OFFICIAL STATEMENT DATED MAY 10, 2007

THE DELIVERY OF THE BONDSISSUBJECT TO THE OPINION OF VINSON & ELKINSL.L.P., BOND COUNSEL, TO THE EFFECT THAT INTEREST ON THE
SERIES2007A BONDS (described below) ISEXCLUDABLE FROM GROSSINCOME FOR FEDERAL INCOME TAX PURPOSESUNDER EXISTING LAWAND IS
NOT AN ITEM OF TAX PREFERENCE THAT ISINCLUDABLE IN ALTERNATIVE MINIMUM TAX IMPOSED ON INDIVIDUALS INTEREST ON THE SERIES
2007B BONDSISNOT EXEMPT FROM FEDERAL INCOME TAX. SEE“ TAXMATTERS' HEREIN FOR A DISCUSSION OF BOND COUNSEL’SOPINION,
INCLUDING A DESCRIPTION OF ALTERNATIVE MINIMUM TAX CONSEQUENCES FOR CORPORATIONS AND OTHER FEDERAL TAX CONSEQUENCES

NEW ISSUE - Book-Entry-Only RATING: Standard and Poor’s Rating Group: “BB+"
(See“RATING” herein)

TEXASPUBLIC FINANCE AUTHORITY
CHARTER SCHOOL FINANCE CORPORATION
(Cosmos Foundation)
$28,860,000 Education Revenue Bonds, Series 2007A

and
$1,135,000 Taxable Education Revenue Bonds, Series 2007B

Interest Accrues From May 1, 2007 Due: February 15 (ason theinside cover page)

Interest on the $28,860,000 Texas Public Finance Authority Charter School Finance Corporation Education Revenue Bonds (Cosmos Foundation), Series
2007A (the* Series 2007A Bonds’ ) and $1,135,000 Texas Public Finance Authority Charter School Finance Corporation Taxable Education Revenue Bonds
(Cosmos Foundation), Series 2007B (the* Series 2007B Bonds’ ) (collectively , the Series 2007A Bondsand the Series 2007B Bonds, the“Bonds” and, together
with any Additional Indebtedness, as defined in the Indenture, the“Debt”) will accrue from May 1, 2007 (the “Dated Date”) and is payable August 15, 2007,
and each February 15 and August 15 thereafter until the earlier of maturity or redemption. The definitive Bondswill beinitially registered and delivered only to
Cede & Co., the nominee of The Depository Trust Company (“DTC"), pursuant to the Book-Entry Only System described herein. Beneficial ownership of the
Bonds may be acquired in denominations of $5,000. No physical delivery of the Bondswill be made to the beneficial ownersthereof. Principal of, premium, if
any, and interest on the Bondswill be payable by the Trustee, initially, Amegy Bank National Association, Houston, Texas, astrustee (the“ Trusteg”), to Cede &
Co., which will make distribution of the amounts so paid to the beneficial owners of the Bonds. See “Book-Entry Only System” herein.

The Bonds are subject to optional and mandatory redemption, as described herein.

The Bonds are being issued by, and are special and limited obligations of, the Texas Public Finance Authority Charter School Finance Corporation (the
“Issuer™), and the proceeds thereof will beloaned to Cosmos Foundation, Inc. (the“ Borrower™), which operates open enrollment charter schools under thelaws
of the State of Texas (the“ State”), to finance the cost of land acquisition, constructing, equipping, and renovating certain “educational facilities’ (asthat termis
defined within Chapter 53, Texas Education Code, asamended) and facilitiesincidental, subordinate, or related thereto or appropriatein connection therewith at
the Borrower’s campuses (see the “Project” herein), and to pay the costs of issuing the Bonds for the benefit of the Borrower.

The Bonds are limited obligations of the Issuer, payable solely from revenues to be derived by the Issuer under the Loan Agreement dated as of May 1,
2007 (the“Loan Agreement”) between the I ssuer and the Borrower, asamended from time to time, and taxable and tax-exempt promissory notes (the “ I ssuer
Master Notes”) to beissued under the Master Trust Indenture and Security Agreement, dated as of May 1, 2007, as supplemented by the Supplemental Master
Trust Indenture No. 1, dated asof May 1, 2007 (together, the“Master Indenture”), each between the Borrower and Amegy Bank Nationa Association, Houston,
Texas, as master trustee (the “Master Trustee”), and delivered to the Issuer pursuant to the Loan Agreement, and, in certain circumstances, out of amounts
secured by the exercise of remedies provided in the Trust Indenture and Security Agreement, dated as of May 1, 2007, (the*Indenture”) between the | ssuer and
the Trustee, the Loan Agreement, and the | ssuer Master Notes. The Borrower will issue aDeed of Trust and Security Agreement with Assignment of Rentsand
Leases covering its real property comprised of the campuses in favor of the Master Trustee for the benefit of the holders of the Issuer Master Notes. THE
BONDSARE NOT OBLIGATIONS OF THE STATE OR ANY ENTITY OTHER THAN THE ISSUER. NONE OF THE STATE OR ANY POLITICAL
CORPORATION, SUBDIVISION, ORAGENCY OF THESTATE SHALL BEOBLIGATED TOPAY THEBONDSOR THE INTEREST THEREON AND
NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE, ORANY OTHER POLITICAL CORPORATION, SUBDIVISION,
ORAGENCY OF THESTATEISPLEDGED TO THEPAYMENT OF THE PRINCIPAL OF, PREMIUM, IFANY, ORINTEREST ON THEBONDS. THE
ISSUER HAS NO TAXING POWER.

THE BONDSARE SPECULATIVEINVESTMENTS, THE PURCHASE AND OWNERSHIPOF WHICH ARE SUBJECT TO SPECIAL RISK
FACTORS. ALL PROSPECTIVE PURCHASERSARE URGED TO EXAMINE CAREFULLY THISENTIRE OFFICIAL STATEMENT WITH
RESPECT TO THE INVESTMENT SECURITY OF THE BONDS, PARTICULARLY THE SECTION CAPTIONED “RISK FACTORS.”

The Bonds are offered by the Underwriter, subject to prior sale, when, as, and if issued by the Issuer and accepted by the Underwriter, subject, among other
things, to the approval of theinitial Bonds by the Attorney General of Texas and the approval of certain legal matters by Vinson & ElkinsL.L.P., Houston,

Texas, Bond Counsel. Certain other matterswill be passed upon for the Underwriter by Andrews Kurth LLP, Houston, Texas. Delivery of the Bondsisexpected
on or about June 1, 2007.

COASTAL SECURITIES, INC.
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MATURITY SCHEDULE

TEXASPUBLIC FINANCE AUTHORITY CHARTER SCHOOL FINANCE CORPORATION
EDUCATION REVENUE BONDS

Education Revenue Bonds, Series 2007A®
$4,795,000 5.000% Term Bonds due February 15, 2018, @ ® Yield 5.200% ,CUSI P 88276P AX4©
$24,065,000 5.375% Term Bonds due February 15, 2037, @ ® Yield 5.443% “CUSI P 88276P AY 2

Taxable Education Revenue Bonds, Series 2007B©
$1,135,000 6.750% Term Bond due February 15, 20109 Yield 6.750% @ CcuUSIP 88276P AZ9®

(Interest to accrue from May 1, 2007)

The Series 2007A Bonds maturing on or after February 15, 2016 are subject to optional redemption prior to scheduled maturity, in whole or in part, on

February 15, 2015, and on any date thereafter at par plus accrued interest. (See“ THE BONDS — Redemption Provisions”).

® The Series 2007A Term Bonds are subject to Mandatory Sinking Fund Redemption as described herein. (See THE BONDS - Mandatory Sinking Fund
Redemption).

© The Series 2007B Bonds are not subject to optional redemption.

@ Theinitia yields at which the Bonds are priced are established by and are the sole responsibility of the Underwriter and may be changed at any time at the

discretion of the Underwriter.

CUSIP numbers have been assigned to thisissue by the CUSIP Service Bureau and are included solely for the convenience of the purchasers of the Bonds.

Neither the Issuer nor the Underwriter shall be responsible for the selection or correctness of the CUSIP Numbers set forth herein.

©
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USE OF INFORMATION IN OFFICIAL STATEMENT

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

ThisOfficial Statement isnot to be used in an offer to sell or the solicitation of an offer to buy in any statein which such offer or
solicitation isnot authorized or in which the person making such offer or solicitation isnot qualified to do so or to any persontowhomitis
unlawful to make such offer or solicitation.

Financing documents, resol utions, contracts, and other related reports referenced or described in this Official Statement are made
subject to al 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 Vinson & ElkinsL.L.P., 1001 Fannin, Suite
2500, Houston, Texas 77002; Telephone: (713) 758-2222.

The information set forth herein has been obtained from sources which are believed to be reliable; however, such informationis
not guaranteed asto accuracy or completeness by, and isnot to be relied upon as, or construed as apromise or representation by, the | ssuer
or the Underwriter. In accordance with their responsibilities under the federal securities laws, the Underwriter has reviewed the
information in this Official Statement, but does not guarantee its accuracy or completeness. 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 intheir entirety by referenceto the form thereof included in the Indenture and the provisionswith respect thereto included in the
af oresaid documents and agreements. Theinformation and expressions of opinion herein are subject to change without notice and neither
thedelivery of this Official Statement nor any sale made hereunder shall under any circumstances create any implication that there hasbeen
no change in the information or opinions set forth herein after the date of this Official Statement. Except for any information provided by
Amegy Bank National Association, Houston, Texas, concerning the Master Trustee and the Trustee, Amegy Bank National Association,
Houston, Texas, hasno responsibility for any informationin this Official Statement. Amegy Bank National Association, Houston, Texas, in
each of its capacities, including, without limitation, as the Trustee and the Master Trustee, assumes no responsibility for the accuracy or
completeness of the information concerning the Issuer or the Borrower or their respective affiliates or any other party, contained in this
document or the related documents or for any failure by the Issuer or the Borrower or any other party, to disclose events that may have
occurred and may affect the significance or accuracy of suchinformation. Neither the | ssuer nor the Underwriter 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.

This Official Statement contains forward-looking projections, which may involve known and unknown risks, uncertainties, and
other factors which may cause the actual results, performance, and achievements to be different from the future results, performance, or
achievements expressed or implied by such forward-looking statements. Any forecast is subject to such risks, uncertainties, and other
factors. Some assumptions used to devel op forecasts may not be realized and unanticipated events or circumstances may occur. | nvestor s
are cautioned that the actual results could differ materially from those set forth in the forwar d-looking statements.
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ANY INFORMATION AND EXPRESSIONS OF OPINION HEREIN CONTAINED ARE SUBJECT TO CHANGEWITHOUT
NOTICE AND NEITHER THE DELIVERY OF THIS OFFICIAL STATEMENT NOR ANY SALE MADE HEREUNDER SHALL,
UNDERANY CIRCUMSTANCES, CREATEANY IMPLICATION THAT THEREHASBEEN NO CHANGE IN THE AFFAIRS OF
THEISSUER, THE BORROWER, OR OTHER MATTERS DESCRIBED HEREIN SINCE THE DATEHEREOF. THEBONDSARE
EXEMPT FROM REGISTRATION WITH THE SECURITIES AND EXCHANGE COMMISSION AND CONSEQUENTLY HAVE
NOT BEEN REGISTERED THEREWITH. THE REGISTRATION, QUALIFICATION, OR EXEMPTION OF THE BONDS IN
ACCORDANCEWITH THE APPLICABLE SECURITIESLAW PROVISIONS OF ANY JURISDICTION IN WHICH THE BONDS
HAVE BEEN QUALIFIED OR EXEMPTED SHOULD NOT BE REGARDED AS A RECOMMENDATION THEREOF.

Contact I nfor mation:

Cosmos Foundation Coastal Securities, Inc.
Ibrahim Sel, Ph.D. Lewis Wilks

9421 West Sam Houston Parkway S. 5555 San Felipe, Suite 2200
Houston, Texas 77099 Houston, Texas 77056
Telephone: (713) 343-3333 Telephone: (713) 435-4336
Fax: (713) 777-8555 Fax: (713) 435-4448

Cosmos Foundation

Dr. Soner Tarim, Ph.D.

9421 West Sam Houston Parkway S.
Houston, Texas 77099

Telephone: (713) 343-3333

Fax: (713) 777-8555
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OFFICIAL STATEMENT

TEXASPUBLIC FINANCE AUTHORITY CHARTER
SCHOOL FINANCE CORPORATION
Education Revenue Bonds
(Cosmos Foundation)

$28,860,000 Education Revenue Bonds, Series 2007A
and
$1,135,000 Taxable Education Revenue Bonds, Series 2007B

This Official Statement provides certain information in connection with the issuance by the TEXAS PUBLIC FINANCE AUTHORITY
CHARTER SCHOOL FINANCE CORPORATION (the “Issuer”) of its Education Revenue Bonds (Cosmos Foundation) consisting of $28,860,000
Education Revenue Bonds, Series 2007A (the “ Series 2007A Bonds') and $1,135,000 Taxable Education Revenue Bonds, Series 2007B (the “ Series
2007B Bonds’) (the Series 2007A Bonds and the Series 2007B Bonds, collectively, the “Bonds’ and, together with any Additional Indebtedness, as
defined in the Indenture, the “Debt”).

