MAGNOLIA

PUBLIC SCHOOLS

Board Agenda Item # IT B: Recommended Action Item

Date: January 13, 2022

To: Magnolia Public Schools — Finance Committee
From: Alfredo Rubalcava, CEO & Superintendent
Staff Lead: Steve Budhraja Ed.D, Chief Financial Officer
RE: MPS 2020-21 Annual Audit Report

Proposed Board Recommendation

I motion for the Finance Committee to recommend to the Board for approval of the annual
Independent Audit Report for the fiscal year 2020-21 of the consolidated audit covering all ten
(10) schools and the Home Office.

Background

Under Education Code (EC) Sections 41020 through 41020.8, all charter schools must file their
annual audit reports for the preceding fiscal year by December 15, with the Los Angeles County
Superintendent of Schools (County Superintendent), the California Department of Education
(CDE), and the State Controller’s Office (SCO). The audit shall be conducted by an auditor from
the list approved by the SCO and mutually agreeable to the authorizers of the Charter School.

The Governing Board for each school district must review the annual audit report for the prior
fiscal year at a public meeting. According to Ed Code Section 41020.3, the review will include:
“the annual audit of a local education agency for the prior year, any audit exceptions identified
in that audit, the recommendations or findings of any management letter issued by the auditor,
and any description of correction or plans to correct any exceptions or management letter

issue.”

The board is required to review and approve annual financial audit reports annually and submit to our
various oversight entities by December 15. However, due to Covid-19 pandemic the deadline was

extended through January 31, 2022.

The auditor explains that preparing the financial statements and maintaining sound internal

control is management responsibility;
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e The auditor explains its owns responsibilities, duties and rights regarding the

engagement; emphasizes the nature of the audit and states that the auditor only

examines the internal controls and accounting records on a sample basis;

e The auditor gives his opinion on the financial statements:

o An unqualified report concludes that the financial statements present fairly its

affairs in all material aspects. Also known as a clean report, which implies that
any changes in the accounting policies, application and effects are adequately
determined and disclosed.

A qualified report is when there is a limitation of scope in auditor’s work, or
when there is disagreement with management regarding application,
acceptability or adequacy of accounting policies. The issue must be material or
financially worth consideration to qualify a report.

If issues are material and pervasive, the auditor issues a disclaimer or adverse
opinion. Independent auditor’s report received from Eide Bailey at the end of
their audit engagement with MERF for fiscal year 2020-21 states that the
financial statements present fairly, in all material aspects, the respective
financial position of the Charter School, as of June 30, 2021. The changes in its
net assets, its cash flows for the year that ended, in accordance with accounting

principles generally accepted in the United States of America.

Budget Implications

None

Exhibits (attachments):

2020-21 Audit Report Consolidated for each MPS school and the Magnolia Education Research
Foundation
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Consolidated Financial Statements
June 30, 2021 and 2020

Magnolia Educational &

Research Foundation

(Operating Magnolia Science Academy #0438,
Magnolia Science Academy 2 #0906,

Magnolia Science Academy 3 #0917,

Magnolia Science Academy 4 #0986,

Magnolia Science Academy 5 #0987,

Magnolia Science Academy 6 #0988,

Magnolia Science Academy 7 #0989,

Magnolia Science Academy Bell #1236,

Magnolia Science Academy Santa Ana #1686, and
Magnolia Science Academy San Diego #0698)
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Independent Auditor’s Report

Governing Board
Magnolia Educational & Research Foundation
Los Angeles, California

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Magnolia Educational &
Research Foundation and Subsidiaries (the Organization), which comprise the consolidated statement of
financial position as of June 30, 2021, and the related consolidated statement of activities, functional
expenses, and cash flows for the year then ended, and the related notes to the consolidated financial
statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated 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 consolidated 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 consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the Organization’s preparation and fair presentation of the consolidated 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 Organization’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 consolidated financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the respective financial position of the Organization, as of June 30, 2021, 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

Other Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying supplementary information such as the Consolidated
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 (Uniform Guidance) and other supplementary information on pages 26-50 are presented
for purposes of additional analysis and are not a required part of the consolidated financial statements.

