of not less than 0.25 percent or not more than 0.75 percent of the salary
of each active employee of the public. The actual employer contribution rate is prescribed by the Legislature in the
General Appropriations Act. The following table shows contributions to the TRS-Care plan by type of contributor.

Contribution Rates

2020 2019
Active Employee 0.65% 0.65%
Employers 0.75% 0.75%
Federal/Private Funding remitted by Employers 1.25% 1.25%

In fiscal year 2020, HPS contributed a total of $1,901,903 of which, $220,972 was for federally funded employees.
Employees contributed a total $1,419,806. Covered payroll for TRS-Care for fiscal year 2020 was $218,438,959.
In fiscal year 2019, HPS contributed a total of $1,607,903 of which, $160,649 was for federally funded employees.
Employees contributed a total of $1,263,184. Covered payroll for TRS-Care for fiscal year 2019 was $194,325,257.

E. Budget
The official school budget is prepared for adoption for required for all funds in the aggregate. Theannual budget

is adopted on a basis consistent with generally accepted accounting principles and is formally adopted by the
Board of Directors.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

F. Investments

Investments presented below have been measured using Level 1 and Level 2 inputs as described in Note B.
above, Fair Value Measurements.

Fair Value Measurements as of June 30, 2020

Type of Investment Level 1 Level 2 Level 3 Totals
Money Market/Commercial Paper $ 19,270,590 $ - 3 - 19,270,590
Certificates of Deposit 30,888,572 - - 30,888,572
US Government Agencies 35,297,275 - - 35,297,275
Total Investments at Fair Value: § 85456437 § - 8 - § 85,456,437

Fair Value Measurements as of June 30, 2019 were as follows:

Type of Investment Level | Level 2 Level 3 Totals
Money Market/Commercial Paper $ 30,684,989 § -3 - $ 30,684,989
Certificates of Deposit 17,453,777 - - 17,453,777
US Government Agencies 43,489,973 - - 43,489,973
Total Investments at Fair Value: $ 91,628,739 § -3 - $ 91,628,739

Realized gains totaled $418,008 and $389,183 for 2020 and 2019, respectively.
Certificate of Deposits

HSA- El Paso, HSA - Waco and HAS — Houston hold several certificates of deposits with six-month maturities that
totaled $30.9 million and $17.4 million as of June 30, 2020 and June 30, 2019, respectively. The interest rates range
from 2.56% to 2.79%. The certificates of deposit mature between July 10, 2020 through June 24, 2030.

G. Notes Payable
HPS’s obligations under notes payable consist of the following:

Note payable to a bank for capital expansion of school facilities, secured by certificate of deposit held with lender.
The loan is dated January 23, 2015, has a face amount of $1,500,000, and carries a variable interest rate equal to
the rate of interest on the certificate of deposit plus 1%. The initial rate of interest is 1.45%. Interest is payable
monthly. The date of maturity is January 23, 2019. The date of maturity on the certificate of deposit is January 23,
2020. The balance of the loan has been paid off as of July 19, 2018.

On June 1, 2019, HPS entered into a loan under the Supplemental Master Trust Indenture No. 27. HPS can draw
up to $35,000,000 on the loan. Interest is due and payable semi-annually on June and December of each year. The
maturity date is June 26, 2021. As of June 30, 2019, the balance as of the loan was $6,843,752. The interest rate is
1.45% spread plus London Interbank Offered Rate (LIBOR) for one month. HPS increased its line of credit to $60
million. The amount drawn on the loan during fiscal year 2020 was $19,352,439. The ending balance at June 30,
2020 was $26,196,190. The line of credit matures in April 2023.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

H. Operating and Finance Leases

HPS accounts for leases in accordance with FASB ASC 842. HPS is the lessee for all of its leases.

At the inception of a contract, we assess whether the contract is or contains a lease. A contract is or
contains a lease if the contract conveys the right to control the use of an identified asset for a period of
time in exchange for consideration. To assess whether a contract conveys the right to control the use of
an identified asset, HPS assess whether:

The contract involved the use of an identified asset - this may be specified explicitly or implicitly
and should be physically distinct or represent substantially all the capacity of a physically distinct
asset. If the supplier has a substantive substitution right, then the asset is not identified.

HPS has the right to obtain substantially all the economic benefits from use of the asset throughout
the period of use; and

HPS has the right to direct the use of the asset. HPS has the right when it has decision-making
rights that are most relevant to changing how and for what purpose the asset is used. In rare cases
where the decision about how and for what purpose the asset is used is predetermined, HPS has
the right to direct the use of the asset if either HPS has the right to operate the assets or HPS
designed the asset in a way that predetermined how and for what purpose it will be used.

A contract may contain multiple lease components; if so, HPS allocates the consideration in a contract to
each lease component based on each component’s relative stand-alone price. HPS is required to account
for the right-to-use land and other assets separately unless the effect of doing so would be insignificant
to the overall accounting for the transaction.

After separate lease components are identified, HPS applies the following steps to each separate lease
component:

Determine the lease term, generally calculated beginning at the lease commencement date
Determine the lease payments, which may include fixed payments, variable lease payments,
amount HPS will probably owe under residual value guarantees and payments related to renewal
or termination options that HPS are reasonably certain to exercise.

Determine the discount rate for the lease based on information available at lease commencement.
For HPS, the discount rate implicit in the lease unless that rate cannot be readily determined, in
which case we are required to use the incremental borrowing rate which ranges from 3% to 5%.

Finance Leases

HPS classifies leases as finance leases if they are not short-term leases (see below) and they meet any of
the following criteria:

The lease transfers ownership of the underlying asset to HPS by the end of the lease term.

The lease grants HPS an option to purchase the underlying asset that HPS is reasonably certain to
exercise.

The lease term is for a major part of the remaining economic life of the underlying asset. If the
commencement date is at or near the end of the underlying asset’s economic life, this test does
not apply.

The present value of the sum of (1) the lease payments and (2) any lessee residual value guarantee
not reflected in the lease payments equal or exceed substantially all of the underlying asset’s fair
value.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

H. Operating and Finance Leases (continued)

Finance Leases (continued)

e The underlying asset is of such specialized nature that is expected to have no alternative use
to the lessor at the end of the lease term.

For finance leases, HPS recognizes a right-of-use (ROU) asset and a lease liability at lease
commencement.

The finance lease ROU asset is initially measured at cost, which comprises the sum of (1) the initial
amount of the finance lease liability, (2) initial direct costs incurred (incremental costs that would not
have been incurred if the lease had not been obtained) and (3) any lease payments made before or at
lease commencement, (4) reduced for any lease incentives received. Subsequent to commencement,
HPS measures the ROU asset at cost, less accumulated amortization and any accumulated impairment
losses.

HPS amortizes the finance ROU asset on a straight-line basis over the period from the commencement
date to the earlier (2) the end of the useful life of the ROU asset or (2) the end of the lease term.
However, if the lease transfers ownership of the underlying asset to us, or if we are reasonably certain
to exercise a purchase option to acquire the underlying, HPS amortizes the ROU asset to the end of
the underlying asset’s useful life. In addition, the ROU asset is periodically reduced by impairment
losses, if any, and adjusted for certain remeasurements of the lease liability.

The finance lease liability is initially measured at the present value of the lease payments that are not
paid at the commencement date, discounted using the discount rate determined at commencement.
Subsequent to commencement, we measure the finance lease liability on an amortized cost basis using
the effective interest method. The lease liability is remeasured when (1) there is a change in future
lease payment arising from a change in a rate or index, (2) there is a change in the estimate of the
amount HPS expects to pay under a residual value guarantee or (3) if we change our assessment of
whether we will exercise a purchase , extension or termination option.

Finance lease ROU assets are included in property and equipment, net in the consolidated financial
statement of HPS and in each District in the Statement of Financial Position. Finance lease liabilities
are included in the current portion of long-term debt and long-term debt, net. Amortization on the
ROU assets is included in the properly functional expense based on the use of the buildings.

Operating Leases

HPS classifies leases as operating leases if they are not short-term leases (see below) or finance lease
(see above).

For operating leases, HPS recognizes the ROU asset and a lease liability at lease commencement; the
initial liability and ROU asset are calculated the same for operating leases as described above for
finance leases.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

H. Operating and Finance Leases (continued)

Operating Leases (continued)

Subsequent to commencement, HPS measures operating ROU assets at (1) the carrying amount of the
operating lease liability, (2) plus unamortized initial direct costs and any prepaid lease payments, (3) less
any accrued lease payments and the unamortized balance of any lease incentives received. However, if
an operating lease ROU asset is impaired, HPS measures the ROU asst on a straight-line basis from the
date of the impairment to the earlier of the end of the ROU asset’s useful life or the end of the lease term.
Operating lease ROU assets are included in property equipment since the operating leases pertain to
buildings.

HPS leases several buildings under two finance lease agreements. The leases expire in 2046 and 2048.
The following is a schedule of future minimum payment required under HPS’s finance lease liabilities
together with their present value as of June 30, 2020.

Year Ending June 30

2021 $ 6,031,792

2022 6,096,288

2023 6,190,045

2024 6,187,271

2025 6,184,200

Thereafter 160,187,738

Total payments due under finance

lease liabilities 190,877,334
Less discount to present value (93,242,300)

Total finance lease liabilities $ 97,635,034

ROU assets under finance lease, net are as follows:

Buildings $ 99,909,420
Accumulated Amortization (8,504,147)
$ 91,405,273
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

H. Operating and Finance Leases (continued)
Finance lease costs and cash paid is disclosed below:

Finance Lease Costs

Amortization of right-of-use assets $ 3,315,633
Interest on lease liabilities 4,765,130
Total financing lease costs $ 8,080,763

Cash Paid for Finance Leases

Cash paid for amounts included in the
measurement of finance lease liabilities -
operating cash flows $ 4,765,130

Cash paid for amounts included in the

measurement of finance lease liabilities -

finance cash flows 816,170
Total cash paid for finance leases $ 5,581,300

HPS has 11 buildings under 11 separate operating leases. The following is a schedule of future minimum
payments required under HPS’ operating lease liabilities together with their present value as
of June 30, 2020.

Year Ending
June 30, Amount
2021 $ 3,131,808
2022 2,305,126
2023 2,263,506
2024 2,270,606
2025 2,098,146
Thereafter 1,461,416
Total payments due under
operating lease liabilities $ 13,530,608
Less discount to present value (1,700,475)

$ 11,830,133

ROU assets under finance lease, net are as follows:

Buildings $ 30,572,675
Accumulated Amortization (20,005,740)
$ 10,566,935
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

H. Operating and Finance Leases (continued)

Other required disclosures on HPS’ operating leases are as follows:

Periodic lease cost $ 3,323,582
Accretion of lease liability (674,748)
Adjustment to the Right-of-Use Asset $ 2,648,834
Rental Payments during fiscal year 2020 $ 3,739,197
Accretion of lease liability (674,748)
Decrease in operating lease liability $ 3,064,449

HPS’ change in the lease liability is disclosed below for the current year.

Beginning operating lease liability

(Implementation of New Standard) § 14,894,581
Decrease in operating lease liability (3,064,449)
Ending operating lease liability as of June 30, 2020 $ 11,830,132

Cash paid in operating leases that is reported in the cash flow-operating activities totaled $674,748.
I. Restricted Cash
Restricted cash at June 30, 2020 and June 30, 2019, consisted of project fund, debt service fund, debt service reserve

fund, and sinking fund bond cash accounts. These funds are to be solely used in the construction and acquisition
of new facilities and repayment of bond liabilities and cannot be used for normal operating expenditures.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

J. Bonds Payable

HPS has secured bond financing pursuant to Chapter 53 of the Texas Education Code of "Qualified Tax Exempt"
Education Revenue Series Bonds, 2012A, 2014A, 2015, 2016A and 2017A in the amounts of: $31,350,000;
$101,555,000; $106,745,000; $55,405,000; and $40,540,000, respectively. HPS has also received proceeds from
Taxable Educational Revenue Bonds, Q Series (Qualified School Construction Bonds) 2010Q, 2011Q, and 2014Q
in the amounts of $39,910,000; $5,085,000; and $8,880,000, respectively. The bonds are limited obligations of the
issuer, payable solely from revenues received by the issuer pursuant to a loan agreement between the issuer and the
borrower.