The Bonds are being issued pursuant to a Trust Indenture and Security Agreement dated asof May 1, 2007 (the* Indenture”), by and between
the Issuer and Amegy Bank National Association, Houston, Texas, as trustee (the “ Trusteg”), and a Resolution of the I ssuer (the “Resolution”). The
proceeds from the sale thereof will beloaned to Cosmos Foundation, Inc. (the“Borrower”), which operates an open enrollment charter school under the
laws of the State of Texas, to finance the cost of land acquisition, constructing, equipping, and renovating certain “educational facilities’ (asthat termis
defined within Chapter 53, Texas Education Code, as amended) and facilities incidental, subordinate, or related thereto or appropriate in connection
therewith for the Borrower’ s campuses (the “ Campuses”) located within various citiesin Texas ( See“PLAN OF FINANCING-The Facilitiesand the
Project”), and to pay the costs of issuing the Bonds.

The Bonds are limited obligations of the Issuer, payable solely out of the revenues derived from or in connection with the Loan Agreement
dated as of May 1, 2007 (the“Loan Agreement”), by and between the Borrower and the | ssuer as amended from timeto time, and the Taxable and Tax-
Exempt Promissory Notes (the“ | ssuer Master Notes”) to beissued under the Master Trust Indenture and Security Agreement dated asof May 1, 2007, as
supplemented by the Supplemental Master Trust Indenture, dated as of May 1, 2007 (together, the “Master Indenture”), between the I ssuer and Amegy
Bank National Association, Houston, Texas, as master trustee (the“Master Trustee”), including all money andinvestmentsheld for the credit of thefunds
and accounts established by or under the Indenture (except the Rebate Fund), and in certain events out of amounts secured through the exercise of the
remedies provided in the Indenture, the Loan Agreement, and the Issuer Master Notes upon occurrence of an Event of Default (as defined in the
Indenture). The Borrower will issueaDeed of Trust and Security Agreement with Assignment of Rents and Leases (the “ Deed of Trust”), covering its
real property comprising the campusesin favor of the Master Trusteefor the Benefit of the hol ders of the I ssuer Master Notes. The Bonds shall never be
payable out of any funds of the Issuer except such revenues and amounts.

This Official Statement includes descriptions of, among other items, the Indenture, the Master Indenture, the Resol ution, the Bonds, the Loan
Agreement, the I ssuer Master Notes, the Deed of Trust, the I ssuer, the Borrower, and the system of charter schoolsunder Texaslaw. All descriptions of
documents contained herein are only summaries, with the form of the documents attached hereto, and are qualified in their entirety by referenceto each
document. Copies of thefinal versions of the Indenture, the Master Indenture, the Loan Agreement, the Deed of Trust, the Resolution, and the I ssuer
Master Notes, as executed, are available from Vinson & ElkinsL.L.P., 1001 Fannin, Suite 2500, Houston, Texas 77002, Telephone: (713) 758-2222.

Any capitalized term used herein and not otherwise defined will have the meaning set forth for such term in the Indenture or the Loan
Agreement, as appropriate.

PLAN OF FINANCING

Purpose

TheBorrower isaTexas nonprofit corporation created and operating under the Texas Nonprofit Corporation Act and operates open enrolIment
charter schools under Chapter 12, Texas Education Code, as amended. The Issuer is a nonprofit higher education finance corporation organized and
operating under Section 53.351, Texas Education Code, asamended. The I ssuer will issue the Bonds and | oan the proceeds thereof to the Borrower for
the purpose of financing the Project and paying the costs of issuance of the Bonds.
The Facilities and the Project

The Cosmos Foundation (the* Borrower™) operates twel ve open-enrolIment charter schoolsin Texas (the “ Schools”), providing education to

Kindergarten through 12th grade students as authorized under Chapter 12, Subchapter D, Texas Education Code, as amended. The Project will finance
improvements at eight of these campuses.
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The proceeds of the Bondswill be used to acquireland, construct and renovate school facilitiesand pay the cost of issuance of the Bonds. Once
complete, the Borrower will have the capacity to accommodate 6,500 students. Proceeds from the sale of the Bondswill be used as per the Summary of
Project Expenses listed below.

Summary of Project and Expenses

The Borrower currently operates twelve charter schoolsin five cities. (See Appendix G for detailed information about the campuses.) The
Project consists of the following improvements at the following eight campuses:

Acquisitiong/Construction

Harmony Elementary - Houston — Houston, Texas (HE-Houston)

HE-Houston currently leasesafacility located at 9421 W. Sam Houston Parkway, Houston, Texas, with an enrollment of
approximately 362 studentsin grades K-6. The Borrower intends to finance the purchase of the existing school building
for $8,500,000.

Harmony Science Academy — Dallas, Texas (HSA-Dallas)
HSA-Dallascurrently leasesafacility located at 11995 Forestgate Dr., Dallas, Texaswith an enrollment of approximately
726 studentsin gradesK-11. The Borrower intendsto finance the purchase of the existing school building for $4,300,000.

Harmony Science Academy —College Sation, Texas (HSA-College Sation)
HSA-College Station is a hew campus schedule to open in August 2007 and will be located at 2031 S. Texas Avenue,
Bryan, Texas. Thenew facility will accommodate up to 900 studentsin gradesK-12. The Borrower intendsto financethe
purchase of a new school site and construct a new building for $4,500,000.

Harmony Science Academy —San Antonio, Texas (HSA-San Antonio)

HSA-San Antonio is currently in aleased facility located at 555 SW Loop 410, San Antonio, Texas. The enrollment at
HSA-San Antonio is approximately 291 in grades K-12. The Borrower intends to finance the purchase of a new school
site and construct a new building for $6,500,000. The purchase of this property is expressly conditioned upon
reconfiguring a designated open space on the property. The Borrower anticipates approval of this reconfiguration on or
about the closing date.
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Renovationsto L eased Facilities:

The Borrower wasrecently awarded four new charters. The Project includes renovations of |eased facilitiesfor each of thefour campuses
in the amount of $600,000 each. These new campuses are as follows:

Address Grade Levels Maximum Enrollment
1900 North Valley Mills Drive PreK-12 900
Waco, Texas
1516 53" Street PreK-12 900

Lubbock, Texas

13415 W. Belfort PreK-12 800
Sugar Land, Texas

4055 Calder Avenue PreK-12 900
Beaumont, Texas

Sour ces and Uses of Funds

Sale Proceeds of the Bonds are anticipated to be applied asfollows:

Sources
Bond Proceeds $29,995,000.00
Accrued I nterest 134,154.69
TCEP Surety Policy 1,000,000.00
Less: Net Original Issue Discount (319,000.30)
TOTAL $30,810,154.39
Uses
Project Fund $25,800,000.00
Debt Service Reserve Fund 2,023,337.51
Capitalized Interest 1,209,558.96
Costs of |ssuance 450,000.00
Underwriter’s Discount 1,191,136.00
Accrued Interest 134,154.69
Additional Proceeds 1,967.23
TOTAL $30,810,154.39
THE BONDS

Description

TheBondswill beissued 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 May 1, 2007 (the “Dated Date”) and be
calculated on the basis of a 360-day year of twelve 30-day months. Interest is payable on August 15, 2007, 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 the denominations of $5,000.

Theprincipa of, premium, if any, and interest on the Bonds are payablein lawful money of the United States of America. Amountsdueonthe
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 business day of the
calendar month of any Interest Payment Date, regardless of whether such day isaBusiness Day (the“Record Date”). Upon written request of aregistered
owner of at least $1,000,000in principal amount of Bonds, all paymentsof principal, premium, if any, and interest on Bondswill be paid by wiretransfer
(at therisk and expense of such registered owner) inimmediately available fundsto an account designated by such registered owner. Notwithstandingthe
foregoing, while the Bonds are held in book-entry-only form, interest, principal, and redemption premium, if any, will be paid through The Depository
Trust Company (“DTC") as described under “BOOK-ENTRY ONLY SYSTEM.”
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Mandatory Sinking Fund Redemption

Certain of the Series 2007A Bonds are subject to mandatory sinking fund redemption, and will be redeemed by the I ssuer at aredemption 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 schedule:

Series 2007A Bonds (maturing 2/15/2018):

2/15/2011 $500,000
2/15/2012 525,000
2/15/2013 555,000
2/15/2014 580,000
2/15/2015 610,000
2/15/2016 640,000
2/15/2017 675,000
2/15/2018 710,000
Series 2007A Bonds (maturing 2/15/2037):
2/15/2019 $750,000
2/15/2020 790,000
2/15/2021 835,000
2/15/2022 880,000
2/15/2023 925,000
2/15/2024 980,000
2/15/2025 1,030,000
2/15/2026 1,090,000
2/15/2027 1,150,000
2/15/2028 1,215,000
2/15/2029 1,280,000
2/15/2030 1,350,000
2/15/2031 1,425,000
2/15/2032 1,505,000
2/15/2033 1,585,000
2/15/2034 1,675,000
2/15/2035 1,765,000
2/15/2036 1,865,000
2/15/2037 1,970,000
Series 2007B Bonds (Maturing 2/15/2010)
2/15/2008 $355,000
2/15/2009 375,000
2/15/2010 405,000

Redemption Provisions

Optional Redemption. The Series 2007A Bonds maturing on or after February 15, 2016 are subject to optional redemption prior to scheduled
maturity, in whole or in part, on February 15, 2015, and on any date thereafter, at the option of the Borrower at aredemption price of par, plus accrued
interest to the date of redemption. The Series 2007B Bonds are not subject to optional redemption.

Mandatory Redemption Upon Determination of Taxability. The Series 2007A Bonds will be redeemed in whole prior to maturity on a date
selected by the Borrower which is not more than 120 daysfollowing the occurrence of a Determination of Taxability at aredemption priceequal to 103%
of the principal amount thereof plus interest to the redemption date.

Mandatory Redemption With Excess Proceeds. The Bonds will be redeemed in whole or in part prior to maturity as aresult of adeposit of
amounts transferred from the Construction Fund to the Debt Service Fund as excess proceeds upon completion of the Project. Bonds redeemed as
described in this paragraph will be redeemed within 45 days of such deposit at aredemption price equal to the unpaid principa amount of the Bondsbeing
redeemed, without premium, plus accrued interest to the redemption date (and if the redemption dateis other than an Interest Payment Date, interest shall
be calculated on the basis of a 360-day year).

Extraordinary Optional Redemption. The Bonds are subject to extraordinary redemption, at the option of the Issuer upon the request of a
Borrower Representative, at aredemption price of par plusinterest accrued thereon to the redemption date, without premium, on any date, intheevent the
Project is damaged, destroyed, or condemned or threatened to be condemned, (i) inwhole, if, in accordance with the terms of the Loan Agreement, the
Project is not reconstructed, repaired, or replaced, with insurance proceeds transferred from the Construction Fund to the Debt Service Fund which,
together with an amount required to be paid by the Borrower pursuant to the Loan Agreement, will be sufficient to pay the Bondsin full, or (ii) in part,
after reconstruction, repair, or replacement of the Project in accordance with the terms of the L oan Agreement, with excessinsurance proceedstransferred
from the Construction Fund to the Debt Service Fund for such purpose.

DAL:665623.3



Redemption in Part. If lessthan all of the Bonds are called for redemption, the particular Bonds or portions thereof to be redeemed will be
selected by the Trustee at random by lot or other customary method within amaturity; provided, however, that portions of the Bondswill beredeemedin
Authorized Denominations; and provided further, that no redemption will result in an outstanding Bond being less than an Authorized Denomination.

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

Notice of Redemption. At least 30 days prior to the date fixed for any redemption of the Bonds, but not more than 60 days prior to any
redemption date, the Trustee will cause awritten notice of such redemption to be mailed by first-classmail, postage prepaid, to the Owners of the Bonds
to be redeemed, at such Owner’ s address appearing on the Bond Registration Books on the date such noticeismailed by the Trustee. Any notice mailed
asprovided herein will be conclusively presumed to have been given, irrespective of whether or not received. By thedatefixed for any such redemption,
due provision will be made with the Trustee and the Paying Agent for the payment of the appropriate redemption price. If such written notice of
redemptionismade and if due provision for payment of the redemption priceismade, al asprovided above and in the Indenture, the Bondswhich areto
be redeemed thereby automatically will be deemed to have been redeemed prior to their scheduled maturity, and they will not bear interest after the date
fixed for redemption, and they will not be regarded as being Outstanding except for theright of the Owner to receivethe redemption price out of thefunds
provided for such payment. If any Bond isnot paid upon the surrender thereof at the maturity or redemption date thereof, such Bond will continueto be
Outstanding and will continue to bear interest until paid at the interest rate borne by such Bond.

SECURITY AND SOURCE OF PAYMENT
Security for the Bonds

THEBONDSARE LIMITED OBLIGATIONS OF THE ISSUER, PAYABLE SOLELY FROM REVENUES TO BE DERIVED UNDER
THE LOAN AGREEMENT, THE ISSUER MASTER NOTES, AND, IN CERTAIN CIRCUMSTANCES, OUT OF AMOUNTS SECURED
THROUGH THE EXERCISE OF REMEDIES PROVIDED IN THE INDENTURE, THE LOAN AGREEMENT, AND THE ISSUER MASTER
NOTES. THEBONDSARE NOT OBLIGATIONSOF THESTATEORANY ENTITY OTHER THAN THE ISSUER. NONE OF THE STATEOR
ANY 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 STATEORANY OTHER POLITICAL
CORPORATION, SUBDIVISION, OR AGENCY OF THE STATE ISPLEDGED TO THE PAYMENT OF THE PRINCIPAL OF, PREMIUM, IF
ANY, OR INTEREST ON THE BONDS. THE ISSUER HAS NO TAXING POWER.