The consolidated schedule of expenditures of federal awards and the other supplementary information
on pages 26-50 is the responsibility of management, and was derived from, and relates directly to the
underlying accounting and other records used to prepare the consolidated financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the consolidated
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the consolidated
financial statements or to the consolidated financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the consolidated schedule of expenditures of federal awards and the other accompanying
supplementary information is fairly stated, in all material respects, in relation to the financial statements
as a whole.

Report on Summarized Comparative Information

We have previously audited the Organization’s consolidated financial statements, and we expressed an
unmodified audit opinion on those audited consolidated financial statements in our report dated

March 22, 2021. In our opinion, the summarized comparative information presented herein as of and for
the year ended June 30, 2020 is consistent, in all material respects, with the audited consolidated
financial statements from which it has been derived.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated ,
2021 on our consideration of the Organization’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 solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the effectiveness of the Organization’s 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 the Organization’s internal control over financial reporting and
compliance.

Rancho Cucamonga, California
,2021
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Magnolia Educational & Research Foundation
Consolidated Statement of Financial Position
June 30, 2021 and 2020

2021 2020
Assets
Current assets
Cash and cash equivalents 22,858,187 S 24,880,403
Accounts receivable 13,703,840 6,470,352
Prepaid expenses 89,418 119,785
Total current assets 36,651,445 31,470,540
Non-current assets
Security deposit 110,000 -
Restricted cash 2,282,261 2,282,168
Property and equipment, net 52,781,413 52,645,675
Total non-current assets 55,173,674 54,927,843
Total assets 91,825,119 86,398,383
Liabilities
Current liabilities
Accounts payable 4,808,664 8,188,964
Accrued liabilities 498,038 -
Refundable advance 2,562,674 446,653
Refundable advance - Paycheck Protection Program (PPP) - 5,461,600
Current portion of notes payable 104,583 99,583
Current portion of bonds payable 685,000 655,000
Current portion of revolving loan 237,272 232,597
Total current liabilities 8,896,231 15,084,397
Long-term liabilities
Notes payable, less current portion 3,883,751 3,986,805
Bonds payable, less current portion and net of unamortized
bond issuance costs 27,801,561 28,447,667
Revolving loan, less current portion 7,566,760 7,957,783
Total long-term liabilities 39,252,072 40,392,255
Total liabilities 48,148,303 55,476,652
Net Assets
Without donor restrictions 43,676,816 30,921,731
Total liabilities and net assets 91,825,119 S 86,398,383

See Notes to Financial Statements
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Magnolia Educational & Research Foundation
Consolidated Statement of Activities
Year Ended June 30, 2021 and 2020

2021 2020
Support and revenues
Local Control Funding Formula S 41,352,580 S 40,431,155
Federal revenue 7,307,706 2,847,974
Other state revenue 9,080,047 6,801,756
PPP loan forgiveness revenue 5,461,600 -
Local revenues 373,024 1,290,510
Interest income 34,748 -
Total support and revenues 63,609,705 51,371,395
Expenses
Program services 33,869,275 32,229,176
Management and general 16,985,345 16,334,191
Total expenses 50,854,620 48,563,367
Change in Net Assets 12,755,085 2,808,028
Net Assets, Beginning of Year 30,921,731 28,113,703
Net Assets, End of Year S 43,676,816 S 30,921,731

See Notes to Financial Statements
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Magnolia Educational & Research Foundation
Consolidated Statement of Functional Expenses
Year Ended June 30, 2021

Salaries

Employee benefits

Payroll taxes

Fees for services
Advertising and promotions
Office expenses
Information technology
Occupancy