Bonds payable at June 30, 2020, consist of the following:

2010 Q Bonds, 8.13% interest; Principal is deposited annually to a sinking fund
account; interest is due in semi-annual installments, commencing February 15,
2011; bond matures in 2027. $ 39,910,000

2011Q Bonds, 8.75% interest; principal is deposited annually to a sinking fund
account; interest is due in semi-annual installments, commencing November 15,
2011; maturity dates range from 2014 to 2026. 5,085,000

2012A Bonds, 4% - 5% interest; principal due annually commencing February 15,
2014; interest due semi-annually commencing August 15, 2012; maturity dates
range from 2014 - 2042. 27,141,971

2014A Bonds, 1.5% - 5% interest; principal due annually commencing February
15, 2015; interest due semi-annually commencing February 15, 2015; maturity
dates range from 2015 to 2044. 88,700,000

2014Q Bonds, 4.733% interest; principal due annually commencing February 15,
2017; interest due semi-annually commencing February 15, 2015; maturity dates
range from 2017 to 2036. 8,880,000

2015 Bonds, 2% - 5% interest; principal due annually commencing February 15,
2016; interest due semi-annually commencing February 15, 2016; maturity dates
range from 2016 to 2041. 103,480,000

2016A Bonds, 2% - 5% interest; principal due annually commencing February 15,
2017; interest due semi-annually commencing August 15, 2016; maturity dates
range from 2017 to 2046. 51,105,000

2017A Bonds, 3.0% - 5.0% interest; principal due annually commencing February
15, 2020; interest due in semi-annual installments, commencing February 15, 2018;

maturity dates range from 2020 to 2047. 39,230,000
Total 363,531,971
Plus original issue premium 29,028,266
Less issuance costs on debt (5,447,960)
Less current portion of debt (6,315,000)

S 380797277
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

J. Bonds Payable (continued)

Future maturities of bonds payable over the next five years are as follows:

Year Ending
June 30, Principal Interest Total
2021 $ 6,315,000 $ 18,933,992 $ 25,248,992
2022 6,625,000 18,644,042 25,269,042
2023 6,925,000 18,339,692 25,264,692
2024 7,275,000 18,008,142 25,283,142
2025 7,630,000 17,644,392 25,274,392
Thereafter 328,761,971 148,269,225 477,031,196
Total 363,531,971 $ 239,839,485 $ 603,371,456
Plus original issue premium 29,028,266
Less issuance cost on debt (5,447,960)
Amount of bonds net of
discount and premium $ 387,112,277

HPS must maintain debt service reserve funds for the outstanding Series 2012A bonds, which funds are required to
maintain minimum balances equal to the lesser of Maximum Annual Debt Service on the Bonds, 1.25 time the
average annual Debt Service on the Bonds, or ten percent of the initial principal amount of the Bonds. At June 30,
2020 and June 30, 2019, the debt service reserve fund for the Series 2012A bonds had a cash balance of $2,446,267
and $2,709,249, respectively. The amounts in both fiscal years exceeded minimum balance requirements.

K. Bond Sinking Fund Obligations

HPS is required to deposit amounts restricted to the repayment of principal into three sinking funds on an annual
basis. The sinking funds are restricted to the retirement of debt issued with respect to the 2010Q series, 2011Q

series, and 2014Q series of bonds.

Future sinking fund obligations of notes payable are as follows:

Year Ending
June 30,
2021
2022
2023
2024
2025
Thereafter
Total

21

Deposits

$ 2,544,119
2,547,288
2,549,961
2,553,162
2,549,404
7,497,472

$ 20,241,406
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

L. Bond Debt Covenants

The bond agreements contain certain restrictions and covenants. HPS is required to maintain a ratio of available
revenue (without excluding any discretionary expenses incurred during the fiscal year) that must be equal to 1.10
times the annual debt service requirements. HPS's minimum available excess revenue requirements totaled
$27,808,749. At June 30, 2020, HPS met the covenant requirements holding available revenue of $59.5 million.
Additionally, HPS needs to maintain an operating reserve that covers 45 days of budgeted expenses at the end of
each fiscal year. For the fiscal year ending June 30, 2020, HPS was required to have $43,051,411 in operating
accounts. At June 30, 2020, HPS met the covenant with an available cash balance of $121,587,524.

M. State Aid Revenue and Receivables

During fiscal year 2020 and 2019, HPS earned approximately $349.7 million and $316.0 million in State Aid, which
made up 86 percent of total revenue in both 2020 and 2019. As of June 30, 2020 and 2019, HPS had outstanding
receivables of $65.1 million and $56.9 million, respectively. The various components of the outstanding receivables
are shown below.

2020 2019
Due from TEA - Federal Grants $ 10,167,874 $ 4,778,590
Due from TEA - State Aid 52,991,567 50,658,409
Due from TEA - State Grants 545,441 257,421
Due from Federal Government 263,731 230,237
Due from Other 1,130,667 961,307

$ 65,099,280 $ 56,885,964

N. Commitments and Contingencies

HPS receives funds through state and federal programs that are governed by various statutes and regulations. State
program funding is based primarily on student attendance data submitted to the Texas Education Agency and is
subject to audit and adjustment. Expenses charged to federal programs are subject to audit and adjustment by the
grantor agency. The programs administered by the charter school have complex compliance requirements, and
should state or federal auditors discover areas of noncompliance, charter school funds may be subject to refund if
so determined by the Texas Education Agency or the grantor agency.

O. Health Care Coverage
During the years ended June 30, 2019 and 2020, employees of HPS were covered by a group insurance plan. The

money will make health benefits contributions towards the employee’s selected plan monthly as shown in the table
below:

Role/Salary Band HPS Contribution
1 $825
2,3 $625
4 $425
5,6 $325
Teacher $325
Non-exempt $325

Employees, at their option, authorized payroll withholdings to pay premiums for dependents. All premiums were
paid to a licensed insurer.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

P. Net Assets With Donor Restrictions
Net assets with donor restrictions as of June 30, 2020 and 2019 are as follows:

As of June 30, 2020 As of June 30, 2019

Federal Funds $ 2,464,532 $ 1,442,782
State Funds 64,294,243 51,166,617
Local Funds 3,996,765 3,980,634
Total With Donor Restrictions $ 70,755,540 $ 56,590,033

Net assets were released from restrictions by incurring expenses satisfying the restricted purposes or by occurrence
of other events specified by donors as follows:

For the Year Ended For the Year Ended
June 30, 2020 June 30, 2019
State Funds $ 336,118,944 $ 304,595,301
Federal Funds 44,834,140 34,669,589
Total Restrictions released $ 380,953,084 $ 339,264,890

Q. Lawsuits and Contingencies
HPS is subject to claims and lawsuits that arise in the ordinary course of business. It is the opinion of
management that the disposition or ultimate resolution of such claims and lawsuits will not have a material

adverse effect on the financial position of the company.

R. Elimination Entries

Balance Before Consolidated
Description Eliminations Eliminations Balance
Revenue $ 429,623,188 $ (24,786,285) $ 404,836,903
Expenses 417,510,255 (24,786,285) 392,723,970
Change in operatng net assets $ 12,112,933 $ - $ 12,112,933
Eliminations consist of the following:

Central Office Allocation $ 23,876,285

Rental Income 910,000

Total $ 24,786,285

S. Prior Period Adjustment

HPS implemented ASU 2016-02 Leases (Topic 842) during fiscal year 2020. Because the standard is retroactive a
prior period adjustment was necessary. The fiscal year 2019 column was also adjusted.
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

S. Prior Period Adjustment (continued)

The effect on each individual District’s net assets as a result of implementing this standard is reflected below.

Right-of-use Asset

Right-of-use

under operating accumulated Operating Net effect on
lease amortization lease liability net assets
Harmony Science Academy -San Antonio $ 7,319,848 $  (2,772,497) $ 4,979,063 $ (431,712)
Harmony Science Academy - El Paso 3,929,958 (2,869,942) 1,148,603 (88,587)
Harmony School of Excellence 3,912,861 (1,533,176) 2,506,926 (127,241)
Harmony Science Academy - Austin 15,410,008 (10,181,291) 6,241,910 (1,013,193)
Total $ 30,572,675 $ (17,356,906) $14,876,502 $ (1,660,733)

T. Functional Expenses

The District’s expenses are coded directly to the functional

category as established by the Texas Education

Agency. Below expenses are reflected by functional category and natural classification or object class.

Expenses by Object Class

Contracted Supplies and Other Debt (Interest
Expense by Functional Category Payroll Costs Services Materials Operating Costs and fees) Total FY 2019
11 Instruction $ 186,432,753 $ 9,205,540 $ 16,610,933 § 996,250  § - $ 213245476 $ 188,439,936
12 Instructional resources and media services 562 - 18,295 3,444 - 22,301 14,768
13 Curriculum development and instructional
staff development 12,798,203 4,596,593 590,825 1,408,224 - 19,393,845 16,581,670
21 Instructional leadership 2,115,233 34,526 21 18,039 - 2,167,819 1,514,562
23 School leadership 33,246,254 1,878,547 156,885 676,644 - 35,958,330 28,814,731
31 Guidance, counseling and evaluation services 5,779,734 1,623,274 - - - 7,403,008 4,710,653
33 Health services - 3,218 165,333 8,962 - 177,513 114,018
34  Student Transportation - 1,214,980 - - - 1,214,980 1,174,694
35 Food service 1,761,733 9,268,464 14,905 34,520 - 11,079,622 10,002,437
36 Cocurricular/Extracurricular activities - 104,589 1,563,537 2,406,870 - 4,074,996 5,315,124
41  General administration 15,767,664 3,318,898 314,436 2,833,635 - 22,234,633 19,377,383
51  Plant maintenance and operations 1,336,249 18,791,368 1,376,214 21,867,094 - 43,370,925 42,793,445
52 Security and monitoring services 228,803 1,222,036 29,739 48,985 - 1,529,563 1,637,966
53 Data processing services 4,367,742 2,051,524 100,656 195,514 - 6,715,436 5,096,985
71  Debt service - - - - 24,135,523 24,135,523 18,878,364
$ 263,834,930 $ 53,313,557 § 20941,779 § 30,498,181 $ 24,135,523 $ 392,723,970 § 344,466,736

U. Comparative Totals and Reclassifications

The financial statements include certain prior-year summarized comparative information in total but not by
net asset class. Accordingly, such information should be read in conjunction with the organization's financial
statements for the year ended June 30 of the prior year, from which the summarized information was derived.
In addition, some amounts from the prior year were reclassified to align with the current year presentation.

V. Liquidity and Availability

Financial assets available for general expenditure, that is, without donor or other restrictions limiting their use,
within one year of the date of the statement of financial position, comprise the following:

June 30, 2020 June 30, 2019
Cash and cash equivalents $ 20,555,087 $ 17,901,181
Receivables 1,130,667 961,307
$ 21,685,754 $ 18,862,488
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

V. Liquidity and Availability (continued)

Per the Texas Education Agency, Foundation School Program revenues should be classified as revenue with
donor restrictions. However, the funds do not have a time restriction, but must be used for education purposes
in accordance with State law. As such, there are cash, investments and receivables that are due from the State
and are available for use for educational purposes. As part of HPS’ liquidity management practice, we monitor
the cash on daily and monthly basis and invest cash in excess of requirements in short-term investments and
CDs.