The Loan Agreement

The Bonds are payabl e from and secured by (i) apledge and assignment to the Trustee of the I ssuer’ srightsunder the Loan Agreement and the
rights of the I ssuer to receiveloan paymentsthereunder (excluding certain fees and expenses and certain indemnity payments payableto the | ssuer) and
(ii) amounts payabl e by the Borrower under the | ssuer Master Notes. Pursuant to the L oan Agreement, the Borrower agreesto make loan paymentsto the
Issuer sufficient to provide funds to make required payments of principal, premium, if any, and interest on the Bonds in full, which loan shall be
evidenced by the Issuer Master Notes. All such loan payments are required to be made to the Trustee by the Borrower.

Thelssuer Master Notes

Pursuant to the Loan Agreement, the Borrower will execute and deliver to the Trustee, asthe designee of the | ssuer, the I ssuer Master Notesin
the principal amounts equal to the principal amounts of the Bonds. Payments under the | ssuer Master Notes are scheduled to be made at thetimesandin
theamountsrequired to pay debt service onthe Bondsand will be credited against the |oan paymentsrequired to be made by the Borrower under the Loan
Agreement. (See APPENDIX F — Substantially Final Form of the Loan Agreement.)

The Master Indenture

TheIssuer Master Notesissued by the Borrower to the Trustee evidencing the obligation of the Borrower to make the paymentsrequired under
the Loan Agreement are duly authorized promissory notes of the Borrower issued pursuant to and secured by the Master Indenture. Under the Master
Indenture, the Borrower unconditionally and irrevocably covenantsthat it will promptly pay the principal of, premium, if any, and interest and any other
amount due on every note issued under the Master Indenture, subject to certain limitations relating to fraudulent conveyance, insolvency, and other
considerations, and has granted asecurity interest in its Revenuesto the Master Trustee, which Revenues are pledged to the payment of the | ssuer Master
Notesissued under the Master Indenture, including the I ssuer Master Notes. The Borrower has also granted alien on certain real and personal property
for the benefit of the Master Trustee. (See APPENDIX D — Substantially Final Form of the Master Indenture.)

Revenue Fund

As security for the repayment of the Issuer Master Notes and the performance by the Borrower of its other obligations under the Financing
Documents, the Borrower will covenant and agreein the Master | ndenturethat, if an Event of Default under the Master Indenture shall occur and continue
for aperiod of ten days, it will deliver or causeto be delivered to the Master Trustee within five Business Daysfrom the day of receipt all of the Adjusted
Revenuesfor deposit into the Revenue Fund held by the Master Trustee. The Borrower authorizes and directsthe Master Trusteeto invest and disburse
such amounts and proceeds in accordance with the Master Indenture.
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The Master Trusteeisrequired toimmediately transfer funds on deposit in the Revenue Fund in accordance with the Master Indenture. Tothe
extent fundsin the Revenue Fund are transferred by the Master Trustee in accordance with the requirements of the Master Indenture and are sufficient for
such purposes, thetransfer and application of such fundsfor the purposes described in the Master Indenture shall be considered to satisfy therelated Loan
Payment obligations of the Borrower. To theextent fundsin the Revenue Fund are ever insufficient to satisfy thetransfer requirements of the Indenture,
the Borrower may make the related L oan Payments from funds other than the Adjusted Revenues, if any.

The Master Indenture provides that the Master Trustee will immediately withdraw and pay or deposit from the amounts on deposit in the
Revenue Fund the following amounts in the order of priority indicated:

(1) tothe Master Trustee any fees or expenses which are then due and payable;

(2) equally and ratably to the Holder of each instrument evidencing an | ssuer Master Note on which there has been adefault in the payment of
principal of or interest onthe I ssuer Master Notes an amount equal to all defaulted principal of (or premium, if any) and interest on such Issuer
Master Note;

(3) atransfer to the Interest Account of an amount necessary to accumulatein equal amountsthe interest on the Issuer Master Notes due and
payableonthe next Interest Payment Date; provided, however, that to the extent available, each transfer made on thefifth BusinessDay 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 I nterest Account, the balance of theinterest due on the I ssuer 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 an | ssuer Master Note the amount of
interest on each Issuer Master Note as such interest becomes due;

(4) atransfer tothe Principal Account of the amount necessary to accumulatein equal monthly installmentsthe principal of thelssuer 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 availableinthe Principal Account for such purposeand (ii) any credit against amountsdue on each
Interest Payment Date granted pursuant to other provisions of this|ndenture; provided, however, that to the extent available, thetransfer made
on thefifth Business Day before the end of each month immediately preceding such Interest Payment Date shall bein 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 an Issuer Master Note the amount of principal paymentsdue on each I ssuer Master Note, whether at maturity or earlier mandatory
redemption (other than by reason of acceleration of maturity or other demand for payment), as such principal becomes due;

(5) to the Holder of any Issuer Master Note entitled to maintain a reserve fund for the payment of such Issuer Master Note, an amount
sufficient to cause the balance on deposit in such reserve fund to equal the required balance in 12 equal monthly installments; and

(6) totheBorrower, the amount specified in a Request asthe amount of ordinary and necessary expenses of the Borrower for itsoperationsfor
the following month.

Any balance remaining in the Revenue Fund on thelater of thelast day of any fiscal year or the day following the end of themonthinwhich all
Events of Default under the Master | ndenture have been cured, will be paid to the Borrower at its depository bank upon request to be used for any lawful
purpose.

The Indenture

Under the Indenture, the | ssuer will grant to the Trustee for the equal and ratable benefits of the holders of the Bonds, all of the Issuer’ sright,
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, the Issuer Master Notes, any and al security heretofore or hereafter granted or held for the payment thereof, and the present
and continuing right to bring actions and proceedings under the L oan 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 the amounts agreed to be paid by the Borrower noted in such Loan Agreement, (ii) all
money and investments held for the credit of the funds and accounts established by or under the Indenture (except the Purchase Fund and the Rebate
Fund) as described in the Indenture, and (iii) any and all property that may, fromtimeto time hereafter, by delivery or by writing of any kind, be subjected
to the lien and security interest hereof by the Issuer or by anyone on its behalf, which subjection to the lien and security interest hereof of any such
property asadditional security may be made subject to any reservations, limitations, or conditionsthat shall be set forth in awritten instrument executed
by the Issuer or the Person so acting on its behalf or by the Trustee respecting the use and disposition of such property or the proceeds thereof. (See
APPENDIX E — Substantially Final Form of the Indenture.)

Debt Service Fund

The Indenture establishes a Debt Service Fund. The money deposited into the Debt Service Fund, together with all investments thereof and
investment income therefrom, will be held intrust and applied solely asprovided in the Indenture. The Trustee, on the date of issuance of the Bonds, will
deposit the amount specified in an I ssuer Order into the Capitalized Interest Account of the Debt Service Fund for the purpose of paying a portion of the
interest onthe Bonds. Thereafter, the Trusteewill deposit to the credit of the Debt Service Fund immediately upon receipt: (i) anountsdue and payable
by the Borrower pursuant to the terms of the Loan Agreement and the I ssuer Master Notes, (ii) any other amountsrequired by the Indenture, and (iii) any
other amountsdelivered to the Trustee for deposit thereto. On each Interest Payment Date, the Trustee will withdraw money from the Debt Service Fund
to pay the principal and interest due on the Bonds.

DAL:665623.3



Debt Service Reserve Fund

The Indenture establishesaDebt Service Reserve Fund. Therewill initially be deposited in the Debt Service Reserve Fund from the proceeds of
the Bonds an amount equal to thelesser of (i) the maximum annual principal and interest requirements of the Bonds, (ii) one hundred twenty-five percent
(125%) of the average annual Debt Service onthe Bonds, or (iii) ten percent (10%) of the sale proceeds of the Bonds (the “ Debt Service Reserve Fund
Requirement”). Except as otherwise provided in the Indenture, the Debt Service Reserve Fund at al timeswill be maintained at an amount equal to the
Reserve Fund Requirement. If there areinsufficient fundsin the Debt Service Fund to pay the Debt Service on the Bonds by 12:00 noon (Central Time)
two Business Days prior to the day on which payment of the Debt Service on the Bondsis due, the Trustee will transfer from the Debt Service Reserve
Fund to the Debt Service Fund amounts necessary to make such payments from the Debt Service Fund on the day on which payment of the Debt Service
on the Bondsis due.

If the amount in the Debt Service Reserve Fund islessthan the Debt Service Reserve Fund Reguirement because the Trustee has applied funds
inthe Debt Service Reserve Fund to pay Debt Service on the Bonds, the Trusteewill promptly notify the Borrower inwriting that adeficiency inthe Debt
Service Reserve Fund exists, and the Borrower will (1) within 30 days of receipt of such notice, pay to the Trustee the full amount needed to restore the
Debt Service Fund to the Reserve Fund Requirement or (2) intwelve (12) consecutive equal monthly installments, thefirst of which shall be madewithin
thirty (30) daysfrom the date of receipt of such notice, pay such deficiency to the Trustee for deposit into the Debt Service Reserve Fund to restore the
amount in the Debt Service Reserve Fund to equal the Debt Service Reserve Fund Requirement. Notwithstanding the foregoing, moneysin the Debt
Service Reserve Fund may be applied to pay Debt Service during the 12 months immediately preceding and including the final maturity of the Bonds
without violating the foregoing requirement to maintain the Debt Services Reserve Fund in an amount equal to the Debt Service Reserve Fund
Reguirement.

Upon any redemption or defeasance of all Outstanding Bonds, the moneys on deposit in the Debt Service Reserve Fund will betransferred to
the Debt Service Fund to be used for the purposes of such redemption or to an escrow fund for the purpose of defeasance, as the case may be. If the
bal ance of the Debt Service Reserve Fund isequal to or in excess of the aggregate requirements on the then outstanding Bonds, the Trustee will transfer
the balance on deposit in the Debt Service Reserve Fund to the Debt Service Fund.

So long as any Bonds are outstanding, the Borrower will have no right, title, or interest in or to the funds in the Debt Service Reserve Fund.

The Issuer may satisfy all or any part of the Reserve Fund Requirement by obtaining for the benefit of the Debt Service Reserve Fund one or
more Reserve Fund Surety Policies or upon receipt of aguaranteefrom the Issuer. Inthe event the I ssuer electsto substitute at any time a Reserve Fund
Surety Policy for any funded amountsin the Debt Service Reserve Fund, it may apply any Bond proceedsthereby released, including investment earnings
on Bond proceeds, to any purposes for which the Bonds were issued and any other funds thereby released to any purposes for which such funds may
lawfully beused. Inthe event the Debt Service Reserve Fund contains one or more Reserve Fund Surety Palicies, thelssuer shall not draw on aReserve
Fund Surety Policy unlessno other cash or investments are otherwise availablein the Debt Service Reserve Fund. Whenever amounts have been drawn
on one or more Reserve Fund Surety Policies, amounts subsequently transferred to the Debt Service Reserve Fund shall be used to reimbursethe provider
(or if morethan one, to the providers on a proportionate basis) of such Reserve Fund Surety Policiesin accordance with the termsthereof, for the amounts
advanced, interest thereon and any associated fees. Theissuer(s) of such Reserve Fund Surety Policy or Policies shall be secured with respect to such
reimbursement obligations by alien on the Net Revenues, subject and subordinate to the lien securing the Bonds and the required deposits to the Debt
Service Fund, and shall further be secured by alien on amountsfrom timeto time on deposit in and required to be deposited to the Debt Service Reserve
Fund.

Leasehold Deed of Trust
The Borrower will issue aLeasehold Deed of Trust covering all of itsinterest in its campuses in Sugarland, L ubbock, Beaumont, and Waco.
Deed of Trust

The Borrower will issue aDeed of Trust and Security Agreement (the “ Deed of Trust”), covering all real property comprising the campuses
located in Dallas, San Antonio, and College Station (the“Land and Improvements”) in favor of the Master Trustee for the Benefit of the Holders of the
Issuer Master Notes. Initially, the proceeds of the Bondswill only be used to finance or refinance facilities at these campuses and the | eased campuses not
included in the Deed of Trust. The Harmony Elementary — Houston campus will be added at a later date.

Capitalized Interest

Thefinancing plan includes capitalized interest to providefor the payment of interest due on aportion of the Bondsthrough February 15, 2008.
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RISK FACTORS
General

THE BONDS ARE SPECULATIVE SECURITIES SUBJECT TO SPECIAL RISK FACTORS.

Limited Obligations

TheBondsare special and limited obligations of the Issuer. They are secured by and payabl e solely from funds payable by the Borrower under
the terms and conditions of the Loan Agreement and as otherwise described herein. The obligations of the Issuer under the Indenture are not general
obligations of the Issuer and neither the Trustee nor the registered or beneficial owners of the Bonds will have any recourse to any property, funds, or
assets of the Issuer (other than the property granted the Trustee as part of the Trust Estate) with respect to such obligations. See“SECURITY AND
SOURCE OF PAYMENT.”