Travel

Conferences and meeting
Interest

Depreciation and amortization
Insurance

Other expenses

Capital outlay

Special education
Instructional materials
Nutrition

District oversight fees

Total functional expenses

See Notes to Financial Statements

Program Management Total
Services and General Expenses

$ 20,159,025 S 6,873,144 $ 27,032,169

3,129,666 452,805 3,582,471
5,527,047 1,341,398 6,868,445
- 2,137,003 2,137,003

- 90,487 90,487

366,417 163,232 529,649
261,994 - 261,994

- 2,302,178 2,302,178

- 7,430 7,430

- 1,289 1,289

- 2,235,029 2,235,029
1,923,697 - 1,923,697
- 423,720 423,720

517,201 957,630 1,474,831
367,950 - 367,950
916,862 - 916,862
254,802 - 254,802
23,474 - 23,474
421,140 - 421,140

S 33,869,275 S 16,985,345 S 50,854,620
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Magnolia Educational & Research Foundation
Consolidated Statement of Cash Flows
Year Ended June 30, 2021 and 2020

2021 2020
Operating Activities
Change in net assets S 12,755,085 S 2,808,028
Adjustments to reconcile change in net assets
to net cash from operating activities
Depreciation expense 1,897,617 1,071,913
Interest expense attributable to the amortization of
bond issuance costs 26,080 26,080
PPP loan forgiveness (5,461,600) -
Changes in operating assets and liabilities
Accounts receivable (7,233,488) (1,599,152)
Prepaid expenses 30,367 (66,321)
Security deposits (110,000) -
Accounts payable (3,380,300) 2,137,508
Accrued liabilities 498,038 -
Refundable advance 1,964,215 (1,921,197)
Refundable advance - PPP - 5,461,600
Net Cash from Operating Activities 986,014 7,918,459
Investing Activities
Purchases of property and equipment (2,020,541) (3,226,898)
Financing Activities
Principal payments on notes (98,054) (93,866)
Principal payments on bonds (655,000) (620,000)
Principal payments on revolving loan (234,542) (228,013)
Net Cash used for Financing Activities (987,596) (941,879)
Net Change in Cash, Cash Equivalents, and Restricted Cash (2,022,123) 3,749,682
Cash, Cash Equivalents, and Restricted Cash, Beginning of Year 27,162,571 23,412,889
Cash, Cash Equivalents, and Restricted Cash, End of Year S 25,140,448 S 27,162,571
Cash and cash equivalents S 22,858,187 S 24,880,403
Cash restricted to Series 2014A and 2017A Bond Reserve Fund 2,282,261 2,282,168
Total Cash, Cash Equivalents, and Restricted Cash S 25,140,448 S 27,162,571
Supplemental Cash Flow Disclosure
Cash paid during the period in interest S 2,235,029 S 2,223,875

See Notes to Financial Statements
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Magnolia Educational & Research Foundation
Notes Consolidated to Financial Statements
June 30, 2021 and 2020

Note 1- Principal Activity and Significant Accounting Policies
Organization

Magnolia Educational & Research Foundation (the Organization) is a California not-for-profit organization.
During the fiscal year ended June 30, 2021, The organization operated ten charter schools currently serves
approximately 3,870 students in grades kindergarten through twelve throughout California. The Organization
dedicated to inspiring students to choose career paths in science, technology, engineering, and math (STEM),
while providing a robust, standards-based education program within a supportive culture of excellence.

To ensure students have the tools to succeed, the Organization offer the following programs, which are mostly
free of charge:

e Academic programs

e Student support programs

o After school programs

e Parent involvement programs

The Organization operate under the approval of the California State Board of Education, Los Angeles Unified
School District and San Diego Unified School District. Each school receives public per-pupil funding from the
State of California, in addition to grants from various government sources.

Magnolia Science Academy
Charter school number authorized by the State: 0438

Magnolia Science Academy (MSA) is a charter school located in Reseda, California that provides education for
grades six through twelve. MSA was created under the approval of the Los Angeles Unified School District and
the California State Board of Education and receives public per-pupil funding to help support their operation. Los
Angeles County Office of Education approved a new charter agreement in 2016 for a period of five years ending
in 2022. MSA is economically dependent on Federal and State funding.