W. Evaluation of Subsequent Events

HPS has evaluated subsequent events through November 2, 2020, which is the date the financial statements
were available to be issued. The following events are important to note:

Texas Education Agency’s Response to COVID-19

On January 31, 2020, the Secretary of the United States Health and Human Services Department declared a
public health emergency for the United States and on March 13, 2020, the President of the United States
declared the outbreak of COVID-19 in the United States a national emergency. On March 13, 2020, the
Governor of Texas (the “Governor”) declared a state of disaster for all counties in Texas in response to the
COVID-19, which disaster declaration he has subsequently extended. In addition, certain local officials,
including the County Judge of Harris County, also declared a local state of disaster.

Subsequent to the Governor’s disaster declaration students in Texas did not receive in person instruction for
the remainder of the 2019-2020 school year. TEA instituted an ADA hold harmless for the last two six-week
attendance reporting periods of the 2019-2020 school year as follows: the average daily attendance (ADA) as
calculated through the end of the fourth six-weeks will be adjusted to account for historical differences in rates
of attendance from the first four six-week periods and the last two six-week periods. Once ADA is adjusted
for historical rates of attendance, TEA will then reduce ADA in an amount necessary to ensure each LEA
receives total state and CARES funding equal to the amount that would have been available through the
Foundation School Program plus an amount to cover equitable services for private schools.

TEA instituted an ADA hold harmless for the first two six-week attendance reporting periods of the 2020-
2021 school year as follows: if an LEA’s Refined ADA counts during those first two six-week reporting
periods are less than the ADA hold harmless projections (described in the paragraph below), the first two six-
week attendance reporting periods for 2020-2021 will be excluded from the calculation of ADA and student
FTEs for FSP funding purposes and will be replaced with the ADA hold harmless projections. For purposes
of the hold harmless calculation, TEA will not consider each six weeks attendance period independent of each
other. TEA will replace attendance numbers for each eligible LEA’s 2020-2021 first two six-week attendance
periods with projected ADA and student FTE numbers calculating using a three-year average trend of final
numbers from the 2017-2018 through the 2019-2020 school years, unless this projection is both 15% higher
and 100 ADA higher than the 2020-2021 LPE projections. In the latter case, 2020-2021 LPE counts will be
used
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HARMONY PUBLIC SCHOOLS
NOTE TO FINANCIAL STATEMENTS (continued)

X. Related Party Transactions.

HPS’ success has received both national and international recognition for its curriculum, programs, training,
operations and administration. The HPS Board finds that marketing of these products (i.e. intellectual
property) would create revenue for HPS. As such, on February 22, 2020, the HPS Board approved the creation
of the Harmony Education Solutions (HES), a limited liability company. The Board of HPS serves as the
Board of HES. As of June 30, 2020, HES has received a license to sub-license Harmony’s intellectual property
and accompanying services. HPS applied to the Texas Education Agency for approval of the trademark
licensing transaction between HES and HPS as required by Senate Bill 1454 passed by the Texas 86th
Legislature. A percentage, ranging from 2 percent to 10 percent, of the licensing revenue generated by HES
will be remitted to HPS. These payments will be considered related party transactions. As of June 30, 2020,
HES did not generate any licensing revenue. In future years, the financial statements of HES will be
consolidated with the financial statements of HPS and revenue paid by HES to HPS will be eliminated prior
to consolidating the financial statements.
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Houston Office

.. 3737 Buffalo Speedway
. -. Suite 1600
h t | Houston, Texas 77098
W I e y p e n n 713.621.1515 Main

whitleypenn.com

REPORT OF INDEPENDENT AUDITORS ON
SUPPLEMENTARY INFORMATION

To the Board of Directors of
Harmony Public Schools
Houston, Texas

We have audited the financial statements of Harmony Public Schools as of and for the year ended June 30,
2020, and our report thereon dated November 9, 2020, which expressed an unmodified opinion on those
financial statements, appears on page 2. Our audit was conducted for the purpose of forming an opinion on
the financial statements as a whole. The schedules for individual charter schools on pages 28 to 83 are
presented for purposes of additional analysis and are not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the financial statements as a
whole.

Houston, Texas
November 9, 2020

A member of
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON
STATEMENT OF FINANCIAL POSITION
June 30, 2020

(With Comparative Totals for 2019)

Assets
Current Assets:
Cash
Restricted cash
Investments
Receivables
Other receivables
Total Current Assets

Property and Equipment:
Land
Buildings and improvements
Furniture and equipment
Construction in progress

Less: Accumulated depreciation

Total Assets

Liabilities and Net Assets
Current Liabilities:

Accounts payable

Accrued liabilities

Wages payable

Payroll taxes payable

Interest payable

Due to state

Deferred revenue

Current portion of capital lease liability

Current portion of notes payable

Current portion of bonds payable
Total Current Liabilities

Long-term Liabilities:
Notes payable net of current portion
Bonds payable net of premium, discount, issuance costs
and current portion

Total Liabilities

Net Assets:
Without donor restrictions
With donor restrictions

Total Net Assets

Total Liabilities and Net Assets

2020 2019

$ 2,431,137 1,447,120
8,111,979 7,448,788
9,219,137 9.014,001
6,683,312 5,969,828
128,237 254,114
26,573,802 24,133,851
7,225,861 7,225,861
61,055,671 60,982,348
3,928,394 3,413,093
765,986 365,172
72,975,912 71,986,474
(22,262,367) (20,087.,650)
50,713,545 51,898,824

$ 77,287,347 76,032,675
$ 576,177 522,034
11,736 99,223
2,937,653 2,446,830
1,140,161 1,015,060
1,180,603 1,197,644

- 1,300

10,232 15,289

92,961 994,445
5,949,523 6,291,825
326,908 325,483
60,150,380 60,334,638
66,426,811 66,951,946
9,650,472 8,118,868
1,210,064 961,861
10,860,536 9,080,729

§ 77287347 76,032,675
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN
STATEMENT OF FINANCIAL POSITION
June 30, 2020

(With Comparative Totals for 2019)

Assets

Current Assets:
Cash
Restricted cash
Investments
Receivables
Other receivables
Prepaids

Total Current Assets

Property and Equipment:
Land
Buildings and improvements
Furniture and equipment
Construction in progress
Right-of-use asset under financing lease

Less: Accumulated depreciation

Other Assets:
Deposits

Total Assets

Liabilities and Net Assets
Current Liabilities:

Accounts payable

Wages payable

Payroll taxes payable

Interest payable

Deferred revenue

Current portion of lease liability

Current portion of bonds payable
Total Current Liabilities

Long-term Liabilities:
Lease liability net of current portion
Bonds payable net of premium, discount, issuance costs
and current portion

Total Liabilities

Net Assets:
Without donor restrictions
With donor restrictions

Total Net Assets

Total Liabilities and Net Assets

2020 2019
$ 1,970,552 2,923,305
3,396,153 3,130,470
6,429,099 6,306,742
7,941,036 6,648,973
219,901 33,568
754 754
19,957,495 19,043,812
3,647,473 3,647,473
35,716,423 35,223,571
3,884,910 2,945,116
326,466 -
15,410,008 15,410,008
58,985,280 57,226,168
(22,616,293) (19,996,240)
36,368,987 37,229,928
125,889 125,889
$ 56,452,371 56,399,629
$ 1,113,997 630,329
3,433,583 2,833,632
1,344,323 1,109,392
689,382 698,670
62,198 303,434
1,263,218
594,734 571,042
8,501,435 6,146,499
3,449,853 6,241,910
36,844,298 37,527,679
48,795,586 49,916,088
2,990,604 3,021,532
4,666,181 3,462,009
7,656,785 6,483,541
$ 56,452,371 56,399,629
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONIO
STATEMENT OF FINANCIAL POSITION

June 30, 2020

(With Comparative Totals for 2019)

Assets

Current Assets:
Cash
Restricted cash
Investments
Receivables
Other receivables
Prepaids

Total Current Assets

Property and Equipment:
Land
Buildings and improvements
Furniture and equipment
Construction in progress
Right-of-use asset under financing lease

Less: Accumulated depreciation and amortization

Other Assets:
Deposits

Total Assets

Liabilities and Net Assets
Current Liabilities:

Accounts payable

Accrued liabilities

Wages payable

Payroll taxes payable

Interest payable

Due to state

Current portion of lease liability

Current portion of notes payable

Current portion of bonds payable
Total Current Liabilities

Long-term Liabilities:
Lease liability net of current portion
Notes payable net of current portion
Bonds payable net of premium, discount, issuance costs
and current portion

Total Liabilities

Net Assets:
Without donor restrictions
With donor restrictions

Total Net Assets

Total Liabilities and Net Assets

2020 2019

$ 3,330,298 3,585.663
4,110,901 3,711,325
7,504,760 7.385,684
8,581,626 7,694,808
95,209 101,956

2,803 2,803
23,625,597 22,482,239
4,118,563 4,118,563
49,665,613 49,431,319
3,957,488 2,940,018
1,020,277 171,060
7.319,848 7.319,848
66,081,789 63,980,808
(15,821,688) (13,208,806)
50.260,101 50,772,002
26.890 26.890

$ 73,912,588 73,281,131
$ 962,936 1,085,306
9,739 19,125

3,682,759 3.096.293
1,542,793 1.294.453
884,726 897,442

) 2.823

744,814 ;
764,927 732,630
8.592,694 7.128,072
3,530,342 4,979,063
864,019 127,398
48,559,634 49,458,953
61,546,689 61,693,486
3,024,106 2,886,205
9.341,793 8,701,440
12,365,899 11,587,645

$ 73,912,588 73,281,131
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO
STATEMENT OF FINANCIAL POSITION
June 30, 2020

(With Comparative Totals for 2019)

Assets

Current Assets:
Cash
Restricted cash
Investments
Receivables
Other receivables
Prepaids

Total Current Assets

Property and Equipment:
Land
Buildings and improvements
Furniture and equipment
Construction in progress
Asset under capital lease

Less: Accumulated depreciation and amortization

Other Assets:
Deposits

Total Assets

Liabilities and Net Assets
Current Liabilities:

Accounts payable

Accrued liabilities

Wages payable

Payroll taxes payable

Interest payable

Due to state

Deferred revenue

Current portion of capital lease liability

Current portion of loans payable

Current portion of bonds payable
Total Current Liabilities

Long-term Liabilities:
Lease liability
Bonds payable net of premium, discount, issuance costs
and current portion

Total Liabilities

Net Assets:
Without donor restrictions
With donor restrictions

Total Net Assets

Total Liabilities and Net Assets

2020 2019
$ 10,146,491 1,475,852
909,634 835,171
7,873,742 15,756,045
6,166,899 5,881,283
124,619 35,417
4,500 4,500
25.225.885 23.088.268
154,893 154,893
11,715,436 11,648,298
3,873,515 2,719,014
643,232 339,429
26,704,113 26,704,113
43,091,189 41,565,747
(14,937,022) (12,581,986)
28,154,167 28,983,761
22,613 22,613
$ 53,402,665 52,994,642
$ 1,003,071 724,895
1,714 961
3,037,445 2,544,638
1223941 1,045,382
183,405 186,577
- 150
4,245 37,000
469,756 255,514
437,545 199.426
190,323 181,913
6,551,445 5,176,456
22,619,849 23,553,685
9,774,762 9,990,825
38,946,056 38,720,966
1,502,491 2,198,409
12,954,118 12,075,267
14,456,609 14,273,676
$ 53,402,665 52,994,642
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLENCE
STATEMENT OF FINANCIAL POSITION
June 30, 2020

(With Comparative Totals for 2019)

Assets

Current Assets:
Cash
Restricted cash
Investments
Receivables
Other receivables
Prepaids

Total Current Assets

Property and Equipment:
Land
Buildings and improvements
Furniture and equipment
Construction in progress
Right-of-use asset under financing lease