Dependence on the Oper ations of the Borrower

Dependence on Per Student Revenues. The Borrower derived approximately 80.45% of its revenues during the 2005-2006 school year from
payments by the State of Texas based on the school district that astudent would otherwise attend for each student in average daily attendance. Thetimely
payment of principal and interest on the Bonds therefore depends on operations of the Borrower attracting and retaining the number of studentsthat are
needed to provide sufficient revenuesto maketimely payment of Loan Payments securing payment of the Debt Service onthe Bonds. See FINANCIAL
AND OPERATIONS INFORMATION—Projections by the Borrower; Required Increases in Attendance for Payment of Future Debt Service” and
“APPENDIX B — PROFORMA FINANCIAL PLAN.”

Growth of Student Enrollment. The Borrower expectsto receive approximately $7,851 per student in average daily attendance for 2006-2007,
but such amount may vary fromyear toyear. See“THE SY STEM OF CHARTER SCHOOLSIN TEXAS-State Funding” and “—Local Funding”. The
student enrollment was 436 , for the 2002 — 2003 fiscal year, 525 for the 2003-2004 fiscal year, 811 for the 2004-2005 fiscal year, and 1,189 for the 2005-
2006 fiscal year. Asof January 1, 2007, enrollment was 3,380. The Borrower anticipatesthat it will be ableto fulfill itsenrollment projectionsbased on
past trendsin enrollment. Failure to attract and retain students in amounts projected by the Borrower would adversely affect the Borrower’ s ability to
provide sufficient revenues to make timely payment of Loan Payments securing payment of the Debt Service on the Bonds. See“FINANCIAL AND
OPERATIONSINFORMATION-Projections by the Borrower; Required Increasesin Attendance for Payment of Future Debt Service” and “ APPENDIX
B — PROFORMA FINANCIAL PLAN.”

Accuracy of Borrower Projections of Growth. To pay projected operation costs and debt service on the Bonds, the Borrower has projected
increases in its student population to 9,200 by fiscal year 2010. The bases for such projections are the applications for admissions for the Borrower’s
grades currently in operation (grades Pre-K-12). Currently, there are 5,955 applications on the waiting list for admission and the Borrower’ s historical
ratio of acceptance of applications has been approximately 38.24%. See“APPENDIX B —PROFORMA FINANCIAL PLAN.” These projections may
involve known and unknown risks, uncertainties, and other factors, which may cause the actual results, performance, and achievementsto be different
fromthe future results, performance, or achievementsexpressed or implied by such forward-looking statements. Potential investorsare cautioned that the
actual results could differ materially from those set forth in the forward-looking statements. The projectionsarefrom the Borrower, and neither the
Issuer nor theUnderwriter hascommissioned an independent feasibility analysisof any of the proj ected student attendancefiguresupon which
the Borrower’s projections are based. No independent confirmation of the Borrower’s projections has been made, and while the Borrower
believes its projections of growth of average daily attendance are reasonable, such growth may or may not occur and may be affected by a
variety of factors, including completion of the Project in a timely manner, continued provision for funding of the Borrower by the State at
adequate levels, operations and maintenance of the Borrower, and competition from other public or private schoolsin the areas wherethe
Borrower operates its schools. See “FINANCIAL AND OPERATIONS INFORMATION—Projections by the Borrower; Required Increases in
Attendance for Payment of Future Debt Service” and “APPENDIX B — PROFORMA FINANCIAL PLAN.”

Risksof Non-Completion. Thefacilitiesbeing financed arelocated in several Texascities(see PLAN OF FINANCING — Summary of Project
and Expenses’). The projected completion dates are as follows:

L eased Campuses— The renovationsto the four |eased campuses (Beaumont, Waco, L ubbock, and Sugar Land)
will be complete on or before August 15, 2007.

College Station—$2,100,000 will be utilized to purchase a building and site and make the necessary renovations.
The Borrower anticipates completion on or before August 15, 2007. Theremaining project fundswill be used
to construct a second building on the same site with an estimated completion date of August 15, 2008.

San Antonio—$1,468,000 will be used to purchase the existing school site. A project fund will be established at
closing to construct anew school building. The Borrower anticipatesacompletion date on or before August 15,
2008. The purchase of this property is expressly conditioned upon reconfiguring a designated Open Space on
the property. The Borrower anticipates approval of this reconfiguration on or about the Closing Date.

Dallas— The existing school buildings will be purchased.
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Harmony Elementary Houston — The Borrower will acquire the existing school building.

Bond proceeds will be escrowed with the Trustee in a project fund until such time that a fixed-price construction contract is presented to complete the
renovationswithin the amounts availablein the project fund and other available funds of the Borrower asnecessary. Failure to completethe Project could
negatively affect the Borrower’ sability to add additional studentsor to maintain sufficient students necessary to maketimely payment of Loan Payments.

Risks of Construction Contract. The Borrower does not anticipate entering into a fixed-price construction contract for construction of the
Project prior to closing. The Borrower has been advised by itsarchitect that the proceeds of the Bondswill be sufficient for completion of the Project. If
proceeds are not in fact sufficient, the restrictions on issuance of additional debt by the Borrower contained in the Loan Agreement could limit the ability
of the Borrower to borrow funds necessary for Project completion, which could adversely affect payment of the Bonds. Completion of the Project may be
at risk in the event of failures of the contractor or of any underlying bonding companies. Further, the purchase of the property for the San Antonio
campusisexpressly conditioned upon the reconfiguration of designated open space on the property. Asnoted, restrictionsonissuance of additional debt
by the Borrower contained in the Loan Agreement could limit the ability of the Borrower to borrow additional funds necessary for Project completion,
which could adversely affect payment of the Bonds.

Risks Associated with a New Venture. The likelihood of success of the Borrower must be viewed in light of the problems, expenses,
difficulties, delays, and complications often encountered in the operation of arelatively new enterprise. The Borrower has been operating Cosmos
Foundation, Inc. since July 5, 1999. Construction of the new facilitiesis necessary to reach projected average daily attendance. The Borrower’ srevenues
per student should equal the revenues per student of traditional public schools availablefor operations and maintenance, but do not include the revenues
availablefor capital outlays, and are significantly less than revenues charged by many private schoolsin the general area of the schools. Asarelatively
new venture, apotential investor should anticipate that significant operational difficultieswill exist for the Borrower which may not exist for traditional
public schools or for established private schools.

The system of charter schoolsin Texas was only established in 1995. Potential purchasers should therefore be aware that in addition to the
Borrower itself being arelatively new enterprise, the system under which the Borrower operates is also relatively new and future operations of the
Borrower could be significantly affected by unforeseen problems arising from the statutory provisions governing charter schools in Texas or future
changestherein. See“—Dependence on the State-Changesin the School Finance System” and“ THE SY STEM OF CHARTER SCHOOLSIN TEXAS'.
In 1995, the Texas Legislature authorized the creation of 20 open-enrollment charter schools (Texas Education Code (TEC) 12.101-120), which are
traditional public schools substantially released from state education regulations. Subseguent | egislative modifications of the statutes require an annual
evaluation of operation of Texas charter schoolsand isavailable from the Division of Charter Schools, Texas Education Agency, 1701 N. CongressAve.,
Austin, TX 78701-1494; Telephone 512-463-9575. The evaluation for each of the years 1996-2006 can be reviewed at the Texas Education Agency’s
website:www.tea.state.tx.us/charter.

Competition. Unlike school districts, the Borrower must attract studentsfrom other schoolss, both public and private, withinthe general areaof
theschools. No studentsarerequired to attend the Borrower’ scharter schools, and students at the Borrower’ s charter schools may subsequently transfer
to other public or private schoolsat will. Thereare numerous public and private schoolsin theimmediate areaswhere the Borrower’ sschoolsare located,
many of which may be closer to the homes of present or prospective students of the Borrower’s charter schools. Failure by the Borrower to provide
facilitiesor academicsat alevel acceptableto studentsand their parentswould presumably causethe Borrower tofail to attract or maintain students, and
would negatively affect the ability of the Borrower to make Loan Payments in an amount sufficient to pay the Bonds.

Risks Associated with Schools. There are anumber of factors affecting schoolsin general that could have an adverse effect onthe Borrower’s
financial position and ability to make Loan Payments. Thesefactorsinclude, but are not limited to, increasing costs of compliance with federal, State, or
local regulatory laws or regulations, including, without limitation, laws or regul ations concerning environmental quality, work safety, and accommodating
personswith disabilities; any unionization of the Borrower’ swork force with consequent impact on wage scales and operating costs of the Borrower; the
ability to attract a sufficient number of students and to maintain faculty meeting appropriate standards; and changesin existing statutes pertaining to the
powers and minimum funding levels for charter schools. School operations a so present significant risks and operational and management issues not
encountered in other enterprises. While Texas|aw providesthat the Borrower isimmune from liability to the same extent asaschool district, and that its
employees and volunteers are immune from liability to the same extent as employees and volunteers of a school district, a potentia investor should
anticipatethat, because the Borrower provides servicesto children, any failureinthe Borrower’ soperation and management could result inliability risks
to the Borrower which would not be present for other enterprises not engaged in providing such services.

Limited Assets of the Borrower. If the Borrower does not generate sufficient revenues to pay al of the Borrower’s loan obligations and
operating expenses, the Borrower may have no other source of funds to make such payments. Further, while the payments of Debt Service are prior to
payments of the Borrower’ s operating expenses, afailure to make such operating payments would presumably ultimately result in the inability of the
Borrower to attract students or maintain sufficient revenues for payment of its Loan Payments.

No Taxing Power. Neither the Issuer nor the Borrower has taxing power.

Payment of State Fundsto Trustee. The Indenture providesthat all of the Revenueswill be deposited into the Facility Revenue Fund held by
the Trustee, and the Borrower covenants and agreesin the Loan Agreement that, without demand by the Trustee, it will deliver or causeto bedelivered to
the Trustee within five Business Days from the day of receipt the Revenues to be so deposited. The only remedy available to the Trustee and/or
Bondholders would be a suit against the Borrower to enforce the provisions of the Loan Agreement

Assumptions Regar ding Enrollment and State Funding
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The Borrower’ s auditing firm, Gomez & Company, Certified Public Accountants, has prepared the prospective PROFORMA FINANCIAL
PLAN (the “Projections’), a copy of which is reproduced as APPENDIX B hereto. The Projections contain information material to a decision to
purchase the Bonds and should be read by potential investorsintheir entirety. The Projectionscontain (a) forecasts of gross revenues, net revenues, and
cash flows of the project, (b) projection of future demand for the service of the Project, and (c) debt service requirements. The Projections set forth a
number of assumptions on which the Projections are based, including but not limited to, the projected enrollment of the Borrower and the per student
amountsto be paid from State and local sources. Such assumptions are based on present circumstances and information currently available, which has
been furnished by the Borrower, aswell aslocal sources. Such information may be incomplete and may not necessarily disclose all material facts that
might affect the Project and the analysis contained in the Projectionsin light of the circumstancesthen prevailing. The Projectionsare based solely onthe
business plan of the Borrower. The accuracy of the Projections are dependent on the occurrence of specified assumptions and other future eventswhich
cannot be assured, and therefore, the actual results achieved during the period will vary from those forecasts and other differences may be material and
adverse. See APPENDIX B —“PROFORMA FINANCIAL PLAN.” Neither thessuer nor the Underwriter hasindependently verified the statistical data
included therein and neither of such parties makes any representations or gives any assurancesthat such datais complete or correct. Further, neither the
Issuer nor the Underwriter makesany representationsor givesany assurancesthat the assumptionsincorporated in the Projectionsarevalid. The ability of
the Borrower to achieve and maintain financially sustaining levels of enrollment on acontinuing basisis subject to anumber of factors; including, but not
limited to, the physical condition of the Project, the programs provided for students, accreditation of the Borrower, and the supply of other public, private,
and charter schools elsewhere. In addition, the Projections are only for the 12-month periods ending August 31% for the years 2007 through 2012 and,
consequently, do not cover the whole period during which the Bonds may be outstanding.

Tax-Exempt Status of the Series 2007A Bonds

TheInternal Revenue Code of 1986, asamended (the“ Code”), imposes anumber of requirementsthat must be satisfied for interest on stateand
local obligations, such as the Series 2007A 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 arequirement that i ssuersfilean information report with the Internal
Revenue Service (the“IRS’). TheBorrower hasagreed that it will comply with all such requirements. Failureto comply with therequirementsstatedin
the Code and related regulations, rulings, and policies may result in the treatment of the interest on the Series 2007A Bonds astaxable. Such adverse
treatment may be retroactive to the date of issuance. Seeaso “TAX MATTERS.”

In December 1999, asapart of alarger reorganization of the IRS, the IRS commenced operation of its Tax-Exempt and Government Entities
Division (the“ TE/GE Division”) asthe successor to its Employee Plans and Exempt Organizationsdivision. The TE/GE Division hasasubdivision that
is specifically devoted to tax-exempt bond compliance. The number of tax-exempt bond examinations has increased significantly under the TE/GE
Division.

The Borrower has not sought to obtain a private letter ruling from the IRS with respect to the Series 2007A Bonds, and the opinion of Bond
Counsel isnot binding onthe IRS. Thereisno assurancethat any IRS examination of the Series 2007A Bondswill not adversely affect the market value
of the Series 2007A Bonds. See“TAX MATTERS’ below.