Magnolia Science Academy 2
Charter school number authorized by the State: 0906

Magnolia Science Academy 2 (MSA 2) is a charter school located in Van Nuys, California that provides sixth
through twelfth grade education to approximately 464 students. MSA 2 was created under the approval of the
Los Angeles Unified School District (LAUSD) and the California State Board of Education and receives public per-
pupil funding to help support their operation. Los Angeles County Office of Education approved a new charter
agreement in 2018 for a period of five years ending June 30, 2022. MSA 2 is economically dependent on Federal
and State funding. Magnolia Public Schools provides a college preparatory educational program emphasizing
science, technology, engineering, and math (STEM) in a safe environment that cultivates respect for self and
others. Graduates of Magnolia Public Schools are scientific thinkers who contribute to the global community as
socially responsible and educated members of society.
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Magnolia Educational & Research Foundation
Notes Consolidated to Financial Statements
June 30, 2021 and 2020

Magnolia Science Academy 3
Charter school number authorized by the State: 0917

Magnolia Science Academy 3 (MSA 3) is a charter school located in Carson, California that provides sixth through
twelfth grade education to approximately 417 students. MSA 3 was created under the approval of the Los
Angeles Unified School District (LAUSD) and the California State Board of Education and receives public per-pupil
funding to help support their operation. Los Angeles County Office of Education approved a new charter
agreement in 2016 for a period of five years ending June 30, 2022. MSA 3 is economically dependent on Federal
and State funding.

Magnolia Science Academy 4
Charter school number authorized by the State: 0986

Magnolia Science Academy 4 (MSA 4) is a charter school located in Los Angeles, California that provides sixth
through twelfth grade education to approximately 100 students. MSA 4 was created under the approval of the
Los Angeles Unified School District (LAUSD) and the California State Board of Education and receives public per-
pupil funding to help support their operation. MSA 4 was granted a five-year extension through June 30, 2023.
MSA 4 is economically dependent on Federal and State funding.

Magnolia Science Academy 5
Charter school number authorized by the State: 0987

Magnolia Science Academy 5 (MSA 5), formerly located in Hollywood, now located in Reseda, California provides
sixth through ninth grade education to approximately 290 students. MSA 5 was created under the approval of
the Los Angeles Unified School District and the California State Board of Education and receives public per-pupil
funding to help support their operation. During 2018, MSA 5 was approved for a five -year period ending June
30, 2023 under Los Angeles County Office of Education. MSA 5 is economically dependent on Federal and State
funding.

Magnolia Science Academy 6

Charter school number authorized by the State: 0988

Magnolia Science Academy-6 (MSA 6) is a charter school located in Los Angeles, California that provides sixth
through eighth grade education to approximately 163 students. The School was created under the approval of
the Los Angeles Unified School District (ending June 30, 2024) and the California State Board of Education and
receives public per-pupil funding to help support their operation. The School is economically dependent on
Federal and State funding.
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Magnolia Educational & Research Foundation
Notes Consolidated to Financial Statements
June 30, 2021 and 2020

Magnolia Science Academy 7
Charter school number authorized by the State: 0989

Magnolia Science Academy 7 (MSA 7) is a charter school located in Northridge, California that provides
kindergarten through sixth grade education to approximately 294 students. MSA 7 was created under the
approval of the Los Angeles Unified School District and the California State Board of Education and receives
public per-pupil funding to help support their operation. Los Angeles Unified School District approved the
charter on February 26, 2008 and renewed the charter agreement in 2019 for a period of five years ending in
2024. MSA 7 is economically dependent on Federal and State funding.

Magnolia Science Academy Bell
Charter school number authorized by the State: 1236

Magnolia Science Academy-8 (MSA Bell) is a charter school located in Bell, California that provides sixth through
eighth grade education to approximately 440students. MSA Bell was created under the approval of the Los
Angeles Unified School District (ending June 30, 2025) and the California State Board of Education and receives
public per-pupil funding to help support their operation. MSA Bell is economically dependent on Federal and
State funding.