Less: Accumulated depreciation and amortization

Other Assets:
Deposits

Total Assets

Liabilities and Net Assets
Current Liabilities:

Accounts payable

Wages payable

Payroll taxes payable

Interest payable

Current portion of lease liability

Current portion of notes payable

Current portion of bonds payable
Total Current Liabilities

Long-term Liabilities:
Lease liability
Notes payable net of current portion
Bonds payable net of premium, discount, issuance costs
and current portion

Total Liabilities

Net Assets:
Without donor restrictions
With donor restrictions

Total Net Assets

Total Liabilities and Net Assets

2020 2019
$ 4,744,445 3,145,787
5,933,597 5,555,308
9,174,196 9,005,699
10,273,471 8,166,048
204,225 581,380
3,500 3,500
30,333,434 26,457,722
8,233,479 6,735,457
67,034,297 59,118,705
4,980,039 3,764,277
3,083,053 2,377,242
21,137,451 3,912,861
104,468,319 75,908,542
(23,329,516) (20,255,560)
81,138,803 55,652,982
5,500 15,582
$ 111,477,737 82,126,286
$ 1,419,369 988,374
4,340,111 3,450,258
1,813,421 1,457,191
1,130,416 1,146,755
608,362 -
1,895,191 905,899
11,206,870 7,948,477
18,644,184 2,506,926
11,230,607 2,223,125
60,200,958 62,296,833
101,282,619 74,975,361
1,437,285 1,575,192
8,757,833 5,575,733
10,195,118 7,150,925
$ 111,477,737 82,126,286
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - WACO
STATEMENT OF FINANCIAL POSITION
June 30, 2020

(With Comparative Totals for 2019)

2020 2019
Assets
Current Assets:

Cash $ 10,392,984 $ 5,538,698

Restricted cash 6,323,277 5,871,174

Investments 30,646,936 29,840,438

Receivables 17,595,135 15,583,158

Other receivables 183,349 90,547
Total Current Assets 65,141,681 56,924,015
Property and Equipment:

Land 17,350,088 17,350,088

Buildings and improvements 115,925,728 111,307,168

Furniture and equipment 10,170,598 8,010,216

Construction in progress 8,943,966 7,581,005

Right-to-Use Asset 44,365,775 44,365,775

196,756,155 188,614,252
Less: Accumulated depreciation and amortization (41,333,214) (34,473,626)
155,422,941 154,140,626
Other Assets:

Deposits 60,700 60,700
Total Assets $ 220,625,322 $ 211,125,341
Liabilities and Net Assets
Current Liabilities:

Accounts payable $ 2,881,220 $ 3,201,498

Accrued liabilities 1,230,371 865,266

Wages payable 7,112,636 6,595,804

Payroll taxes payable 2,897,577 2,650,129

Interest payable 2,106,293 2,141,886

Due to state - 611

Current portion of lease liability 524,062 416,523

Current portion of notes payable - -

Current portion of bonds payable 2,172,622 2,080,623
Total Current Liabilities 18,924,781 17,952,340
Long-term Liabilities:

Capital lease liability 42,367,995 42,859,528

Notes payable net of current portion 10,707,111 3,775,130

Bonds payable net of premium, discount, issuance costs

and current portion 120,236,417 122,730,499
Total Liabilities 192,236,304 187,317,497
Net Assets:

Without donor restrictions 1,798,992 3,194,952

With donor restrictions 26,590,026 20,612,892
Total Net Assets 28,389,018 23,807,844
Total Liabilities and Net Assets $ 220,625,322 $ 211,125,341
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF SCIENCE - HOUSTON
STATEMENT OF FINANCIAL POSITION

June 30, 2020

(With Comparative Totals for 2019)

2020 2019
Assets
Current Assets:
Cash $ 3,105,535 $ 2,236,394
Restricted cash 6,479.911 5,824,241
Investments 7,441,196 7,271,936
Receivables 7,265,825 6,131,075
Other receivables 106,913 64,389
Prepaids 24,526 24,526
Total Current Assets 24,423,906 21,552,561
Property and Equipment:
Land 6,992,543 4,482,810
Buildings and improvements 40,684,547 40,653,707
Furniture and equipment 2,739,050 1,930,474
Construction in progress 444,999 367,267
Right-of-use asset under finance leases 15,544,900 15,544,900
66,406,039 62,979,158
Less: Accumulated depreciation and amortization (13,949,516) (11,806,126)
52,456,523 51,173,032
Total Assets $ 76,880,429 $ 72,725,593
Liabilities and Net Assets
Current Liabilities:
Accounts payable $ 981,589 $ 415,902
Accrued liabilities 33,339 1,301
Wages payable 2,982,515 2,731,071
Payroll taxes payable 1,192,557 1,067,972
Interest payable 786,339 797,788
Deferred revenue - 132
Current portion of lease liability 168,155 159,571
Current portion of bonds payable 579,285 554,559
Total Current Liabilities 6,723,779 5,728,296
Long-term Liabilities:
Financing lease liability, net of current portion 15,074,577 15,216,240
Notes payable net of current portion 2,630,000 193,190
Bonds payable net of premium, discount, issuance costs
and current portion 43,562,479 44,227,537
Total Long-term Liabilities 61,267,056
Total Liabilities 67,990,835 65,365,263
Net Assets:
Without donor restrictions 1,712,240 2,191,287
With donor restrictions 7,177,354 5,169,043
Total Net Assets 8,889,594 7,360,330
Total Liabilities and Net Assets $ 76,880,429 $ 72,725,593
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HARMONY PUBLIC SCHOOLS
CENTRAL OFFICE

STATEMENT OF FINANCIAL POSITION
June 30, 2020

(With Comparative Totals for 2019)

Assets

Current Assets:
Cash
Restricted cash
Investments
Receivables
Other receivables
Prepaids

Total Current Assets

Property and Equipment:
Buildings and improvements
Furniture and equipment
Construction in progress

Less: Accumulated depreciation

Total Assets

Liabilities and Net Assets
Current Liabilities:

Accounts payable

Accrued liabilities

Wages payable

Payroll taxes payable

Interest payable

Current portion of bonds payable
Total Current Liabilities

Long-term Liabilities:
Bonds payable net of premium, discount, issuance costs
and current portion

Total Liabilities

Net Assets:
Without donor restrictions
With donor restrictions

Total Net Assets

Total Liabilities and Net Assets

35

2020 2019
9,645 $ 2,401,800
29,619 31,503
7,167,371 7,048,194
591,976 810,791
749,705 54,476
112,919 434,131
8,661,235 10,780,895
1,535,119 1,490,932
2,073,620 1,568,514
824,309 -
4,433,048 3,059,446
(1,827,532) (1,622,375)
2,605,516 1,437,071
11,266,751  $ 12,217,966
285,137  $ 1,015,019
28,975 41,598
1,806,036 1,595,641
753,827 594,190
79,268 79,783
24,957 23,889
2,978,200 3,350,120
1,468,349 1,509,715
4,446,549 4,859,835
6,820,202 7,358,131
6,820,202 7,358,131
11,266,751  § 12,217,966
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HARMONY PUBLIC SCHOOLS Page 1 of 2
HARMONY SCIENCE ACADEMY - HOUSTON

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Without Donor With Donor

Restrictions Restrictions Total 2019
Revenues
Local Support:
5740 Other Revenues from local sources $ 2,061,667 $ - $ 2,061,667 $ 2,159,883
5750 Revenue from curricular 339,670 55,408 395,078 467,707
Total Local Support 2,401,337 55,408 2,456,745 2,627,590
State Program Revenues:
5810 Foundation School Program Act Revenues - 35,525,961 35,525,961 32,163,664
State program revenues distributed by
5820 Texas Education Agency - 425,258 425,258 229,243
Total State Program Revenues - 35,951,219 35,951,219 32,392,907
Federal Program Revenues:
5920 Federal revenues distributed by
Texas Education Agency - 3,904,418 3,904,418 3,380,428
5940 Federal revenues distributed directly from
the Federal Government - 938,523 938,523 649,676
Total Federal Program Revenues - 4,842,941 4,842,941 4,030,104
Net assets released from restrictions:
Restrictions satisfied by payments 40,648,836 (40,648,836) - -
Total Revenues 43,050,173 200,732 43,250,905 39,050,601
Expenses
11 Instruction 22,528,037 - 22,528,037 20,214,104
12 Instructional resources and media services 670 - 670 2,898
13 Curriculum development and instructional
staff development 2,023,180 - 2,023,180 1,681,340
21 Instructional leadership 119,151 - 119,151 16
23 School leadership 3,715,079 - 3,715,079 3,048,212
31 Guidance, counseling and evaluation services 972,100 - 972,100 590,428
33 Health services 17,836 - 17,836 6,689
34 Student transportation 0 - - 21,267
35 Food service 1,055,497 - 1,055,497 1,026,000
36 Cocurricular/Extracurricular activities 310,941 - 310,941 331,939
41 General administration 2,367,821 - 2,367,821 2,273,817
51 Plant maintenance and operations 4,568,883 - 4,568,883 4,726,653
52 Security and monitoring services 187,808 - 187,808 287,904
53 Data processing services 523,326 - 523,326 466,555
71 Debt service 3,128,240 - 3,128,240 3,169,190
Total Expenses 41,518,569 - 41,518,569 37,847,012
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Change in net assets from operations

Non-Operating revenues (expenses)

8989 Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Total Change in net assets

Net Assets, beginning of year

Net Assets, end of year

Page 2 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019
$ 1,531,604  $ 200,732 $ 1,732,336  $ 1,203,589
- 47,471 47,471 70,331
- 47,471 47,471 70,331
1,531,604 248,203 1,779,807 1,273,920
8,118,868 961,861 9,080,729 7,806,809
$ 9,650,472 $ 1,210,064 $ 10,860,536  $ 9,080,729
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Revenues

Local Support:
5740 Other Revenues from local sources
5750 Revenue from curricular

Total Local Support

State Program Revenues:
5810 Foundation School Program Act Revenues
5820 State program revenues distributed by
Texas Education Agency
5830 State program revenues distributed directly
from other state agencies
Total State Program Revenues

Federal Program Revenues:

5920 Federal revenues distributed by
Texas Education Agency
5930 Federal revenue distributed by other state of

Texas government agencies (other than TEA)
5940 Federal revenues distributed directly from
the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisfied by payments
Total Revenues

Expenses
11 Instruction
12 Instructional resources and media services
13 Curriculum development and instructional
staff development
21 Instructional leadership
23 School leadership
31 Guidance, counseling and evaluation services
33 Health services
34 Student (pupil) transportation
35 Food service
36 Cocurricular/Extracurricular activities
41 General administration
51 Plant maintenance and operations
52 Security and monitoring services
53 Data processing services
71 Debt service
Total Expenses

Page 1 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019
$ 737,391 - $ 737,391 $ 2,462,311
441,070 97,901 538,971 829,742
1,178,461 97,901 1,276,362 3,292,053
- 41,330,439 41,330,439 37,164,866
- 1,086,060 1,086,060 257,565
- 42,416,499 42,416,499 37,422,431
- 3,389,387 3,389,387 3,139,438
- - - 35,000
- 824,343 824,343 431,501
- 4,213,730 4,213,730 3,605,939
45,553,599 (45,553,599) - -
46,732,060 1,174,531 47,906,591 44,320,423
25,513,382 - 25,513,382 21,469,090
1,819 - 1,819 1,536
2,409,143 - 2,409,143 1,959,306
193,973 - 193,973 97,336
4,193,132 - 4,193,132 3,445,202
838,679 - 838,679 437,554
33,957 - 33,957 9,906
699,305 - 699,305 778,255
1,443,251 - 1,443,251 1,098,692
399,758 - 399,758 599,150
2,848,421 - 2,848,421 2,704,012
5,415,137 - 5,415,137 6,011,431
100,702 - 100,702 91,186
515,779 - 515,779 346,475
2,156,550 - 2,156,550 1,813,688
46,762,988 - 46,762,988 40,862,819
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Change in net assets from operations