Tax-Exempt Status of the Borrower

The tax-exempt status of the Series 2007A Bonds presently depends upon maintenance by the Borrower of its status as an organization
described in section 501(c)(3) of the Code. The maintenance of this status depends on compliance with general rules regarding the organization and
operation of tax-exempt entities, including operation for charitable and educational purposes and avoidance of transactions that may cause earnings or
assets to inure to the benefit of private individuals, such as the private benefit and inurement rules.

Tax-exempt organizations are subject to scrutiny from and face the potential for sanction and monetary penaltiesimposed by the IRS. One
primary penalty availableto the IRS under the Code with respect to atax-exempt entity engaged ininurement or unlawful private benefit istherevocation
of tax-exempt status. Although the IRS has not frequently revoked the 501(c)(3) tax-exempt status of non-profit organizations, it could do so in the
future. Loss of tax-exempt status by the Borrower could result in loss of tax exemption of the Series 2007A Bonds and defaultsin covenants regarding
the Series 2007A Bonds and other obligationswould likely betriggered. Loss of tax-exempt status by the Borrower could also result in substantial tax
liabilitiesonitsincome. For thesereasons, loss of tax-exempt status of the Borrower could have material adverse consequences on thefinancial condition
of the Borrower.

Withincreasing frequency, the IRS hasimposed substantial monetary penalties and future charity or public benefit obligations on tax-exempt
entitiesin lieu of revoking tax-exempt status, aswell asrequiring 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,” acontractual agreement pursuant to which ataxpayer and the IRS agree to settle adisputed matter. Given the exemption risksinvolvedin
certain transactions, the Borrower may be at risk for incurring monetary and other liabilitiesimposed by the IRS. These liabilities could be materially
adverse.

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

The Borrower may be audited by the IRS. Because of the complexity of thetax lawsand the presence of i ssues about whi ch reasonabl e persons
can differ, an IRS audit could result in additional taxes, interest, and penalties. An IRS audit ultimately could affect the tax-exempt status of the
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Borrower, aswell asthe exclusion from grossincome for federal incometax purposes of theinterest on the Series 2007A Bondsand any other tax-exempt
debt issued for the Borrower.

State and Local Tax Exemption

The State has not been as active asthe IRS in scrutinizing the tax-exempt status of non-profit organizations. It ispossiblethat legisation may
be proposed to strengthen the rol e of the Attorney General of the Statein supervising non-profit organizations. Itislikely that thelossby the Borrower of
federal tax exemption also would trigger achallenge to the State or local tax exemption of the Borrower. Depending on the circumstances, such event
could be adverse and material.

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

Unrelated Business Income

The IRS and State, county, and local tax authorities may undertake audits and reviews of the operations of tax-exempt organizations with
respect to the generation of unrelated business taxable income (“UBTI”). The Borrower may participate in activities that generate UBTI. An
investigation or audit could lead to achallenge that could result in taxes, interest, and penaltieswith respect to UBTI and, in some cases, ultimately could
affect the tax-exempt status of the Borrower aswell as the exclusion from grossincome for federal income tax purposes of the interest payable on the
Series 2007A Bonds.

Dependence on the State

State Payments Subject to Biennial Appropriation. Repayment of Debt Service on the Bonds depends principally on receipt by the Borrower of
payments by the State based on the school district that the student would otherwise attend for each student in average daily attendance. The State
L egislature meets each odd-numbered biennium, and failure of the State L egisl ature to appropriate sufficient amountsto pay its share of the per student
cost to the Borrower could result in failure of the Issuer to make timely payments of Debt Service on the Bonds. See“THE SYSTEM OF CHARTER
SCHOOLSIN TEXAS.”

Changesin the School Finance System. Because Texas charter schools are ultimately funded from the same sources as Texas public school
districts, changesin the system of school finance could significantly affect how charter schools, including the Borrower, arefunded. Neither the I ssuer
nor the Borrower can make any representation or prediction concerning how or if the State L egislature may change the current public school finance
system, and how those changes may affect the funding or operationsof charter schools. See“ THE SY STEM OF CHARTER SCHOOLSIN TEXAS' and
“STATE AND LOCAL FUNDING OF SCHOOL DISTRICTSIN TEXAS.”

Revocation or Non-renewal of Charter. The Borrower’s charters have been renewed and will expire as set forth under “THE BORROWER-
Terms of Operation Under Charters.” However, the Borrower’s charters may be revoked if the persons operating the Borrower’s schools commit a
material violation of the charters, including failure to satisfy accountability provisions prescribed by the charters, failure to satisfy generally accepted
accounting standards of fiscal management, failure to protect the health, safety, and welfare of the students, or failure to comply with the provisions of
Chapter 12 of the Texas Education Code, as amended, or other applicable laws or rules. The State has closed three charter schools during oversight
reviews, but the Borrower believesthat thereisno current condition which would cause revocation of its charters. See“THE SY STEM OF CHARTER
SCHOOLSIN TEXAS.”

Payment of State Revenuesto Trustee. TheIndenture providesthat all of the Revenues (including State Revenues) required so to be deposited
under the Loan Agreement will be deposited into the Facilities Revenue Fund held by the Trustee, and the Borrower will covenant and agreein the Loan
Agreement that, without demand by the Trustee, it will deliver or cause to be delivered to the Trustee within five Business Days from the day of receipt
the Revenuesto be so deposited. Theonly remedy availableto the Trustee or aBondholder would be asuit against the Borrower to enforcethe provisions
of the Loan Agreement.

Risk of Catastrophic L oss

In the event a natural or man-made disaster, such as a hurricane, fire, earthquake, tornado, or war destroyed one or more of the Borrower’s
schools (or significant outlying improvements, once constructed), the revenues of the Borrower would be drastically reduced. Moreover, the market value
of the property pledged under the Deed of Trust would also be drastically reduced.

Whilethe Bonds are outstanding, the Borrower has agreed to insure or causeinsuranceto be carried for itsbuildingsand contents, including the
Project (during both the period of construction and the period subsequent to completion of the Project), against such losses and in such amounts asis
customary for persons engaged in the same business as the Borrower and operating facilities similar to its buildings and other facilities, including the
Project. The Borrower has additionally covenanted in the Loan Agreement to provide general liability, comprehensive professiona liability,
comprehensive automobileliability, workers compensation, and businessinterruption insurance. The businessinterruption insuranceisrequired to cover
actual lossesin gross revenues from the Project resulting directly from necessary interruption of the operation of the Borrower caused by damageto or
destruction (resulting from fire and lightning, accident to afired-pressure vessel or machinery, and other perilsasfurther set forth in the Loan Agreement)
of real or personal property constituting part of the Project, less charges and expenseswhich do not necessarily continue during theinterruption, for such
length of time as may be required with the exercise of due diligence and dispatch to rebuild, repair, or replace such properties as have been damaged or
destroyed (but in no event less than 12 months). In the event that insurance proceeds from damage, destruction, or condemnation with respect to the
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Project arein an amount greater than $100,000, the L oan Agreement requirestransfer of such amountsto the Trustee under the conditionsset forthinthe
Loan Agreement. 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 itsobligation to provideinsurance proceeds, that insurance proceedsto rebuild the effected school will be sufficient, or that
a sufficient number of students would wish to attend the school following rebuilding. Even if insurance proceeds are avail able and the Borrower has
rebuilt the Project, there could be alengthy period of time during which there would belittle or no revenues produced by operation of the effected schoal.

Limited Remedies After Default

Remediesavailableto ownersof Bondsin the event of adefault by the I ssuer in one or more of its obligations under the Bonds or the Indenture
or the Borrower under the L oan Agreement or the | ssuer Master Notes are limited to the terms of such instruments, and may proveto be expensive, time-
consuming, and difficult to enforce. Further, as noted above, the Bonds are special limited obligations of the Issuer and existence of any remedy does not
guarantee sufficient assets of the Borrower pledged to payment of the Bonds to secure such payment. See “— Limited Obligations.”

Remedies with respect to foreclosure under the Deed of Trust for the benefit of the Beneficiaries thereunder 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.

The enforceability of therightsand remedies of the bondhol ders may further belimited by lawsrelating to bankruptcy, reorganization, or other
similar laws of general application affecting the rights of creditors such as the I ssuer or the Borrower. See “— Risk of Bankruptcy”.

Risk of Bankruptcy

Asistruewith many entitieswhich issue debt, thereisarisk that thelssuer may filefor bankruptcy and afford itself the protection of thefederal
Bankruptcy Code. Inthat case, the Issuer would receive the benefit of the automatic stay and creditors, such as the owners of the Bonds, would not be
ableto pursuetheir remedies against it without the permission of the Bankruptcy Court. The I ssuer would also havetheright 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, thereisarisk that the Borrower may filefor bankruptcy and afford itself the protection of thefederal Bankruptcy Code. Inthat case,
the Borrower would receive the benefit of the automatic stay and creditors, such asthe owners of the Bonds, would not be able to pursue their remedies
against it without the permission of the Bankruptcy Court. The Borrower would also havethe right to reorganize and adjust its debtswith the approval of
the Bankruptcy Court. While the Borrower isanonprofit corporation, the Borrower isapart of the public school system. Consequently, itisnot clear
whether the Borrower would properly file as a corporate debtor or under Chapter Nine of the United States Bankruptcy Code governing government
subdivisions. |f the Borrower isproperly acorporate debtor, it may be possiblefor the Borrower to beforced into involuntary bankruptcy by oneor more
creditors. A bankruptcy filing by or against the Borrower could adversely affect the receipt of principal of and interest on the Bonds.

Value of Land and | mprovements

Under the Deed of Trust, the Borrower will grant to the Master Trustee afirst lien on and security interest in the Land and Improvements. The
Land and Improvements are located within various citiesin Texas (see the “Project”).

No independent appraisal on the property has been performed at the request of the I ssuer or the Underwriter, and thereis 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.
Additionally, the value of the Land and Improvements may be less than comparable commercia propertiesin the area, especialy in light of the specia
nature of the Improvementsand their limited use. Failureto complete the Project could negatively affect any sale of the Project pursuant to the Deed of
Trust.

Inability to Liquidate or Delay in Liquidating the Project

An event of default givesthe Mortgage Trustee (asdefined in the Deed of Trust) theright to sell the Project pursuant to asale under the Deed of
Trust. TheProject isintended to be used solely for educational purposes of the Borrower. Because of such use, apotential purchaser of the Bondsshould
not anticipate that asale of the Project could be accomplished rapidly or at all. Any saleof the Project may require compliance with thelaws of the State
applicable thereto. Such compliance may be difficult, time-consuming, and/or expensive. Any delaysin the ability of the mortgage trustee to sell the
Project will result in delays in the payment of the Bonds.

Sincethe Project isspecifically constructed for use asaschool facility it may not bereadily adaptableto other uses. Asaresult, inthe event of
asale of the Project, the number of uses which could be made of the property, and the number of entities which would be interested in purchasing the
Project, could be limited, and the sale price could thus be affected. Thelocation of the Project may also limit the number of potential purchasers. The
ability of the Mortgage Trustee to sell the Project to third parties, thereby liquidating the investment, would be limited as a result of the nature of the
Project. For these reasons, no assurance can be made that the amount realized upon any sale of the Project will befully sufficient to pay and dischargethe
Bonds. In particular, there can be no representation that the cost of the property included in the Project constitutes arealizable amount upon any forced
salethereof. Failure to complete the Project could negatively affect any sale of the Project pursuant to the Deed of Trust.

Risk of Increased Debt
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Subject to certain conditions provided in the Indenture, the I ssuer hasreserved theright to issue Additional I ndebtednesswhichis secured under
theIndenture on an equal basiswith theBonds. Theissuance of Additional Indebtedness may adversely affect theinvestment security of the Bonds. For
adescription of the circumstances under which Additional Indebtedness may beissued, see“ APPENDIX E —Substantially Final Form of the Indenture.”
Risk of Failureto Comply with Certain Covenants

Failure of the Issuer to comply with certain covenants contained in the Indenture or of the Borrower with certain covenants in the Loan
Agreement on a continuing basis prior to the maturity of the Series2007A Bonds could result in interest on the Series 2007A Bonds becoming taxable
retroactive to the date of original issuance. See“TAX MATTERS.”

Limited Marketability of the Bonds

The Issuer has no understanding with the Underwriter regarding the reoffering yields or prices of the Bonds and has no control over trading of
the Bondsin the secondary market. Moreover, thereisno assurance that asecondary market will be madeinthe Bonds. If thereisasecondary market, the
difference between the bid and asked price may be greater than the bid and asked price of bonds of comparable maturity and quality issued by more
traditional issuers as such bonds are more generally bought, sold, or traded in the secondary market.