Magnolia Science Academy Santa Ana
Charter school number authorized by the State: 1686

Magnolia Science Academy Santa Ana (MSA Santa Ana), formerly Pacific Technology School Santa Ana, is a
charter school located in Santa Ana, California that provides transitional kindergarten through twelfth grade
education to approximately 544 students. MSA Santa Ana was created under the approval the California State
Board of Education (ending June 30, 2024), and receives public per-pupil funding to help support their
operation. MSA Santa Ana is economically dependent on Federal and State funding.

Magnolia Science Academy San Diego
Charter school number authorized by the State: 0698

Magnolia Science Academy San Diego (MSA San Diego), formerly Momentum Middle Charter School, is a charter
school located in San Diego, California that provides educational activities for students in grades sixth through
eighth serving approximately 441 students. The School offers a rich academic program with elective classes,
tutoring, and after school clubs. It was the most improved middle school according to all APl scores in the year
2007. The School was created under the approval of the San Diego Unified School District (SDUSD) and the
California State Board of Education (ending June 30, 2024), and receives public per-pupil funding to help support
their operation. The School is economically dependent on Federal and State funding.

10
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Magnolia Educational & Research Foundation
Notes Consolidated to Financial Statements
June 30, 2021 and 2020

Other Related Entity
Magnolia Properties Management, Inc. (MPM Inc.)

On January 12, 2012, MPM Inc., a separate 501(c)(3) nonprofit public benefit corporation, was formed for the
primary purposes to facilitate the development of charter schools. Additional purposes are to lease, to own,
manage and operate an educational institution, to provide charter school facilities and operational and other
support to charter schools, to assist philanthropists and foundations in accelerating the growth of high quality
charter schools, and to provide and otherwise obtain or assist in obtaining charter school financing. MPM Inc.
was formed and is operated exclusively for the benefit of, to perform the functions of, and to carry out the
purposes of the Organization.

MPM Sherman Way, LLC

The Organization formed the MPM Sherman Way, LLC exclusively for the acquisition of property and assets of
the Organization, for charitable purposes as specified in Section 501(c)(3) of the Internal Revenue Service. The
MSA makes lease payments to the LLC, in accordance with the lease agreement specifically for the MSA Reseda
Project. Accordingly, the financial activities of the LLC have been included in the consolidated financial
statements of the Organization. MPM Inc. is the sole member of the LLC.

MPM Santa Ana, LLC

The Organization formed the MPM Santa Ana, LLC exclusively for the acquisition of property and assets of the
Organization, for charitable purposes as specified in Section 501(c)(3) of the Internal Revenue Service. MSA
Santa Ana makes lease payments to the LLC, in accordance with the lease agreement specifically for the MSA
Santa Ana Project. Accordingly, the financial activities of the LLC have been included in the consolidated financial
statements of the Organization. MPM Inc. is the sole member of the LLC.

MPM San Diego, LLC

The Organization formed the MPM San Diego, LLC exclusively for the acquisition of property and assets of the
Organization, for charitable purposes as specified in Section 501(c)(3) of the Internal Revenue Service. The MSA
San Diego makes lease payments to the LLC, in accordance with the lease agreement specifically for the MSA
San Diego Project. Accordingly, the financial activities of the LLC have been included in the consolidated financial
statements of the Organization. MPM Inc. is the sole member of the LLC.

Principles of Consolidation

The consolidated financial statements include the accounts of the Organization and the Subsidiaries, of which
include MSA, MSA 2, MSA 3, MSA 4, MSA 5, MSA 6, MSA 7, MSA Bell, MSA Santa Ana, MSA San Diego, MPM,
Inc., MPM Sherman Way, LLC, MPM Santa Ana, LLC, and MPM San Diego, LLC. All significant intracompany
accounts and transactions have been eliminated in consolidation. Unless otherwise noted, these consolidated
entities are hereinafter referred to as the Organization.