Non-Operating revenues (expenses)

8989 Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Total Change in net assets

Net Assets, beginning of year as restated

Net Assets, end of year

Page 2 of 2
Without Donor ‘With Donor
Restrictions Restrictions Total 2019
$ (30,928) $ 1,174,531 $ 1,143,603 $ 3,457,604
- 29,642 29,642 48,794
- 29,642 29,642 48,794
(30,928) 1,204,173 1,173,245 3,506,398
3,021,532 3,462,008 6,483,540 2,977,142
$ 2,990,604 $ 4,666,181 $ 7,656,785  § 6,483,540
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - SAN ANTONIO
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Revenues

Local Support:
5740 Other Revenues from local sources
5750 Revenue from curricular

Total Local Support

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

Federal Program Revenues:

5920 Federal revenues distributed by
Texas Education Agency
5940 Federal revenues distributed directly from

the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisfied by payments
Total Revenues

Expenses
11 Instruction
12 Instructional resources and media services
13 Curriculum development and instructional
staff development
21 Instructional leadership
23 School leadership
31 Guidance, counseling and evaluation services
33 Health services
34 Student transportation
35 Food service
36 Cocurricular/Extracurricular activities
41 General administration
51 Plant maintenance and operations
52 Security and monitoring services
53 Data processing services
71 Debt service
Total Expenses

Page 1 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019
$ 585,610 - $ 585,610 854,711
475,905 94,891 570,796 806,977
1,061,515 94,891 1,156,406 1,661,688
- 45,005,623 45,005,623 42,466,730
- 493,527 493,527 226,839
- 45,499,150 45,499,150 42,693,569
- 5,343,961 5,343,961 4,383,272
- 889,554 889,554 431,194
- 6,233,515 6,233,515 4,814,466
51,196,271 (51,196,271) - -
52,257,786 631,285 52,889,071 49,169,723
29,434,935 - 29,434,935 25,035,941
381 - 381 1,963
2,563,241 - 2,563,241 1,945,603
280,771 - 280,771 191,544
4,851,004 - 4,851,004 3,796,665
875,389 - 875,389 651,431
19,237 - 19,237 17,342
60,265 - 60,265 52,663
1,750,178 - 1,750,178 1,809,163
504,494 - 504,494 686,720
3,295,459 - 3,295,459 2,952,039
5,167,021 - 5,167,021 5,418,801
260,228 - 260,228 273,725
749,417 - 749,417 637,558
2,307,865 - 2,307,865 2,317,722
52,119,885 - 52,119,885 45,788,880
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONIO
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Change in net assets from operations

Non-Operating revenues (expenses)

8989 Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Total Change in net assets

Net Assets, beginning of year as restated

Net Assets, end of year

Page 2 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019
$ 137,901 $ 631,285 $ 769,186 $ 3,380,843
- 9,068 9,068 2,804
- 9,068 9,068 2,804
137,901 640,353 778,254 3,383,647
2,886,205 8,701,440 11,587,645 8,203,998
$ 3,024,106 § 9,341,793 $ 12,365,899  $ 11,587,645
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

5740
5750

5810
5820

5920

5940

11

13

21
23
31
33
35
36
41
51
52
53
71

Revenues

Local Support:

Other Revenues from local sources
Revenue from curricular

Total Local Support

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

Federal Program Revenues:
Federal revenues distributed by
Texas Education Agency
Federal revenues distributed directly from
the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisfied by payments
Total Revenues

Expenses
Instruction
Instructional resources and media services
Curriculum development and instructional
staff development
Instructional leadership
School leadership

Guidance, counseling and evaluation services

Health services
Food service
Cocurricular/Extracurricular activities
General administration
Plant maintenance and operations
Security and monitoring services
Data processing services
Debt service

Total Expenses

Page 1 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019

$ 454,798 - $ 454,798 413,476
552,929 136,656 689,585 821,540
1,007,727 136,656 1,144,383 1,235,016
- 35,983,237 35,983,237 33,054,364
- 460,798 460,798 55,363
- 36,444,035 36,444,035 33,109,727
- 3,696,490 3,696,490 3,119,717
- 880,839 880,839 652,996
- 4,577,329 4,577,329 3,772,713
40,373,982 (40,373,982) - -
41,381,709 784,038 42,165,747 38,117,456
23,055,961 - 23,055,961 19,904,808
2,269,992 - 2,269,992 2,075,845
158,974 - 158,974 103,937
3,998,430 - 3,998,430 3,261,464
569,280 - 569,280 343,644
16,705 - 16,705 13,116
1,529,636 - 1,529,636 1,481,611
510,280 - 510,280 547,046
3,048,636 - 3,048,636 2,591,751
4,524,659 - 4,524,659 4,771,600
198,618 - 198,618 188,629
581,267 - 581,267 454,178
1,615,189 - 1,615,189 484,207
42,077,627 - 42,077,627 36,221,836
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Change in net assets from operations

Non-Operating revenues (expenses)

8989  Gain (Loss) on early extinguishment of bonds
Total Non-Operating revenues (expenses)
Total Change in net assets

Net Assets, beginning of year as restated

Net Assets, end of year

Page 2 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019

$ (695,918) $ 784,038 $ 88,120 $ 1,895,620

- 94,813 94,813 83,895

- 94,813 94,813 83,895

(695,918) 878,851 182,933 1,979,515

2,198,409 12,075,267 14,273,676 12,294,161

$ 1,502,491 $ 12,954,118 $ 14,456,609 $ 14,273,676
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HARMONY PUBLIC SCHOOLS Page 1 of 2
HARMONY SCHOOL OF EXCELLENCE
STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2020
(With Comparative Totals for 2019)
Without Donor With Donor
Restrictions Restrictions Total 2019
Revenues
Local Support:
5740 Other Revenues from local sources $ 672,280 $ -8 672,280  $ 846,509
5750 Revenue from curricular 871,955 177,210 1,049,165 1,119,492
Total Local Support 1,544,235 177,210 1,721,445 1,966,001
State Program Revenues:
5810 Foundation School Program Act Revenues - 54,700,005 54,700,005 45,921,590
5820 State program revenues distributed by
Texas Education Agency - 711,264 711,264 164,431
Total State Program Revenues - 55,411,269 55,411,269 46,086,021
Federal Program Revenues:
5920 Federal revenues distributed by
Texas Education Agency - 5,635,536 5,635,536 3,674,804
5940 Federal revenues distributed directly from
the Federal Government - 1,234,047 1,234,047 604,986
Total Federal Program Revenues - 6,869,583 6,869,583 4,279,790
Net assets released from restrictions:
Restrictions satisfied by payments 59,323,609 (59,323,609) - -
Total Revenues 60,867,844 3,134,453 64,002,297 52,331,812
Expenses
11 Instruction 34,491,509 - 34,491,509 27,158,026
12 Instructional resources and media services 6,410 - 6,410 4,083
13 Curriculum development and instructional
staff development 2,971,334 - 2,971,334 2,215,387
21 Instructional leadership 201,668 - 201,668 98,615
23 School leadership 5,346,489 - 5,346,489 3,885,252
31 Guidance, counseling and evaluation services 699,279 - 699,279 502,262
33 Health services 20,409 - 20,409 16,433
34 Student (pupil) transportation 262,190 - 262,190 296,109
35 Food service 1,650,228 - 1,650,228 1,582,708
36 Cocurricular/Extracurricular activities 673,849 - 673,849 907,528
41 General administration 3,473,277 - 3,473,277 3,101,738
51 Plant maintenance and operations 6,591,273 - 6,591,273 6,464,770
52 Security and monitoring services 209,680 - 209,680 173,540
53 Data processing services 592,183 - 592,183 445,531
71 Debt service 3,815,973 - 3,815,973 2,951,675
Total Expenses 61,005,751 - 61,005,751 49,803,657
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLENCE
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Change in net assets from operations

Non-Operating revenues (expenses)
7951 Gain (Loss) on sale of real or personal property
8989 Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Total change in net assets

Net Assets, beginning of year as restated

Net Assets, end of year

Page 2 of 2

‘Without Donor ‘With Donor
Restrictions Restrictions Total 2019
$ (137,907) $ 3,134,453 $ 2,996,546 $ 2,528,155
- - - 54,335
- 47,647 47,647 -
- 47,647 47,647 54,335
(137,907) 3,182,100 3,044,193 2,582,490
1,575,192 5,575,733 7,150,925 4,568,435
$ 1,437,285 $ 8,757,833 $ 10,195,118 $ 7,150,925
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HARMONY PUBLIC SCHOOLS Page 1 of 2
HARMONY SCIENCE ACADEMY - WACO
STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2020
(With Comparative Totals for 2019)
Without Donor With Donor
Restrictions Restrictions Total 2019
Revenues
Local Support:
5740 Other Revenues from local sources $ 1,113,658  § -3 1,113,658 $ 1,347,222
5750 Revenue from curricular 1,170,645 293,313 1,463,958 1,882,534
Total Local Support 2,284,303 293,313 2,577,616 3,229,756
State Program Revenues:
5810 Foundation School Program Act Revenues - 95,676,193 95,676,193 89,414,903
5820 State program revenues distributed by
Texas Education Agency - 1,016,345 1,016,345 425,507
5830 State program revenues distributed directly
from other state agencies - - - 10,126
Total State Program Revenues - 96,692,538 96,692,538 89,850,536
Federal Program Revenues:
5920 Federal revenues distributed by
Texas Education Agency - 8,689,200 8,689,200 7,463,676
5940 Federal revenues distributed directly from
the Federal Government - 1,465,214 1,465,214 785,714
Total Federal Program Revenues - 10,154,414 10,154,414 8,249,390
Net assets released from restrictions:
Restrictions satisfied by payments 101,300,162 (101,300,162) - -
Total Revenues 103,584,465 5,840,103 109,424,568 101,329,682
Expenses
11 Instruction 56,331,886 - 56,331,886 54,198,489
12 Instructional resources and media services 12,866 - 12,866 215
13 Curriculum development and instructional
staff development 4,038,231 - 4,038,231 4,049,554
21 Instructional leadership 280,930 - 280,930 306,594
23 School leadership 9,317,527 - 9,317,527 7,769,386
31 Guidance, counseling and evaluation services 2,532,023 - 2,532,023 1,455,760
33 Health services 49,081 - 49,081 36,794
34 Student transportation 193,220 - 193,220 26,400
35 Food service 2,743,583 - 2,743,583 2,205,336
36 Cocurricular/Extracurricular activities 1,055,207 - 1,055,207 1,542,184
41 General administration 5,781,089 - 5,781,089 5,831,473
51 Plant maintenance and operations 13,060,705 - 13,060,705 11,906,492
52 Security and monitoring services 402,733 - 402,733 423,116
53 Data processing services 1,314,808 - 1,314,808 985,193
71 Debt service 7,866,536 - 7,866,536 5,580,667
Total Expenses 104,980,425 - 104,980,425 96,317,653
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HARMONY PUBLIC SCHOOLS Page 2 of 2
HARMONY SCIENCE ACADEMY - WACO

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Without Donor With Donor
Restrictions Restrictions Total 2019

Change in net assets from operations $ (1,395,960) $ 5,840,103 $ 4,444,143 $ 5,012,029
Non-Operating revenues (expenses)

8989 Gain (Loss) on sale of investments - 137,031 137,031 78,044

Total Non-Operating revenues (expenses) - 137,031 137,031 78,044

Total Change in net assets (1,395,960) 5,977,134 4,581,174 5,090,073

Net Assets, beginning of year 3,194,952 20,612,892 23,807,844 18,717,771

Net Assets, end of year $ 1,798,992 $ 26,590,026 $ 28,389,018 $ 23,807,844
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF SCIENCE - HOUSTON
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Revenues