THE BORROWER
Organization

The Borrower is anon-profit corporation established under the laws of the State of Texasin 1999.
M anagement

The Borrower is governed by aBoard of Directors. The Board of Directors is selected pursuant to the bylaws of the Borrower and has the
authority to make decisions, appoint the President of the Borrower, and significantly influence operations. The Board of Directors has the primary

accountability for the fiscal affairs of the Borrower. The Board of Directorsis comprised of the following members:

Board of Directors

Commencement of Term

Board Member Title Occupation Service on Board Expires

Oner U. Celepcikay President University of Houston, Technology May 12, 2002 N/A
Assistant

Gokturk Tunc Vice President Schlumberger, Senior Engineer August 13, 2002 N/A

Fatih Yigit Secretary The Karadag Law Firm, Case September 11, 2004 N/A
Manager

Levent Bulut Treasury University of Houston, Teaching July 14, 2004 N/A
Fellow in Economics

Mustafa Atik Member Baylor College of Medicine, Sr. August 6, 2005 N/A
Research Assistant

Lynn Mitchell Member University of Houston, Professor March 20, 2007 N/A

Biographies of M embers of the Administration

Superintendents

Soner Tarim, Ph.D. Dr. Tarimisthe superintendent of schoolsat the Harmony School System. Harmony Charter Schoolsare college preparatory charter
schools. A strong emphasisis placed on mathematics, science, and computer applicationson all Harmony campuses. Over 80 percent of the population
of each campus is comprised of minority students. Nearly 60 percent of each campus is a'so comprised of economically disadvantaged and at-risk
students. Thefirst charter, Harmony Science Academy-Houston, was established in August of 2000 and was rated exemplary (the highest accountability
rating in Texas) in 2004, 2005, and 2006.

Dr. Tarimreceived hisPh.D. from TexasA&M University College Station, Texas. Heisatrained biologist and ecologist. Hetaught many coursesinthe
field of biology, ecology, management, general science, and physical education over theyearsat the high school, college, and graduate school levels. He
has exceptional |eadership and organizational talent. He organized symposiums and science projectsfor college professional sand high school students.
He developed and directed successful after school programs at a private high school where he was awarded teacher of the year.

Dr. Tarim is qualified to provide services for charter schools in all areas of education (Vision, Structure, Accountability, Advocacy, and Unity)
specifically school law, school finance, and safety issues because he established or hel ped to establish several non-profit organi zationsthat are sponsoring
entitiesfor successful charter schoolsin several statesincluding Texas, Oklahoma, Missouri, Louisiana, and Arkansas. Dr. Tarimwrote and was awarded
over adozen charter school applicationsand start up grantsfor many non-profit organizationsin several states. Moreover, hehasheld positionsat every
level in aschool setting. Dueto hisvast experience in charter school establishment, he understands all federal and state charter school lawsand heis
familiar with accountability requirements, open meeting acts, and requirements relating to charter and public schools operations. Dr. Tarim published
various peer reviewed articles, policies, procedures, and guidelinesfor charter schoolsin the areas of admission, ESL, governance, and human resource.
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Dr. Tarim isacertified school board member and school administrator trainer. Currently he also serves as a board member representing over fifty (50)
charter schools at the Region 4 Education Service Center in Houston, Texas.

Ibrahim Sel, Ph.d. Ibrahim Sel received hisB.Sc., M.Sc. and Ph.D. degrees at Middle East Technical University in Ankara Turkey. He worked as a
research assistant at the same university for 5 years. Hemigrated to Australiaand received Dip. Ed. at Sydney University, Sydney Australia. Heworked
asfounding principal of aprivate school called Sule College which servesK-12. He moved to the United States and worked asfounding principal of two
charter schoolsin Oklahoma City and Austin. Currently he is one of the superintendents employed by Cosmos Foundation at the central office which
currently operates 12 charter schoolsin State of Texas.

Termsof Operation Under Charters

The Borrower was granted itsinitial open-enrollment charters from the Texas Education Agency to operate itsinitial three schools as open
enrollment charter schoolson May 19, 2000. The Borrower currently holds thirteen chartersfrom the Texas Education Agency for atotal enrollment of
9,200 students.

The Borrower currently operates the following campuses:

Original Expiration Renewed Expiration

Charter Name Charter Date Y/N Date
Harmony Elementary Houston 5/3/2005 7/31/2009
Harmony Elementary Austin 2/1/2006  7/31/2010
Harmony School of Excellence 2/1/2006  7/31/2010
Harmony Science Academy - El Paso 2/1/2006  7/31/2010
Harmony Science Academy - Ft. Worth 2/1/2006  7/31/2010
Harmony Science Academy - San Antonio 2/1/2006  7/31/2010
Harmony Science Academy - Houston 5/19/2000 7/31/2005 Yes 7/31/2011
Harmony Science Academy - Austin 5/19/2000 7/31/2005 Yes 7/31/2011
Harmony Science Academy - Dallas* 5/19/2000 7/31/2005 Yes 7/31/2011
Harmony Science Academy - Sugar Land 5/19/2000 7/31/2005 Yes 7/31/2011
Harmony Science Academy - College Station 2/26/2007 7/31/2011
Harmony Science Academy - Waco 2/26/2007 7/31/2011
Harmony Science Academy - Lubbock 2/26/2007 7/31/2011
Harmony Science Academy - Beaumont 2/26/2007 7/31/2011

* The Dallas and Sugar Land Campuses are included in the Harmony Science Academy Houston Charter

See Appendix G for detailed information about the campuses.
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FINANCIAL AND OPERATIONSINFORMATION

Statement of Financial Position for the Years Ended August 31, 2006, 2005, and 2004

Thefollowing isderived from the Borrower’ saudited financial statementsfor fiscal years 2006, 2005, and 2004. The Borrower has not sought
or obtained the consent of its auditors for inclusion of the audited financial information.

Assets:
Assets
Cash
Grants Receivable
Other receivable
L ease property improvements
Building and improvements
Equipment and furniture
Accumulated depreciation
Other assets
Total Assets

Liabilities:
Liabilities
Accounts payable
Payroll and related liabilities
Other liabilities
Accrued payroll and benefits
Notes payable
Total Liabilities
Net Assets
Unrestricted
Restricted

TOTAL NET ASSETS

TOTAL LIABILITIESAND NET ASSETS

DAL:665623.3

EYE FYE EYE
2006 TOTAL 2005 TOTAL 2004 TOTAL
$216,075 $146,255 $68,569
315,239 512,071 156,010
- 10,300 122
- - 136,177
816,387 510,101 -
225,736 163,679 76,605
(147,404) (114,725) (58,393)
129,438 32,485 18,385
$1,555,471 $1,260,166 $397,475
$184,502 $354,503 $197,610
2,932 1,589 2,231
- - 162,607
111,053 360,762 -
458,155 365,919 245,236
$756,642 $1,082,773 $607,684
798,829 177,393 (210,209)
$798,829 $177,393 $(210,209)
$1,555,471 $1,260,166 $397,475
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Statements of Activitiesfor the Years Ended August 31, 2006, 2005, and 2004

Thefollowing isderived from the Borrower’ saudited financial statementsfor fiscal years 2006, 2005, and 2004. The Borrower has not sought
or obtained the consent of its auditors for inclusion of the audited financial information.

FYE FYE FYE
2006 Total 2005 Total 2004 Total
REVENUES AND OTHER SUPPORT
Local Support
5720 Service Rendered - Schools $ 1,365 $ - 0% -
5740 Other Revenues from Local Sources 194,837 138,456 279,409
Other Revenues - 54,561 31,550
5750 Food Services Sales 42,756 - 718
Total Local Support 238,958 193,017 311,677
State Program Revenues
5810 Foundation School Program Act Revenue 6,740,660 4,990,023 2,492,919
5820 State Program Revenues Distributed by
Texas Education Agency 29,866 26,695 11,800
5830 State Revenues from State of Texas Government
Agencies (Other than TEA) 90,263 70,270 52,469
Total State Program Support 6,860,789 5,086,988 2,557,188
Federal Program Revenues
5920 Federal Revenues Distributed by TEA 1,711,960 636,266 552,487
Net assets released from restriction
Restrictions statisfied by payments - - -
TOTAL REVENUES $ 8,811,707 $ 5,916,271 $ 3,421,352
EXPENSES
Instruction 4,032,395 2,914,930 1,830,133
Instructional Resources and M edia Services 27,284 34,485 29,606
Curriculum Development and Instructional
Staff Development 136,529 32,377 15,694
School Leadership 383,900 149,937 77,618
Instructional Leadership - 3,128 233
Guidance, Counseling and Evaluation
Services 3,870 1,485 -
Health Services 78,026 49,989 2,636
Student (Pupil Services) 15,036 - -
Student (Pupil) Transportation - 347 264
Food Services 266,717 200,720 135,897
Cocurricular/Extracurricular Activities 50,241 62,108 10,595
General Administration 904,844 838,223 670,081
Plant Maintenance and Operations 2,064,499 1,207,427 672,883
Security and Monitoring Services 40,033 9,560 6,661
Data Processing Services 57,649 23,954 2,360
Fund Raising 121,731 -
Community Services - - 955
TOTAL EXPENSES $ 8,182,754 $ 5,528,670 $ 3,455,616
CHANGE IN NET ASSESTS 628,953 387,601 (34,264)
NET ASSETS — BEGINNING OF YEAR ASRESTATED 169,875 (210,207) (175,943)
NET ASSETS — END OF YEAR $ 798,828 $ 177,394 $ (210,207)
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Statements of Functional Expensesfor the Years Ended August 31, 2006, 2005, 2004

Thefollowing isderived from the Borrower’ saudited financial statementsfor fiscal years 2006, 2005, and 2004. The Borrower has not sought
or obtained the consent of itsauditorsfor inclusion of the audited financia information. For abreakdown of program services and support services, see
APPENDIX A.

FYE FYE FYE

2006 2005 2004

Services $ 488615  $ 320193  $ 178,115
Fundraising 121,731 - -

Administrative 7,572,408 5,208,477 3,277,501

Total Expenses  $ 8182754  $ 5528670  $ 3,455,616

Audited Financial Information

Audited financial statementsfor the Borrower for thefiscal years 2005 and 2006 areincluded herein as APPENDIX A. The Borrower hasnot
sought or obtained the consent of its auditors for inclusion of the audited financial statements.

Projections by the Borrower; Required Increasesin Attendance for Payment of Future Debt Service

TheBorrower has projected revenuesfor thefiscal yearsfrom 2006-2007 through 2011-2012 which include substantial increasesin revenues.
Such projections are attached hereto as APPENDIX B. See “RISK FACTORS-Dependence on the Operations of the Borrower—Growth of Student
Population” and “—Accuracy of Borrower Projections of Growth”. Theincreasein revenues contained in the Borrower’ s projections are based on both
stability in the system of charter schoolsin Texas, continued state funding at current levels, and growth in student populations. See“RISK FACTORS-
Dependence on the Operations of the Borrower” and “—Dependence on the State” and “ THE SY STEM OF CHARTER SCHOOLSIN TEXAS'.

The maximum annual combined debt service for the Bondsis $2,023,337.51 (2019). See Schedule 1 — Projected Debt Service. Based on the
analysisprovided by the Borrower, acopy of whichisreproduced asAPPENDIX B — PROFORMA FINANCIAL PLAN and, assuming the Borrower’s
projected operating expenditures (less any contingencies and surplus included in projections of expenses by the Borrower), student attendance of
approximately 258 or greater will support such projected maximum combined annual debt service and operating expenses.

Based on the projections of the Borrower, the debt service coverageisat least 1.25 timesthe annual principal and interest requirements of the
Bonds, less projected interest earnings on the debt service reserve fund. The projections by the Borrower assume State and local funding of
approximately $7,851 per average daily attendance.

THE SYSTEM OF CHARTER SCHOOLSIN TEXAS

General

The Texas legidature adopted the Texas charter school system in 1995 to offer publicly funded choices to parents within the public school
system. Texas law provides for three types of charters: home-rule school district charters, campus or campus program charters, and open-enrollment
charters. The Borrower’ s charter school operates under an open-enrollment charter. Under current statutes, the charter system effectively providesthe
same per student public funding for education(but not necessarily for capital needs) asis available to other public schools.

The State Board of Education may grant acharter on the application of an eligible entity for an open-enrollment charter school to operateina
facility of acommercial or nonprofit entity or aschool district, including a home-rule school district. “Eligible entity” includes certain institutions of
higher education, certain private or independent institutions of higher education, an organization (such as the Borrower) that is exempt from taxation
under section 501(c)(3), Internal Revenue Code of 1986, as amended, or a governmental entity.

For adiscussion of potential changes in the system of charter school financein Texas, see “RISK FACTORS — Dependence on the State.”
Limitation on Number of Charters Granted

The State Board of Education may, at thistime, grant atotal of not morethan 215 chartersfor open-enrollment charter schools. Applicantsare
required to meet financial, governing, and operating standards adopted by the Texas Commissioner of Education.
Authority Under Charter

An open-enrolIment charter school will provideinstructionto students at one or more elementary or secondary grade levelsas provided by the
charter; will be governed under the governing structure described by the charter; will retain authority to operate under the charter contingent on
satisfactory student performance as provided by statute; and does not have authority to impose taxes.

17

DAL:665623.3



An open-enrolIment charter school issubject to federal and State laws and rules governing public schools, but issubject to the Texas Education
Code and rules adopted under the Texas Education Code only to the extent the applicability of aprovision of the Texas Education Code or arule adopted
under the Code to an open-enrollment charter school is specifically provided.

An open-enrollment charter school has the powers granted to schools under Title 2, Texas Education Code (“ Title 2"), as amended, which
generally governs public primary and secondary education in Texas. An open-enrollment charter school is subject to any provisions of Title 2
establishing acriminal offense; prohibitions, restrictions, or requirements, as applicable, imposed by such title or arule adopted under Title 2 relating to
specific provisions governing the Public Education Information Management System (“PEIMS’), criminal history records; certain reading programs,
assessment instruments, and accel erated instruction; high school graduation; special education programs; bilingual education; pre-kindergarten programs;
extracurricular activities; discipline management practices; health and safety; public school accountability (including testing requirements, and
reguirements to report an educator’ s misconduct).