11
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Magnolia Educational & Research Foundation
Notes Consolidated to Financial Statements
June 30, 2021 and 2020

Comparative Financial Information

The accompanying consolidated financial statements include certain prior year summarized comparative
information in total but not by net asset class. Such information does not include sufficient detail to constitute a
presentation in conformity with accounting principles generally accepted in the United States of America
(GAAP). Accordingly, such information should be read in conjunction with the Organization’s audited
consolidated financial statements for the year ended June 30, 2020, from which the summarized information
was derived.

Basis of Accounting

The accompanying consolidated financial statements were prepared using the accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of America as applicable to
nonprofit organizations. Revenues are recognized as discussed below, and expenditures are recognized in the
accounting period in which the liability is incurred.

Net Assets

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

Net Assets Without Donor Restrictions — Net assets available for use in general operations and not subject to
donor restrictions. The Governing Board has designated, from net assets without donor restrictions, net assets
for an operating reserve.

Net Assets with Donor Restrictions — Net assets subject to donor (or certain grantor) restrictions. Some donor
imposed (or grantor) restrictions are temporary in nature, such as those that will be met by the passage of time
or other events specified by the donor. Other donor restrictions are perpetual in nature, where the donor
stipulates that resources be maintained in perpetuity. The Organization did not have net assets with donor
restrictions for the year ended June 30, 2021.

Cash and Cash Equivalents

The Organization considers all cash including cash in County Investment Pool and highly liquid financial
instruments with original maturities of three months or less, and which are neither held for nor restricted by
donors for long-term purposes, to be cash and cash equivalents. Cash and highly liquid financial instruments
restricted to bond reserve funds or other long-term purposes are excluded from this definition.

Restricted Cash

Non-current restricted cash in the amount of $2,282,261 relates to the debt service reserve requirements
related to the Charter School Revenue Bonds and is held as non-current to satisfy the long-term obligation.

12
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Magnolia Educational & Research Foundation
Notes to Consolidated Financial Statements
June 30, 2021 and 2020

Receivables and Credit Policies

Accounts receivable consist primarily of noninterest-bearing amounts due for educational programs.
Management determines the allowance for uncollectable accounts receivable based on historical experience, an
assessment of economic conditions, and a review of subsequent collections. Accounts receivable are written off
when deemed uncollectable. No allowance for doubtful accounts has been established, as the Organization
deems all amounts to be fully collectible. Substantially all outstanding accounts receivable as of June 30, 2020
are due from state and/or federal sources related to grant contributions and are expected to be collected within
a period of less than one year.

Intra-Entity Transactions

Intra-entity transactions results from a net cumulative difference between resources provided by the home
office account to each charter school and reimbursement for those resources from each charter school to the
home office account. Intra-entity transfers include certain costs of shared liabilities and shared assets between
the Organization.

Capital Contribution

MSA invested $161,923 in a capital contribution to the MPM Sherman Way, LLC as an investment for the
building improvement located at 18238 Sherman Way in the city of Reseda, CA 91335 for its campus location.

MSA Santa Ana invested $75,554 in a capital contribution to the MPM Santa Ana, LLC as an investment for the
building improvement located at 2840 West 1st Street in the city of Santa Ana, CA 92703 for its campus location.

MSA San Diego invested $198,191 in a capital contribution to the MPM San Diego. LLC as an investment for the
building improvement located at 6525 Estrella Avenue in the city of San Diego, CA 92120 for its campus location.

Property and Equipment

Property and equipment additions over $5,000 are recorded at cost, or if donated, at fair value on the date of
donation. Depreciation and amortization are computed using the straight-line method over the estimated useful
lives of the assets ranging from 3 to 30 years, or in the case of capitalized leased assets or leasehold
improvements, the lesser of the useful life of the asset or the lease term. When assets are sold or otherwise
disposed of, the cost and related depreciation or amortization are removed from the accounts, and any
remaining gain or loss is included in the statement of activities. Cost of maintenance and repairs that do not
improve or extend the useful lives of the respective assets are expensed currently.