Local Support:
5740 Other Revenues from local sources
5750 Revenue from curricular

Total Local Support

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

Total State Program Revenues

Federal Program Revenues:

5920 Federal revenues distributed by
Texas Education Agency
5940 Federal revenues distributed directly from

the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisfied by payments
Total Revenues

Expenses
11 Instruction
12 Instructional resources and media services
13 Curriculum development and instructional

staff development
21 Instructional leadership
23 School leadership
31 Guidance, counseling and evaluation services

33 Health services
35 Food service
36 Cocurricular/Extracurricular activities
41 General administration
51 Plant maintenance and operations
52 Security and monitoring services
53 Data processing services
71 Debt service
Total Expenses

Page 1 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019
$ 789,281 -3 789,281 866,367
570,705 129,272 699,977 871,971
1,359,986 129,272 1,489,258 1,738,338
- 37,420,096 37,420,096 34,224,058
- 441,201 441,201 235411
- 37,861,297 37,861,297 34,459,469
- 2,900,073 2,900,073 2,983,225
- 500,724 500,724 131,262
- 3,400,797 3,400,797 3,114,487
39,409,037 (39,409,037) - -
40,769,023 1,982,329 42,751,352 39,312,294
22,617,227 - 22,617,227 21,064,967
155 - 155 4,073
1,798,177 - 1,798,177 1,596,215
222,981 - 222,981 176,806
3,892,043 - 3,892,043 3,247,084
911,124 - 911,124 724,244
20,288 - 20,288 13,738
907,249 - 907,249 797,751
620,467 - 620,467 700,557
2,401,390 - 2,401,390 2,209,327
3,902,160 - 3,902,160 3,971,155
150,356 - 150,356 190,576
620,278 - 620,278 478,895
3,184,175 - 3,184,175 2,379,104
41,248,070 - 41,248,070 37,554,492
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF SCIENCE - HOUSTON
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Change in net assets from operations

Non-Operating revenues (expenses)

8989 Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Total Change in net assets

Net Assets, beginning of year

Net Assets, end of year

Page 2 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019

$ 479,047) $ 1,982,329  $ 1,503,282  $ 1,757,802

- 25,982 25,982 27,428

- 25,982 25,982 27428

(479,047) 2,008,311 1,529,264 1,785,230

2,191,287 5,169,043 7,360,330 5,575,100

$ 1,712,240  $ 7,177,354  $ 8,889,594 § 7,360,330
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HARMONY PUBLIC SCHOOLS
CENTRAL OFFICE

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Revenues
Local Support:

5740 Other Revenues from local sources
Total Local Support

Federal Program Revenues:
5940 Federal revenues distributed directly from
the Federal Government
Total Federal Program Revenues

Net assets released from restrictions:
Restrictions satisfied by payments
Total Revenues

Expenses
11 Instruction
13 Curriculum development and instructional
staff development
21 Instructional leadership
23 School leadership
31 Guidance, Counseling and Evaluation Services
35 Food services
41 General administration
51 Plant maintenance and operations
52 Security and monitoring services
53 Data processing services
71 Debt service
Total Expenses

Page 1 of 2
Without Donor With Donor
Restrictions Restrictions Total 2019
$ 24,085,040 - 3 24,085,040  § 23,821,411
24,085,040 - 24,085,040 23,821,411
- 3,147,617 3,147,617 2,802,620
- 3,147,617 3,147,617 2,802,620
3,147,617 (3,147,617) - -
27,232,657 - 27,232,657 26,624,031
203,714 - 203,714 302,887
5,303,860 - 5,303,860 4,944,209
709,371 - 709,371 539,714
644,626 - 644,626 361,466
5,134 - 5,134 5,330
- - - 1,176
14,950,436 - 14,950,436 13,255,057
3,534,221 - 3,534,221 2,834,882
19,438 - 19,438 9,290
2,365,145 - 2,365,145 1,815,980
60,995 - 60,995 182,111
27,796,940 - 27,796,940 24,252,102
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HARMONY PUBLIC SCHOOLS
CENTRAL OFFICE

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Change in net assets from operations

Non-Operating revenues (expenses)

8989 Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Total Change in net assets

Net Assets, beginning of year

Net Assets, end of year

Page 2 of 2

‘Without Donor With Donor
Restrictions Restrictions Total 2019
S (564,283) $ (564,283) $ 2,371,929
26,354 26,354 23,552
26,354 26,354 23,552
(537,929) (537,929) 2,395,481
7,358,131 7,358,131 4,962,650
$ 6,820,202  § 6,820,202  § 7,358,131
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

2020 2019

Cash flows from operating activities
Change in net assets $ 1,779,807 $ 1,273,920
Adjustments to reconcile change in net assets to net cash

provided (used) by operating activities:

Depreciation 2,174,717 2,131,115
Amortization - premium on bonds (135,519) (138,973)
Amortization - bond issuance costs 44,258 45,460
(Increase) Decrease in receivables (713,484) (241,189)
(Increase) Decrease in other receivables 125,877 (13,294)
Increase (Decrease) in accounts payable 54,143 17,800
Increase (Decrease) in wages payable 490,823 12,429
Increase (Decrease) in payroll taxes payable 125,101 53,235
Increase (Decrease) in accrued liabilities (87,487) (148,3006)
Increase (Decrease) in interest payable (17,041) (16,519)
Increase (Decrease) in due to state (1,300) (15,049)
Increase (Decrease) in deferred revenue (5,057) (12,650)
Net cash provided (used) by operating activities 3,834,838 2,947,979
Cash flows from investing activities
Purchase of fixed assets (989,438) (624,632)
Purchase of investment (205,136) (4,347,211)
Net cash provided (used) by investing activities (1,194,574) (4,971,843)
Cash flows from financing activities
Repayment from bonds (reclassification of bond proceeds) - (44,749)
Repayment of loans (325,483) (15,270)
Repayment of bonds (994,481) (917,495)
Proceeds from loans 326,908 325,483
Net cash provided (used) by financing activities (993,056) (652,031)
Net increase (decrease) in cash 1,647,208 (2,675,895)
Cash at beginning of year 8,895,908 11,571,803
Cash at end of year $ 10,543,116 $ 8,895,908
Cash Per the Statement of Financial Position
Cash $ 2,431,137 $ 1,447,120
Restricted Cash 8,111,979 7,448,788
Total Cash per the Statement of Financial Position $ 10,543,116 $ 8,895,908
Supplemental Disclosures
Cash paid during the year for:
Interest $ 3,200,174 $ 3,242,957
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Cash flows from operating activities

Change in net assets

Adjustments to reconcile change in net assets to net cash

provided (used) by operating activities:

Depreciation
Amortization - premium on bonds
Amortization - bond issuance costs
(Increase) Decrease in accounts receivable
(Increase) Decrease in other receivables
Increase (Decrease) in deferred revenue
Increase (Decrease) in accounts payable
Increase (Decrease) in wages payable
Increase (Decrease) in payroll taxes payable
Increase (Decrease) in accrued liabilities
Increase (Decrease) in interest payable

Net cash provided (used) by operating activities

Cash flows from investing activities
Purchase of fixed assets
Purchase of investment

Net cash provided (used) by investing activities

Cash flows from financing activities
Repayment of bonds (reclassification of bond proceeds)
Repayment of loans
Repayment of bonds
Payments on lease liability

Net cash provided (used) by financing activities

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

Cash Per the Statement of Financial Position
Cash
Restricted Cash
Total Cash per the Statement of Financial Position

Supplemental Disclosures
Cash paid during the year for:
Interest

2020 2019
$  1,173245 $ 3,506,398
2,620,053 1,183,933
(114,020) (245,540)

25,287 71,019
(1,292,063) (565,005)
(186,333) 160,363
(241,236) 303,434
483,668 178,579
599,951 43,867
234,931 27,912

- (62,324)

(9,288) (7,900)
3,294,195 4,594,736
(1,759,112) (449,800)
(122,357) (1,934,658)
(1,881,469) (2,384,458)
- (1,704,666)

- (15,752)

(570,957) (270,408)
(1,528,839) -
(2,099,796) (1,990,826)
(687,070) 219,452
6,053,775 5,834,323
S 5366705 $ 6,053,775
$ 1970552 $ 2,923,305
3,396,153 3,130,470
$ 5366705 $ 6,053,775
$ 2224629 $ 2011353
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONIO
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

2020 2019
Cash flows from operating activities
Change in net assets $ 778,254 $ 3,383,647
Adjustments to reconcile change in net assets to net cash
provided (used) by operating activities:
Depreciation and amortization of right-to-use
assets under leases 2,612,882 1,716,987
Amortization - premium on bonds (167,398) (178,978)
Amortization - bond issuance costs 33,032 37,059
(Increase) Decrease in receivables (886,818) (644,647)
(Increase) Decrease in other receivables 6,747 (37,397)
(Increase) Decrease in deposits - (1,162)
Increase (Decrease) in accounts payable (122,370) 563,119
Increase (Decrease) in wages payable 586,466 105,326
Increase (Decrease) in payroll taxes payable 248,340 91,395
Increase (Decrease) in accrued liabilities (9,386) (929)
Increase (Decrease) in interest payable (12,716) (13,835)
Increase (Decrease) in due to state (2,823) (812)
Net cash provided (used) by operating activities 3,064,210 5,019,773
Cash flows from investing activities
Purchase of fixed assets (2,100,981) (925,706)
Purchase of investment (119,076) (1,399,558)
Net cash provided (used) by investing activities (2,220,057) (2,325,264)
Cash flows from financing activities
Payments on lease liability (703,907) (150,092)
Repayment of loans - (14,403)
Repayment of bonds (732,656) (481,640)
Proceeds from loans 736,621 127,398
Net cash provided (used) by financing activities (699,942) (518,737)
Net increase (decrease) in cash 144,211 2,175,772
Cash at beginning of year 7,296,988 5,121,216
Cash at end of year $ 7,441,199 $ 7,296,988
Cash Per the Statement of Financial Position
Cash $ 3,330,298 $ 3,585,663
Restricted Cash 4,110,901 3,711,325
Total Cash per the Statement of Financial Position $ 7,441,199 $ 7,296,988
Supplemental Disclosures
Cash paid during the year for:
Interest $ 2,414,207 $ 2,436,048
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

2020

2019

Cash flows from operating activities
Change in net assets $ 182,933
Adjustments to reconcile change in net assets to net cash

provided (used) by operating activities:

Depreciation and amortization of right-to-use

1,979,515

877,599
(18,044)
1,409
(678,267)
(265)
3,500
150
73,802
139,601
(92,102)
34,000
134
(2,031)

2,319,001

(997,507)
(7,586,960)

(8,584,467)

199,426
(14,588)

46,642
(224,341)

7,139

(6,258,327)
8,569,350

2,311,023

1,475,852
835,171

2,311,023

assets under leases 2,355,036
Amortization - premium on bonds (32,2006)
Amortization - bond issuance costs 6,332
(Increase) Decrease in accounts receivable (285,616)
(Increase) Decrease in other receivables (89,202)
(Increase) Decrease in prepaids -
Increase (Decrease) in due to state (150)
Increase (Decrease) in accounts payable 278,176
Increase (Decrease) in wages payable 492,807
Increase (Decrease) in payroll taxes payable 178,559
Increase (Decrease) in deferred revenue (32,755)
Increase (Decrease) in accrued liabilities 753
Increase (Decrease) in interest payable (3,172)

Net cash provided (used) by operating activities 3,051,495
Cash flows from investing activities

Purchase of fixed assets (1,525,442)

Sale of investment 7,882,303
Net cash provided (used) by investing activities 6,356,861
Cash flows from financing activities

Proceeds from debt -

Repayment of loans -

Repayment of bonds (181,779)