An open-enrolIment charter school ispart of the public school system of the State. The board members of the governing body of the school are
considered a governmental body for purposes of Chapters 551 and 552, Texas Government Code, as amended, governing open meetings and open
records. In mattersrelating to operation of the schoal, the school isimmune from liability to the same extent as a school district, and its employees and
volunteersareimmunefrom liability to the same extent as school district employees and volunteers. Members of the governing body of acharter school
areimmunefrom liability to the same extent asaschool district trustee. An employee of an open-enrollment charter school who qualifiesfor membership
in the Teacher Retirement System of Texaswill be covered under the system to the same extent aqualified employee of aschool district iscovered. 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.

An open-enrollment charter school must 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.

State Funding

Prior to August 31, 2001, an open-enrollment charter school was entitled to the distribution from the available school fund for a student
attending the open-enrollment charter school to which the district in which the student resideswould beentitled. A student attending an open-enrollment
charter school who is eligible under Section 42.003, Texas Education Code, is entitled to the benefits of the Foundation School Program. The
Commissioner of Education will distribute from the foundation school fund to each charter school an amount equal to the cost of a Foundation School
Program provided by the program for which the charter is granted, including the transportation allotment, for the student that the district in which the
student resides would be entitled to, less an amount equal to the sum of the school’ stuition receipts from the local district plusthe school’ sdistribution
fromtheavailable school fund. Thisprior law providesthe basisfor aportion of the State Funding avail able to charter schoolsand more fully described
below.

Commencing August 31, 2001, a charter holder is entitled to receive for the open-enrollment charter school funding asif the school were a
school district without atier one local share for purposes of Tier One and without any local revenue (“LR”) for purposes of Tier Two. In determining
funding for an open-enrollment charter school, adjustments under State law and the district enrichment tax rate (“DTR”) are based on the average
adjustment and average district enrichment tax rate for the State. An open-enrollment charter school is entitled to funds that are available to school
districts from the Texas Education Agency or the Commissioner in the form of grants or other discretionary funding unless the statute authorizing the
funding explicitly providesthat open-enrollment charter schoolsare not entitled to the funding. The commissioner may adopt rulesto provide and account
for state funding of open-enroliment charter schools.

Fundsreceived from the State by acharter holder are considered to be public fundsfor all purposesunder State law and are held in trust by the
charter holder for the benefit of the students of the open-enrollment charter school.

An open-enrollment charter school operating on September 1, 2001, including the Borrower’ s schools, receives:

for the 2006-2007 school year, 60 percent of its funding according to the law in effect on August 31, 2001, and
40 percent of its funding according to the change;

for the 2007-2008 school year, 50 percent of its funding according to the law in effect on August 31, 2001, and
50 percent of its funding according to the change;

for the 2008-2009 school year, 40 percent of its funding according to the law in effect on August 31, 2001, and
60 percent of its funding according to the change;

for the 2009-2010 school year, 30 percent of its funding according to the law in effect on August 31, 2001, and
70 percent of its funding according to the change;

for the 2010-2011 school year, 20 percent of its funding according to the law in effect on August 31, 2001, and
80 percent of its funding according to the change;

for the 2011-2012 school year, 10 percent of its funding according to the law in effect on August 31, 2001, and 90 percent of its
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funding according to the change;

and for the 2012-2013 school year and subsequent school years, 100 percent of its funding according to the change.

Thefollowing discussion of school district funding rel atesto the Borrower through the charter school funding formulasdescribed above. Asthe
abovetimelineindicatesthe funding formulafor the Borrower isin transition from being based on each student’ sresident district’ s characteristicsto being
based on State averages for al districts.

Generally, astudent isentitled to the benefits of the Foundation School Program if the student is 5 years of age or older and under 21 years of
age on September 1 of the school year and has not graduated from high school. A student is also entitled to the benefits of the Foundation School
Program if the student is enrolled in certain pre-kindergarten classes.

The Foundation School Program providesfor (1) State guaranteed basic funding allotments per student (“Tier One”) and (2) State guaranteed
revenues per student per penny of local tax effort to provide operational funding for an “enriched” educational program (“Tier Two").State funding
allotments may be atered and adjusted in certain circumstances to account for shortages in State appropriations or to allocate available funds in
accordance with wealth equalization goals. Tier One allotments areintended to provide abasic program of education rated academically acceptable and
meeting other applicable legal standards. If needed, the State will subsidize local tax receipts to produce a basic allotment. The basic allotment is
currently $2,537 per student in average daily attendance. To receivethe State subsidy, alocal school district must levy an effective property tax of at least
$0.86 per $100 of assessed valuation.

Tier Two allotments areintended to guarantee each school district an opportunity to provide abasi ¢ program and to supplement that program at
alevel of itsown choice. Each school district is guaranteed a specified amount per weighted student in State and local funds. The guaranteed specified
amount per weighted student in State and local fundsfor each cent of tax effort (the Tier Two allotment) is $31.95, in part to fund the costs of the school
district health care system described below. The State' s share of the school district’ s health care system is funded, in general terms, by a dedication of
75% of the additional funds to which a school district is entitled due to the increase in the equalized wealth level or the Tier Two allotment.

The Borrower’ stotal per student funding budgeted for the 2006-2007 fiscal year is approximately $7,851 per average daily attendance. The
Borrower’s historical total per student funding for those campuses included in the Project is provided below:

2006-07® 2005-06 2004-05 2003-04 2002-03 2001-02

Enrollment 1,779 1,196 811 361 321 288
ADA® 1,743 1,172 795 349 312 275
% Attendance 97.98 97.98 98.03 96.68 97.20 95.49
Total State Funding $13,684,817 $10,033,326  $5,337,191 $2,151,209  $1,811,038  $1,887,671
Funding per ADA $7,851 $8,561 $6,713 $6,164 $5,805 $6,864
@ Projected

® Average Daily Attendance

Local Funding

Except as specifically provided, an open-enrolIment charter school isentitled to receive payments (referred to astuition) from the school district
in which a student attending the charter school resides, in an amount equal to the quotient of the tax revenue collected by the school district for
maintenance and operations for the school year for which tuition is being paid divided by the sum of the number of students enrolled in the district as
reported in the Public Education Information Management System (PEIMS), including the number of students for whom the district is required to pay
tuition. Thetuition to be paid by aschool district with awealth per student that exceeds the equalized wealth level under Chapter 41, Texas Education
Code, as amended, will be based on the district’ s tax revenue after the district has acted to achieve the equalized wesalth level under Chapter 41.

An open-enrollment charter school may not charge tuition to its students.

Because the amount received by the charter school from thelocal district is based onthelocal district’s per student tax revenue, per student
revenue for the charter school will vary depending on the taxes levied by the student’ s home district.
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Provisions of Open-Enrollment Charters

Under State statute, the State Board of Education hasthe authority to select applicantsto establish open-enrolIment charter schools. The Board
has adopted an application form and procedures for applicationsto operate an open-enrollment charter school. The Board hasalso adopted criteriato use
in selecting a charter recipient.

Each charter granted must describe the educational program to be offered, which must include the required curriculum as provided by statute,
specify the period for which the charter or any charter renewal is valid; provide that continuation or renewal of the charter is contingent on acceptable
student performance on assessment instruments and on compliance with any accountability provision specified by the charter, by adeadlineor at intervals
specified by the charter; establish the level of student performance that is considered acceptable; specify any basis, in addition to a basis specified by
statute, on which the charter may be placed on probation or revoked or on which renewal of the charter may be denied; prohibit discrimination in
admission policy on the basis of sex, national origin, ethnicity, religion, disability, academic or athletic ability, or the district the child would otherwise
attend in accordance with the Texas Education Code; specify the grade levelsto be offered; describe the governing structure of the program; specify the
powers and duties of the governing body of the school; specify the manner in which the school will distribute certain information to parents; describethe
process by which the person providing the program will adopt an annual budget; describe the manner in which an annual audit of the financial and
programmatic operations of the program isto be conducted, including the manner in which the person providing the program will provideinformation
necessary for the school district in which the program is|located to participate, as required by this code or by State Board of Education rule, in PEIMS;
describe the facilities to be used; describe the geographical area served by the program; and specify any type of enrollment criteria to be used.

The grant of a charter school does not create an entitlement to renewal of the charter. A revision of a charter of an open-enrollment charter
school may be made only with the approval of the State Board of Education.

Not more than once a year, an open-enrollment charter school may request approval to revise the maximum student enrollment.
Basisfor Modification, Placement on Probation, Revocation, or Denial of Renewal

The Commissioner of Education may modify, place on probation, revoke, or deny renewal of the charter of an open-enrollment charter school if
the Commissioner determinesthat the charter holder committed amaterial violation of the charter, including failure to satisfy accountability provisions
prescribed by the charter; failureto satisfy generally accepted accounting standards of fiscal management; failureto protect the health, safety, or welfare
of students; or failureto comply with any applicablelaw or rule. The action by the Commissioner with respect to modification, probation, revocation, or
denial of renewal of a charter must be based on the best interest of the school’ s students, the severity of the violation, and any previous violation the
school has committed. The Commissioner will adopt a procedure to be used for modifying, placing on probation, revoking, or denying renewal of the
charter of an open-enrollment charter school.

If the Commissioner revokes or deniestherenewal of acharter of an open-enrollment charter school, or if an open-enrollment charter school
surrendersitscharter, the school may not continueto operate or receive State funds except that an open-enrollment charter school may continueto operate
and receive State fundsfor the remainder of aschool year if the Commissioner deniesrenewal of the school’ scharter before the completion of that school
year.

The Commissioner may take certain disciplinary actions available for public schools generally to the extent the Commissioner determines
necessary, if an open-enrollment charter school commits a material violation of the school’s charter, fails to satisfy generally accepted accounting
standards of fiscal management, or failsto comply with the requirements of the Texas Education Code, Chapter 12, Subchapter D, as amended, or other
applicable state and/or federal law or rule, as determined by the Commissioner under Section 100.1022 and Section 100.1021, Chapter 100, Subchapter
AA of Commissioner’s Rules Concerning Open-Enrollment Charter Schools, 26 Tex Reg 8823 adopted effective November 6, 2001, amended to be
effective Aril 6, 2005, 30 Tex Reg 1911, adopted April 6, 2005. The Commissioner may temporarily withhold funding, suspend the authority of an open-
enrollment charter school to operate, or take any other reasonabl e 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 adanger to the health, safety, or welfare of the students. After
the Commissioner so acts, the open-enrollment charter school may not receive funding and may not resume operating until adetermination ismadethat,
despiteinitial evidence, the conditions at the school do no present adanger of material harm to the health, safety, or welfare of students; or the conditions
at the school that presented a danger of material harm to the health, safety, or welfare of the students have been corrected.

Annual Evaluation

The Commissioner must designate an impartial organization with experience in evaluating school choice programs to conduct an annual
evaluation of open-enrollment charter schools. The evaluation must include consideration of students scores on assessment instruments, student
attendance, students’ grades, incidentsinvolving student discipline, socioeconomic dataon students' families, parents' satisfaction with their children’s
school, and students’ satisfaction with their school. The evaluation of open-enrollment charter schools must also include an evaluation of : the costs of
instruction, administration, and transportation incurred by open-enrollment charter schools; the effect of open-enrollment charter schools on school
districts and on teachers, students, and parents in those districts; and other areas determined by the Commissioner.
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STATE AND LOCAL FUNDING OF SCHOOL DISTRICTSIN TEXAS
Funding Changesin Response to West Orange-Covel|

In responseto the Texas Supreme Court decision in West Orange-Cove Consolidated I ndependent School District, et. a. v. Neeley, et. al. (West
Orange-Covell), the Governor called athird specia session of the 79th L egidlature to addressthe deficienciesin the Texas Public School Finance System
(the“ Finance System™) that wereidentified in West Orange-Covell. The special called session began on May 17, 2006 and ended on May 15, 2006 (the
“Third Called Session”). Inthe Third Called Session, the Legislature enacted House Bill 1 (*HB 1"), which makes substantive changesin the way the
Finance System is funded, as well as House Bill 2 (“HB 2"), which establishes a special fund in the Texas state treasury to be used to collect new tax
revenues that are dedicated under certain conditions for appropriation by the Legislature to reduce the operation and maintenance tax rates of Texas
School Districts (the“O& M Tax Rates’). Through enactment of House Bills 3, 4 and 5 the Legislature has, respectively, broadened the State business
franchisetax, modified the procedures for assessing the State motor vehicle salesand usetax and increased the State tax on tobacco products (House Bills
1through 5 are collectively referred to asthe“ Reform Legidation”). The Reform Legislation generally became effective at the beginning of the 2006-07
fiscal year of each public school.

Possible Effects of Litigation and Changesin Law on Public School Obligations

In the future, the Legidature could enact additional changes to the Finance System which could benefit or be a detriment to public schools
depending upon avariety of factors, including thefinancial strategiesthat the Borrower hasimplemented inlight of past funding structures. Although, as
amatter of law, the Bonds, upon issuance and delivery, will be entitled to the protections afforded previously existing contractual obligations under the
Contract Clauses of the U.S. and Texas Constitutions, the Borrower can make no representationsor predictions concerning the effect of futurelegisation
or litigation, or how such legisation or future court orders may affect the Borrower'sfinancial condition, revenuesor operations. Thedisposition of any
possible future litigation or the enactment of future legislation to address school funding in Texas could substantially adversely affect the financial
condition, revenues or operations of the Borrower, as noted herein.