The Organization reviews the carrying values of property and equipment for impairment whenever events or
circumstances indicate that the carrying value of an asset may not be recoverable from the estimated future
cash flows expected to result from its use and eventual disposition. When considered impaired, an impairment
loss is recognized to the extent carrying value exceeds the fair value of the asset. There were no indicators of
asset impairment during the year ended June 30, 2021.
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Revenue and Revenue Recognition

Revenue is recognized when earned. Operating funds for the Organization are derived principally from state and
federal sources. The Organization receives state funding based on each of the enrolled student’s average daily
attendance (ADA) in its school. Contributions are recognized when cash or notification of an entitlement is
received.

A portion of the Organization’s revenue is derived from cost-reimbursable federal and state contracts and
grants, which are conditioned upon certain performance requirements and/or the incurrence of allowable
qualifying expenses. Amounts received are recognized as revenue when the Organization has incurred
expenditures in compliance with specific contract or grant provisions. Amounts received prior to incurring
qualifying expenditures are reported as refundable advances in the consolidated statement of financial position.
The Organization received cost-reimbursable grants of S that have not been recognized at June 30,
2021 because qualifying expenditures have not yet been incurred, with an advance payment of $2,562,674
recognized in the consolidated statement of financial position as a refundable advance.

Contributions of goods are recorded at fair value. Contributions of services are recorded at fair value as revenue
at the time the service is rendered when specialized skills are required and when the Organization would
otherwise purchase the services. No amounts have been reflected in the accompanying consolidated financial
statements for contributed goods or services during the year being reported because items did not meet the
definition above. Contributions with donor restrictions received are recorded as increases in net assets with
donor restrictions. Net assets with donor restrictions received are recognized as revenue without donor
restrictions when the terms of the restrictions are met, which may be in the same period if the revenue is
received and the restriction satisfied during the same period. All contributions are considered to be available for
use without donor restrictions unless specifically restricted by the donor.

The Organization was granted a $5,461,600 loan under the PPP administered by a Small Business Administration
(SBA) approved partner. The loan is uncollateralized and is fully guaranteed by the Federal government. The
Organization has elected to account for the funding as a conditional contribution by applying ASC 958-605, Not-
for-Profit — Revenue Recognition. The Organization initially recorded the loan as a refundable advance and
subsequently recognized grant revenue in accordance with guidance for conditional contributions, that is, once
the measurable performance or other barrier and right of return of the PPP loan no longer existed. The
Organization has recognized $5,461,600 as PPP loan forgiveness revenue for the year ended June 30, 2021.

Debt Issuance Costs
Debt issuance costs are amortized over the period the related obligation is outstanding using the straight-line
method, which is a reasonable approximation of the effective interest method. Debt issuance costs are included

within bonds payable in the consolidated statement of financial position. Amortization of debt issuance costs is
included in interest expense in the accompanying consolidated financial statements.
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Functional Allocation of Expenses

The consolidated financial statements report categories of expenses that are attributed to program service
activities or supporting services activities such as management and general activities and fundraising and
development activities. The costs of program and supporting services activities have been summarized on a
functional basis in the statement of activities. The statement of functional expenses present the natural
classification detail of expenses by function. Accordingly, certain costs have been allocated among the programs
and supporting services benefited based on management’s estimates. The expenses that are allocated include
salaries, employee benefits, payroll taxes, fees for services, office expenses, and other, which are allocated on
the basis of estimates of time and effort.

Income Taxes

The Organization is organized as a California nonprofit corporation and has been recognized by the Internal
Revenue Service (IRS) as exempt from federal income taxes under Section 501(a) of the Internal Revenue Code
as an organization described in Section 501(c)(3), and qualifies for the charitable contribution deduction under
Section 170(b)(1)(A)(vi). It is also exempt from State franchise and income taxes under Section 23701(d) of the
California Revenue and Taxation Code. The Organization is annually required to file a Return of Organization
Exempt from Income Tax (Form 990) with the IRS. In addition, the Organization is subject to income tax on net
income that is derived from business activities that are unrelated to its exempt purposes. The Organization
determined that it is not subject to unrelated business income tax and has not filed an Exempt Organization
Business Income Tax Return (Form 990-T) with the IRS.