Repayment of leases (481,475)
Net cash provided (used) by financing activities (663,254)
Net increase (decrease) in cash 8,745,102
Cash at beginning of year 2,311,023
Cash at end of year $ 11,056,125
Cash Per the Statement of Financial Position

Cash $ 10,146,491

Restricted Cash 909,634
Total Cash per the Statement of Financial Position $ 11,056,125
Supplemental Disclosures
Cash paid during the year for:

Interest $ 1,636,267

489,806
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLENCE
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Cash flows from operating activities

Change in net assets

Adjustments to reconcile change in net assets to net cash

provided (used) by operating activities:

Depreciation
Amortization - premium on bonds
Amortization - bond issuance costs
(Increase) Decrease in receivables
(Increase) Decrease in other receivables
(Increase) Decrease in deposits
Increase (Decrease) in accounts payable
Increase (Decrease) in wages payable
Increase (Decrease) in payroll taxes payable
Increase (Decrease) in accrued liabilities
Increase (Decrease) in interest payable

Net cash provided (used) by operating activities

Cash flows from investing activities
Purchase of fixed assets
Sale of investments

Net cash provided (used) by investing activities

Cash flows from financing activities
Proceeds from bonds (reclassification of bond proceeds)
Lease liability payment
Repayment of loans
Repayment of bonds
Proceeds from loans

Net cash provided (used) by financing activities

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

Cash Per the Statement of Financial Position
Cash
Restricted Cash
Total Cash per the Statement of Financial Position

Supplemental Disclosures
Cash paid during the year for:
Interest

2020 2019
$ 3,044,193 $ 2,582,490
3,073,956 2,079,673
(240,749) (241,108)
40,262 40,385
(2,107,423) (553,704)
377,155 (535,259)
10,082 -
430,995 369,494
889,853 197,619
356,230 59,374
- (104)
(16,339) (13,263)
5,858,215 3,985,597
(11,335,187) (2,627,714)
(168,497) (3,455,911)
(11,503,684) (6,083,625)
- (4,639)
(478,970) -
- (17,747)
(906,096) (810,627)
9,007,482 2,223,125
7,622,416 1,390,112
1,976,947 (707,916)
8,701,095 9,409,011
$ 10,678,042 § 8,701,095
$ 4744445 S 3,145,787
5,933,597 5,555,308
$ 10,678,042 § 8,701,095
$ 3986356 $ 3,118,536
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - WACO
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Cash flows from operating activities

Change in net assets

Adjustments to reconcile change in net assets to net cash
provided (used) by operating activities:

Depreciation and amortization asset under capital lease

Amortization - premium on bonds
Amortization - bond issuance costs
(Increase) Decrease in receivables
(Increase) Decrease in other receivables
Increase (Decrease) in accounts payable
Increase (Decrease) in wages payable
Increase (Decrease) in payroll taxes payable
Increase (Decrease) in accrued liabilities
Increase (Decrease) due to state
Increase (Decrease) deferred revenue
Increase (Decrease) in interest payable

Net cash provided (used) by operating activities

Cash flows from investing activities
Purchase of fixed assets
Sale of investments

Net cash provided (used) by investing activities

Cash flows from financing activities
Proceeds from bonds (reclassification of bond proceeds)
Proceeds from loan
Repayment of bonds
Repayment of capital lease liability

Net cash provided (used) by financing activities

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

Cash Per the Statement of Financial Position
Cash
Restricted Cash
Total Cash per the Statement of Financial Position

Supplemental Disclosures
Cash paid during the year for:
Interest

2020 2019
$ 4581174 $ 5,090,073
6,859,588 4,248,641
(400,897) (287,317)
79,333 39,835
(2,011,977) (691,491)
(92,802) (16,507)
(320,278) 1,019,895
516,832 183,313
247,448 109,261
365,105 453,036
(611) (2,239)
- (11,920)
(35,593) (5.635)
9,787,322 10,128,945
(8,141,903) (9,681,551)
(806,498) (7.917,579)
(8,948,401) (17,599,130)
- 1,472,185
6,931,981 3,730,499
(2,080,519) (1,412,281)
(383,994) (341,210)
4,467,468 3,449,193
5,306,389 (4,020,992)
11,409,872 15,430,864
$ 16716261 $ 11,409,872
$ 10392984 § 5,538,698
6,323,277 5,871,174
$ 16,716,261 § 11,409,872
$ 8118128 § 5686827

57

Harmony Public Schools 2020 AFR



HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF SCIENCE - HOUSTON
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Cash flows from operating activities

Change in net assets

Adjustments to reconcile change in net assets to net cash
provided (used) by operating activities:

Depreciation and amortization of assets under capital lease

Amortization - premium on bonds
Amortization - bond issuance costs
(Increase) Decrease in receivables
(Increase) Decrease in other receivables
Increase (Decrease) in accounts payable
Increase (Decrease) in wages payable
Increase (Decrease) in payroll taxes payable
Increase (Decrease) in accrued liabilities
Increase (Decrease) in deferred revenue
Increase (Decrease) in interest payable

Net cash provided (used) by operating activities

Cash flows from investing activities
Purchase of fixed assets
Purchase of investment

Net cash provided (used) by investing activities

Cash flows from financing activities
Proceeds from bonds (reclassification of bond proceeds)
Repayment of notes
Payments on leases
Repayment of bonds
Proceeds from note payable

Net cash provided (used) by financing activities

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

Cash Per the Statement of Financial Position
Cash
Restricted Cash
Total Cash per the Statement of Financial Position

Supplemental Disclosures
Cash paid during the year for:
Interest

58

2020 2019
1,529.264 $ 1,785,230
2,143,390 1,383,591

(119,365) (100,194)
33,597 26,933
(1,134,750) 579,259
(42,524) (22,623)
565,687 (148,185)
251,444 432,317
124,585 135,447
32,038 (2,751)
(132) (8,074)
(11,449) (9,475)
3,371,785 4,051,475
(3,426,881) (1,058,549)
(169,260) (3,735,720)
(3,596,141) (4,794,269)
- 248,475
- (12,933)
(133,076) (169,090)
(554,567) (464,953)
2,436,810 193,190
1,749,167 (205,311)
1,524,811 (948,105)
8,060,635 9,008,740
9,585,446 § 8,060,635
3,105,535 $ 2,236,394
6,479,911 5,824,241
9,585,446 S 8,060,635
3254436 $ 2,427,800
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HARMONY PUBLIC SCHOOLS
CENTRAL OFFICE

STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

Cash flows from operating activities

Change in net assets

Adjustments to reconcile change in net assets to net cash

provided (used) by operating activities:

Depreciation
Amortization - premium on bonds
Amortization - bond issuance costs
(Increase) Decrease in receivables
(Increase) Decrease in other receivables
(Increase) Decrease in prepaids
Increase (Decrease) in accounts payable
Increase (Decrease) in wages payable
Increase (Decrease) in payroll taxes payable
Increase (Decrease) in accrued liabilities
Increase (Decrease) in interest payable

Net cash provided (used) by operating activities

Cash flows from investing activities
Purchase of fixed assets
Sale (purchase) of investments

Net cash provided (used) by investing activities

Cash flows from financing activities
Repayment of bonds

Net cash provided (used) by financing activities

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

Cash Per the Statement of Financial Position
Cash
Restricted Cash
Total Cash per the Statement of Financial Position

Supplemental Disclosures
Cash paid during the year for:
Interest

59

2020 2019
(537,929)  $  2,395481
205,157 183,849
(17,352) (17,351)
1,005 1,003
218,815 (564,710)
(695,229) 208,856
321,212 (434,131)
(729,882) 330,465
210,395 21,647
159,637 2,244
(12,623) (139,446)
(515) 45,177
(877,309) 2,033,084
(1,373,602) (203,273)
(119,177) (4,121,922)
(1,492,779) (4,325,195)
(23,951) (20,756)
(23,951) (20,756)
(2,394,039) (2,312,867)
2,433,303 4,746,170
39264 § 2433303
9,645 $ 2,401,800
29,619 31,503
39264 § 2,433,303
122,583 $ 191,102
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - HOUSTON

SCHEDULE OF EXPENSES
For the Year Ended June 30, 2020
(With Comparative Totals for 2019)

6100
6200
6300
6400
6500

Expenses

Payroll Costs

Professional and Contracted Services
Supplies and Materials

Other Operating Costs

Debt

Total Expenses

2020 2019
$ 26,583,062 22,944,654
7,061,880 7,560,911
1,907,799 1,313,369
2,837,588 2,858,888
3,128,240 3,169,190
$ 41,518,569 37,847,012
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - AUSTIN

SCHEDULE OF EXPENSES
For the Year Ended June 30, 2020
(With Comparative Totals for 2019)

6100
6200
6300
6400
6500

Expenses

Payroll Costs

Professional and Contracted Services
Supplies and Materials

Other Operating Costs

Debt

Total Expenses

2020 2019
$ 30,290,099 25,251,619
10,247,453 10,155,691
2,606,654 1,777,359
1,462,232 1,864,462
2,156,550 1,813,688
$ 46,762,988 40,862,819

61 Harmony Public Schools 2020 AFR



HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - SAN ANTONIO
SCHEDULE OF EXPENSES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

2019

$ 28,716,856
9,720,903
2,123,198
2,910,201
2,317,722

2020
Expenses
6100 Payroll Costs $ 34,507,711
6200 Professional and Contracted Services 9,149,324
6300 Supplies and Materials 2,434,629
6400 Other Operating Costs 3,720,356
6500 Debt 2,307,865
Total Expenses $ 52,119,885

$ 45,788,880
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - EL PASO

SCHEDULE OF EXPENSES
For the Year Ended June 30, 2020
(With Comparative Totals for 2019)

6100
6200
6300
6400
6500

Expenses

Payroll Costs

Professional and Contracted Services
Supplies and Materials

Other Operating Costs

Debt

Total Expenses

2020 2019
$ 27,879,607 23,474,288
6,963,490 8,703,278
2,209,835 1,519,788
3,409,506 2,040,275
1,615,189 484,207
$ 42,077,627 36,221,836
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLENCE
SCHEDULE OF EXPENSES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

6100
6200
6300
6400
6500

Expenses

Payroll Costs

Professional and Contracted Services
Supplies and Materials

Other Operating Costs

Debt

Total Expenses

64

2020 2019
38,838,122 31,104,090
10,369,435 10,718,440
3,757,259 1,562,573
4,224,962 3,466,879
3,815,973 2,951,675
61,005,751 49,803,657
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - WACO
SCHEDULE OF EXPENSES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

6100
6200
6300
6400
6500

Expenses

Payroll Costs

Professional and Contracted Services
Supplies and Materials

Other Operating Costs

Debt

Total Expenses

65

2020 2019
63,871,292 58,992,568
18,844,245 21,013,800
5,449,827 4,470,714
8,948,525 6,259,904
7,866,536 5,580,667
104,980,425 96,317,653
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF SCIENCE - HOUSTON
SCHEDULE OF EXPENSES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

2019

$ 23,490,223
7,285,331
2,501,292
1,898,542
2,379,104

2020
Expenses
6100 Payroll Costs $ 26,966,985
6200 Professional and Contracted Services 6,256,373
6300 Supplies and Materials 2,078,907
6400 Other Operating Costs 2,761,630
6500 Debt 3,184,175
Total Expenses $ 41,248,070

$ 37,554,492
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HARMONY PUBLIC SCHOOLS
CENTRAL OFFICE

SCHEDULE OF EXPENSES

For the Year Ended June 30, 2020

(With Comparative Totals for 2019)

6100
6200
6300
6400
6500

Expenses

Payroll Costs

Professional and Contracted Services
Supplies and Materials

Other Operating Costs

Debt

Total Expenses

2020 2019

$ 14,898,052 13,070,457

9,207,642 7,475,463

496,869 521,486

3,133,382 3,002,585

60,995 182,111

§ 27,796,940 24,252,102
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON
SCHEDULE OF CAPITAL ASSETS

For the Year Ended June 30, 2020

1110 Cash

1110 Investments

1510 Land and improvements
1520 Buildings and improvements
1539 Furniture and equipment
1580 Construction in progress

Total Property and Equipment

Ownership Interest

Local State Federal
$ 5,094,198 $ 5,448,918 $ -
- 9,219,137 -
- 7,225,861 -
- 61,055,671 -
- 3,918,897 9,497
- 765,986 -
$ 5,094,198 $ 87,634,470 $ 9,497
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN

SCHEDULE OF CAPITAL ASSETS
For the Year Ended June 30, 2020

1110
1110
1510
1520
1539

Cash

Investments

Land and improvements
Buildings and improvements
Furniture and equipment

Total Property and Equipment

Ownership Interest

Local State Federal

2,655,843 $ 2,710,863 $ -

- 6,429,099 -

- 3,647,473 -
1,124,900 34,363,323 228,200
43,871 3,782,374 58,665
3,824,614 $ 51,259,598 $ 286,865
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - SAN ANTONIO

SCHEDULE OF CAPITAL ASSETS
For the Year Ended June 30, 2020

1110
1110
1510
1520
1529
1539
1580

Cash

Investments

Land and improvements

Buildings and improvements
Right-of-use asset under financing le:
Furniture and equipment
Construction in progress

Ownership Interest

Local

State Federal

2,463,941

S 4907,647 8§ 69,611
7,504,760 -
4,118,563 -

49,665,613 -
7,319,848 -
3,957,488 ;
1,020,277 -

Total Property and Equipment

2,463,941

$ 78,494,196 $ 69,611
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - EL PASO
SCHEDULE OF CAPITAL ASSETS

For the Year Ended June 30, 2020

1110 Cash

1110 Investments

1510 Land and improvements
1520 Buildings and improvements
1529 Assets under capital lease
1539 Furniture and equipment
1580 Construction in progress

Total Property and Equipment

Ownership Interest

Local

State

Federal

1,222,315

$

9,833,810
7,873,742
154,893
11,715,436
26,704,113
3,873,515
643,232

1,222,315

60,798,741
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF EXCELLENCE

SCHEDULE OF CAPITAL ASSETS
For the Year Ended June 30, 2020

1110
1110
1510
1520
1539
1580

Cash

Investments

Land and improvements
Buildings and improvements
Furniture and equipment
Construction in Progress

Total Property and Equipment

Ownership Interest

Local State Federal

3,981,620 $ 6,696,422 $ -

- 9,174,196 -

- 8,233,479 -

391,313 66,637,711 5,273

- 4,851,001 129,038

- 3,083,053 -

4,372,933 $ 98,675,862 $ 134,311
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HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - WACO

SCHEDULE OF CAPITAL ASSETS
For the Year Ended June 30, 2020

1110
1110
1510
1520
1529
1539
1580

Cash

Investments

Land and improvements
Buildings and improvements
Assets under capital lease
Furniture and equipment
Construction in progress

Total Property and Equipment

Ownership Interest

Local State Federal

2,678,191 $ 13,077,528 $ 960,542

- 30,646,936 -

- 17,350,088 -

71,079 115,835,633 90,095

- 44,365,775 -

119,836 10,027,743 23,019

- 8,943,966 -

2,869,106 $ 240,247,669 $ 1,073,656
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HARMONY PUBLIC SCHOOLS
HARMONY SCHOOL OF SCIENCE - HOUSTON
SCHEDULE OF CAPITAL ASSETS

For the Year Ended June 30, 2020

Ownership Interest

Local State Federal

1110 Cash $ 2,419,715 $ 7,165,731 $ -
1110 Investments - 7,441,196 -
1510 Land and improvements - 6,992,543 -
1520 Buildings and improvements 81,730 40,548,531 54,286
1529 Right-of-use asset under financing lease - 15,544,900 -
1539 Furniture and equipment 36,049 2,679,772 23,229
1580 Construction in Progress - 444,999 -

Total Property and Equipment $ 2,537,494 $ 80,817,672 $ 77,515
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HARMONY PUBLIC SCHOOLS
CENTRAL OFFICE

SCHEDULE OF CAPITAL ASSETS
For the Year Ended June 30, 2020

1110
1110
1520
1539
1580

Cash

Investments

Buildings and improvements
Furniture and equipment
Construction in progress

Total Property and Equipment

Ownership Interest

Local State Federal
39,264 $ - $ -
- 7,167,371 -
- 1,535,119 -
- 2,073,620 -
- 824,309 -
39,264 $ 11,600,419 $ -
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - HOUSTON
BUDGETARY COMPARISON SCHEDULE

For the Year Ended June 30, 2020

5740
5750

5810
5820

5920

5940

11
12
13

21
23
31
33
35
36
41
51
52
53
71

8989

Revenues

Local Support:

Other Revenues from local sources
Revenue from curricular

Total Local Support

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

Federal Program Revenues:
Federal revenues distributed by
Texas Education Agency
Federal revenues distributed directly from
the Federal Government
Total Federal Program Revenues

Total Revenues

Expenses
Instruction
Instructional resources and media services
Curriculum development and instructional
staff development
Instructional leadership
School leadership
Guidance, counseling and evaluation services
Health services
Food service
Cocurricular/Extracurricular activities
General administration
Plant maintenance and operations
Security and monitoring services
Data processing services
Debt service
Total Expenses

Non-Operating revenues (expenses)

Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Change in net assets

Net Assets, beginning of year as restated

Net Assets, end of year

Budgeted Amounts
Variance from
Original Final Actual Amounts Final Budget
2,042,249 2,061,249 $ 2,061,667  $ 418
439,875 486,375 395,078 (91,297)
2,482,124 2,547,624 2,456,745 (90,879)
32,696,893 35,733,487 35,525,961 (207,526)
391,169 368,176 425,258 57,082
33,088,062 36,101,663 35,951,219 (150,444)
3,504,929 4,011,070 3,904,418 (106,652)
773,420 1,387,345 938,523 (448,822)
4,278,349 5,398,415 4,842,941 (555,474)
39,848,535 44,047,702 43,250,905 (796,797)
20,552,870 22,697,851 22,528,037 169,814
2,250 677 670 7
2,022,631 2,139,592 2,023,180 116,412
- 117,866 119,151 (1,285)
3,207,615 3,901,825 3,715,079 186,746
896,421 1,069,522 972,100 97,422
15,700 19,272 17,836 1,436
1,140,000 1,308,709 1,055,497 253,212
368,000 418,280 310,941 107,339
2,451,556 2,601,895 2,367,821 234,074
4,561,273 5,040,313 4,568,883 471,430
209,000 220,302 187,808 32,494
565,153 578,275 523,326 54,949
3,191,590 3,191,590 3,128,240 63,350
39,184,059 43,305,969 41,518,569 1,787,400
- - 47,471 47,471
- - 47,471 47,471
664,476 741,733 1,779,807 1,038,074
9,080,729 9,080,729 9,080,729 -
9,745,205 9,822,462 $ 10,860,536  $ 1,038,074
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HARMONY PUBLIC SCHOOLS
HARMONY SCIENCE ACADEMY - AUSTIN
BUDGETARY COMPARISON SCHEDULE
For the Year Ended June 30, 2020

Budgeted Amounts
Variance from
Original Final Actual Amounts Final Budget
Revenues
Local Support:
5740 Other Revenues from local sources $ 455,284 $ 856,189 $ 737,391 $ (118,798)
5750 Revenue from curricular 942,625 769,625 538,971 (230,654)
Total Local Support 1,397,909 1,625,814 1,276,362 (349,452)
State Program Revenues:
5810 Foundation School Program Act Revenues 37,605,218 40,756,842 41,330,439 573,597
5820 State program revenues distributed by
Texas Education Agency 451,918 450,572 1,086,060 635,488
Total State Program Revenues 38,057,136 41,207,414 42,416,499 1,209,085
Federal Program Revenues:
5920 Federal revenues distributed by
Texas Education Agency 3,253,849 4,308,179 3,389,387 (918,792)
5930 Federal revenue distributed by other state of
Texas government agencies (other than TEA) 35,000 - - -
5940 Federal revenues distributed directly from
the Federal Government 710,360 1,210,272 824,343 (385,929)
Total Federal Program Revenues 3,999,209 5,518,451 4,213,730 (1,304,721)
Total Revenues 43,454,254 48,351,679 47,906,591 (445,088)
Expenses
11 Instruction 22,467,349 25,100,607 25,513,382 (412,775)
12 Instructional resources and media services 15,384 1,274 1,819 (545)
13 Curriculum development and instructional
staff development 1,628,411 2,412,098 2,409,143 2,955
21 Instructional leadership 171,783 203,672 193,973 9,699
23 School leadership 3,465,289 4,253,594 4,193,132 60,462
31 Guidance, counseling and evaluation services 595,770 926,378 838,679 87,699
33 Health services 11,500 39,964 33,957 6,007
34 Student (pupil) transportation 844,850 697,911 699,305 (1,394)
35 Food service 1,330,000 1,755,700 1,443,251 312,449
36 Cocurricular/Extracurricular activities 829,000 577,600 399,758 177,842
41 General administration 2,639,109 2,978,457 2,848,421 130,036
51 Plant maintenance and operations 5,969,988 6,379,062 5,415,137 963,925
52 Security and monitoring services 108,000 122,100 100,702 21,398
53 Data processing services 498,351 522,524 515,779 6,745
71 Debt service 1,810,989 1,810,989 2,156,550 (345,561)
Total Expenses 42,385,773 47,781,930 46,762,988 1,018,942
Non-Operating revenues (expenses)
8989 Gain (Loss) on sale of investments - - 29,642 29,642
Total Non-Operating revenues (expenses) - - 29,642 29,642
Change in net assets 1,068,481 569,749 1,173,245 603,496
Net Assets, beginning of year 6,483,540 6,483,540 6,483,540 -
Net Assets, end of year $ 7,552,021 $ 7,053,289 $ 7,656,785 $ 603,496

77 Harmony Public Schools 2020 AFR



HARMONY PUBLIC SCHOOLS

HARMONY SCIENCE ACADEMY - SAN ANTONIO

BUDGETARY COMPARISON SCHEDULE
For the Year Ended June 30, 2020

5740
5750

5810
5820

5920

5940

11
12
13

21
23
31
33
34
35
36
41
51
52
53
71

8989

Revenues

Local Support:

Other Revenues from local sources
Revenue from curricular

Total Local Support

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

Federal Program Revenues:
Federal revenues distributed by
Texas Education Agency
Federal revenues distributed directly from
the Federal Government
Total Federal Program Revenues

Total Revenues

Expenses
Instruction
Instructional resources and media services
Curriculum development and instructional
staff development
Instructional leadership
School leadership

Guidance, counseling and evaluation services

Health services
Student transportation
Food service
Cocurricular/Extracurricular activities
General administration
Plant maintenance and operations
Security and monitoring services
Data processing services
Debt service

Total Expenses

Non-Operating revenues (expenses)

Gain (Loss) on sale of investments
Total Non-Operating revenues (expenses)
Change in net assets

Net Assets, beginning of year

Net Assets, end of year

Budgeted Amounts
Variance from
Original Final Actual Amounts Final Budget
$ 738,542 709,007 $ 585,610 $ (123,397)
713,107 755,107 570,796 (184,311)
1,451,649 1,464,114 1,156,406 (307,708)
43,098,035 45,370,381 45,005,623 (364,758)
424,182 457,492 493,527 36,035
43,522,217 45,827,873 45,499,150 (328,723)
4,627,945 5,413,885 5,343,961 (69,924)
789,340 1,417,590 889,554 (528,036)
5,417,285 6,831,475 6,233,515 (5