Management believes that the Organization has appropriate support for any tax positions taken affecting its
annual filing requirements, and as such, does not have any uncertain tax positions that are material to the
financial statements. The Organization would recognize future accrued interest and penalties related to
unrecognized tax benefits and liabilities in income tax expense if such interest and penalties are incurred.

Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Accordingly, actual results could differ from those estimates.

Financial Instruments and Credit Risk

Deposit concentration risk is managed by placing cash, money market accounts, and certificates of deposit with
financial institutions believed by management to be creditworthy. At times, amounts on deposit may exceed
insured limits or include uninsured investments in money market mutual funds. To date, no losses have been
experienced in any of these accounts. Credit risk associated with accounts receivable is considered to be limited
due to high historical collection rates and because substantial portions of the outstanding amounts are due from
governmental agencies supportive of the Organization’s mission.
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Recent Accounting Pronouncements

In February 2016, FASB issued Accounting Standards Update (ASU) 2016-02, Leases. ASU 2016-02 requires a
lessee to recognize a lease asset representing its right to use the underlying asset for the lease term, and a lease
liability for the payments to be made to lessor, on its statement of financial position for all operating leases
greater than 12 months. Although the full impact of this update on the Organization’s financial statements has
not yet been determined, the future adoption of this guidance will require the Organization to record assets and
liabilities on its statement of financial position relating to facility and other leases currently being accounted for
as operating leases. The ASU is effective for the Organization for the year ended June 30, 2022. Management is
evaluating the impact of the adoption of this standard.

Change in Accounting Principle

As of July 1, 2019, the Organization adopted the provisions of FASB Accounting Standards Codification Topic 606,
Revenue from Contracts with Customers, which provides a comprehensive revenue recognition model for all
contracts with customers. The new model requires revenue recognition to depict the transfer of promised goods
or services to customers at an amount that reflects the consideration expected to be received in exchange for
those goods or services. Management has determined that the adoption of this standard did not have a
significant impact on the Organization’s financial statements.

In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework —
Changes to the Disclosure Requirements for Fair Value Measurement, which modifies the disclosure
requirements for fair value measurements by removing, modifying, or adding certain disclosures. ASU 2018-13 is
effective for all entities for fiscal years, and interim periods within those fiscal years, beginning after December
15, 2019. The Organization has adopted this ASU as of July 1, 2020. Management has determined that the
adoption of this standard did not have a significant impact on the Organization’s financial statements.

Note 2 - Liquidity and Availability

Financial assets available for general expenditure, that is, without donor or other restrictions limiting their use,
within one year of the statement of financial position date, comprise the following:

2021 2020
Cash and cash equivalents S 22,858,187 S 24,880,403
Accounts receivable 13,703,840 6,470,352
Total S 36,562,027 $ 31,350,755

As part of the Organization’s liquidity management, it has a policy to structure its financial assets to be available
as its general expenditures, liabilities, and other obligations become due.
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Note 3- Property and Equipment

Property and equipment consist of the following at June 30, 2021 and 2020:

2021 2020
Land S 2,566,854 S 2,566,854
Leasehold improvements 3,469,347 2,360,135
Building 49,271,682 47,628,894
Computer and equipment 5,300,434 3,606,511
Work in progress 990 2,426,372
Total property and equipment 60,609,307 58,588,766
Less accumulated depreciation (7,827,894) (5,943,091)
Total S 52,781,413 S 52,645,675
Note 4- Notes Payable
Notes payable consist of the following at June 30, 2021:
Note payable, due in monthly installments of $42,708, principal
and interest at 10%, collateralized by the Magnolia Science
Academy Santa Ana school facility with a carrying value
of $11,389,575; maturing July 1, 2044, $ 3,988,334
Future maturities of notes payable a