On June 14, 2006, an entity called Citizens Lowering Our Unfair Taxes PAC (“CLOUT”) filed alawsuit (case number GN602156) in the 345"
District Court (the“District Court”) in Travis County, Texas against the Texas Lieutenant Governor, the Speaker of the Texas House of Representatives,
the Texas Comptroller of Public Accounts, the State of Texasand the L egidative Budget Board (“LBB”) in acase styled Edd Hendee, individually and as
Executive Director of C.L.O.U.T.v. Dewhurst, et al. (the“ CLOUT Lawsuit”). The plaintiffsallegethat variousviolations of Article V111, Section 22(a) of
the Texas Constitution and Chapter 316 of the Texas Government Code have occurred and have resulted in unconstitutional and illegal spending by the
Texas State government, including the appropriations made for the Texas public school Finance System under HB 1. (See “CURRENT PUBLIC
SCHOOL FINANCE SYSTEM — General” for a discussion regarding HB 1). Among other things, the plaintiffs challenge the methodology used to
establish the maximum amount of non-dedicated revenues that may be spent in the 2006-2007 State biennium under Article V111, Section 22(a) and the
delegation of the determination of such amount to the LBB. The plaintiffs have requested, among other things, a declaratory judgment that the
appropriation for the Finance Systemin HB 1 isunconstitutional onthebasisthat it exceedsthe maximum amount of appropriationsauthorized by Article
VIII, Section 22(a). The State Attorney General, on behalf of the Texas Lieutenant Governor, the Speaker of the TexasHouse of Representative, the State
of Texasand the LBB (collectively, the” State Defendants”) filed an answer to the suit which included ageneral denial of theallegations of the plaintiffs
and, in addition, asserted certain affirmative defenses to the suit. The Texas Comptroller of Public Accountsfiled a separate answer and statement of
realignment with the plaintiffs. On August 7, 2006, the District Court granted a motion filed by the State Defendants to dismiss the suit on the grounds
that theissuesraised by the suit are strictly within the province of the Legislature and the LBB. The plaintiffs appeal ed the District Court’ sdismissal of
thesuit. On April 17, 2007, the State’s Third Court of Appeals affirmed in part the District Court’s dismissal of the CLOUT Lawsuit, confirming the
holding of the District Court that the plaintiff’s assertion of unlawful delegation waswithout merit. However, the Third Court of Appealsreversed the
District Court on other grounds and remanded the case to the District Court for additional review of allegations made by the plaintiffs that question
whether the amount appropriated by the Legislaturein HB 1 for the 2006-07 fiscal year violated the Spending Limit Provision. The Borrower can make
no representation or prediction concerning the outcome of the CLOUT Lawsuit or its effects on HB 1 and, consequently, its impact on the financial
condition of the Borrower.

CURRENT PUBLIC SCHOOL FINANCE SYSTEM
General

Thefollowing description of the Finance System includesthe provisions of the Reform Legidation. For amore complete description of school
finance and fiscal management in the State, reference is made to Chapters 41 through 46, Texas Education Code, as amended.

The Reform Legidation, which generally became effective at the beginning of the 2006-07 fiscal year, made substantive changesto the manner
in which the Finance System is funded, but did not modify the basic structure of the Finance System. While the goal of these changesto the Finance
System are intended to reduce local school taxes by one third over two years, these changes have had a positive effect upon charter school funding.

Under the Finance System, State funds to public schools are increased in a manner intended to offset the reduction in school tax rates. The
additional State funding needed to offset local tax rate reductions must be generated by the modified State franchise, motor vehicle and tobacco taxes or
any other revenue source appropriated by the Legislature. The LBB has projected that the Reform Legislation will be underfunded from the Reform
Legidation revenue sources by a cumulative amount of $25 billion over fiscal years 2006-07 through 2010-11, although current State surpluses are
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expected to offset the revenue shortfal in fiscal years 2006-07 and 2007-08, and the shortfall could be further reduced if the Reform Legidlation,
particularly the ad valorem tax compression measures of HB 1 should prove to be an economic stimulus for the State.

In addition, school districtsand charter schoolsare guaranteed to receive a$2,000 across-the-board salary increase for teachers and certain other
employees funded by the State, a $500 stipend for public school employee health insurance and a high school student allotment of $275 per student in
average daily attendance for dropout prevention and college readiness programs.

In addition to making changes to the Finance System that are generally described above, HB 1 modifies other laws. Among other reform
measuresincluded in HB 1 are provisions mandating that all public schoolsin the State start the school year on auniform date; establishing a statewide
electronic student records system; requiring the Commissioner and the Texas Higher Education Coordinating Board to align high school and college
curriculums; and establishing approximately $300 million in incentive pay programs for campus and teacher incentive programs.

State Funding for Local Public Schools

The Finance System providesfor (1) State guaranteed basic funding allotments per student (“ Tier One”) and (2) State guaranteed revenues per
student for each cent of local tax effort to provide operational funding for an “enriched” educational program (“Tier Two”).Tier One and Tier Two
allotments represent the State funding share of the cost of maintenance and operations of public schoolsin Texas and supplement local ad valorem O& M
Taxes levied, by public schoals, for that purpose. Tier One and Tier Two allotments are generally required to be funded each biennium by the
Legidlature.

Tier One alotments are intended to provide a basic program of education rated academically acceptable and meeting other applicable legal
standards. Tier Two allotmentsareintended to guarantee each public school an opportunity to provide abasic program and to supplement that program at
alevel of its own choice, however Tier Two allotments may not be used for the payment of debt service or capital outlay.

The Borrower may also qualify for an allotment for operational expenses associated with opening new instructional facilities. Thisfunding
source may not exceed $25,000,000 in one school year on a State-wide basis. For the first school year in which students attend a new instructional
facility, aschool is entitled to an alotment of $250 for each student in average daily attendance at the facility. For the second school year in which
students attend that facility, apublic school isentitled to an allotment of $250 for each additional student in average daily attendance at thefacility. The
new facility operational expense allotment will be deducted from wealth per student for purposes of cal culating apublic school's Tier Two State funding.

BOOK-ENTRY ONLY SYSTEM

This section describes how ownership of the Bondsisto betransferred and how the principal of, premium, if any, and interest onthe Bondsare
to be paid to and accredited by DTC whilethe Bonds are registered in its nominee name. The information in this section concerning DTC and the Book-
Entry-Only System has been provided by DTC for use in disclosure documents such as this Official Statement. The Issuer believes the source of such
information to be reliable, but takes no responsibility for the accuracy or completeness thereof.

The Depository Trust Company (“DTC"), New York, NY, will act as securities depository for the Bonds (herein, the “Securities’). The
Securitieswill beissued asfully-registered securitiesinthe name of Cede & Co. (DTC' spartnership nominee) or such other name asmay be requested by
an authorized representative of DTC. Onefully-registered certificatewill beissued for eachissue of the Securities, each in the aggregate principal amount
of such issue, and will be deposited with DTC.

DTC, theworld' slargest depository, isalimited-purposetrust company organized under the New Y ork Banking L aw, a“banking organization”
within the meaning of the New Y ork Banking Law, a member of the Federal Reserve System, a“ clearing corporation” within the meaning of the New
Y ork Uniform Commercial Code, and a“clearing agency” registered pursuant to the provisions of Section 17A of the Securities and Exchange Act of
1934. DTC holds and provides asset servicing for over 2.2 millionissues of U.S. and non U.S. equity issues, corporate and municipal debt issues, and
money market instrumentsfrom over 100 countriesthat DTC' s participants (“ Direct Participants’) deposit with DTC. DTC also facilitatesthe 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. Thiseliminatesthe 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. DTCisa
wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC, in turn, isowned by a number of Direct Participants of
DTC and Members of the National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging Markets Clearing Corporation
(NSCC, FICC, and EMCC, also subsidiariesof DTCC), aswell asby the New Y ork Stock Exchange, Inc., the American Stock Exchange LLC, and the
Nationa Association of Securities Dedlers, Inc. Accessto the DTC system isalso available to others such asboth 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 Standard & Poor’ shighest rating: AAA. The DTC Rules applicabletoitsParticipantsareonfile
with the Securities and Exchange Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of Securitiesunder the DTC system must be made by or through Direct Participants, which will receiveacredit for the Securitieson
DTC' srecords. The ownership interest of each actual purchaser of each Security (“Beneficial Owner”) isin turnto berecorded on the Direct and Indirect
Participants' records. Beneficial Ownerswill not receivewritten confirmationsfrom DTC of their purchase. Beneficial Ownersare, however, expected to
receive written confirmations providing details of the transaction, aswell as periodic statements of their holdings from the Direct or Indirect Participant
through which the Beneficial Owner entered into thetransaction. Transfers of ownership interestsin the Securitiesare to be accomplished by entriesmade
on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Ownerswill not receive certificates representing their
ownership interests in Securities, except in the event that use of the book-entry system for the Securitiesis discontinued.
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To facilitate subsequent transfers, all Securities 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 Securitieswith DTC and their
registration in the name of Cede & Co. or such other nominee, do not effect any change in beneficial ownership. DTC has no knowledge of the actual
Beneficia Owners of the Securities; DTC' srecords reflect only the identity of the Direct Participants to whose accounts such Securities 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 communicationsby DTC to Direct Participants, by Direct Participantsto 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
requirementsasmay bein effect from timeto time. Beneficial Owners of Securities may wish to take certain stepsto augment the transmission to them of
notices of significant eventswith respect to the Securities, such asredemptions, tenders, defaults, and proposed amendmentsto the Security documents.
For example, Beneficial Owners of Securities may wish to ascertain that the nominee holding the Securities for their benefit has agreed to obtain and
transmit noticesto Beneficial Owners. Inthedternative, Beneficial Owners may wish to provide their names and addressesto the registrar and request
that copies of the notices be provided directly to them.

Redemption noticesshall besent to DTC. If lessthan all of the Securitieswithin anissue are being redeemed, DTC' spracticeisto determine by
lot the amount of the interest of each Direct Participant in such issue to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Securities unless authorized by a Direct
Participant in accordance with DTC’ s 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.’sconsenting or voting rightsto those Direct Partici pants to whose accounts Securities are credited
on the record date (identified in alisting attached to the Omnibus Proxy).

Redemption proceeds, distributions, and dividend payments on the Securities 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 I ssuer or Trustee on the payable date in accordance with their respective holdings shown on DTC’ srecords.
Payments by Participantsto Beneficial Ownerswill be governed by standing instructions and customary practices, asisthe case with securitiesheld for
the accounts of customersin bearer form or registered in “ street name,” and will bethe responsibility of such Participant and not of DTC nor itsnominee,
the Trustee, or the Issuer, subject to any statutory or regulatory requirements as may bein effect from time to time. Payment of redemption proceeds,
distributions, and dividend payments to Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is the
responsibility of the I ssuer or the Trustee. Disbursement of such paymentsto Direct Participantswill betheresponsibility of DTC, and reimbursement 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 Securities at any time by giving reasonable noticeto the | ssuer or
the Trustee. Under such circumstances, in the event that a successor securities depository isnot obtained, Security certificates are required to be printed
and delivered.

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

Theinformation in this section concerning DTC and DTC’ s book-entry system has been obtained from sources that the Issuer believesto be
reliable, but the Issuer takes no responsibility for the accuracy thereof.

RATING

Standard and Poor’ s Ratings Group (“ S& P") has assigned its municipal rating of “BB+" to the Bonds. An explanation of the rating may be
obtained from S&P. Therating reflectsonly the view of S& P and the Borrower makes no representation asto the appropriateness of therating. Thereis
no assurance that such rating will continue for any given period of time or that it will not be revised downward or withdrawn entirely by S& P if in the
judgment of S& P, circumstances so warrant. Any such downward revision or withdrawal of such rating may have an adverse effect on the market price of
the Bonds.

THE ISSUER
Creation and Authority

Texas Public Finance Authority Charter School Finance Corporation is a public non-profit corporation created by the Texas Public Finance
Authority (the“ Authority”) and existing asan instrumentality of the Authority pursuant to Section 53.351 of the Texas Education Code, asamended (the
“Act”). Pursuant to the Act, the Issuer is authorized to issue revenue bonds and to lend the proceeds thereof to any accredited ingtitutions of higher
education, secondary schools, and primary schools, and to authorized charter schoolsfor the purpose of aiding such schoolsin financing or refinancing
“educational facilities” and “housing facilities’ (as such termsare defined in the Act) and facilitieswhich areincidental, subordinate, or related thereto or
appropriate in connection therewith.

All of the Issuer’ sproperty and affairsare controlled by and all of itspower isexercised by aboard of directors (the*Board") consisting of three
members, each of whom has been appointed by the Board of Directors of the Authority. Board members servetwo-year terms, and each Board member
may serve an unlimited number of two-year terms.
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The officers of the Issuer consist of apresident, avice president, and a secretary, each selected by the Board from among its members, whose
terms of office may not exceed two years and whose duties are described in the | ssuer’ sbylaws. All officersare subject to removal from office, with or
without cause, at any time by avote of amajority of the entire Board, while vacancies may be filled by avote of a mgjority of the Board.

Neither Board membersnor officersreceive compensation for serving as such, but they are entitled to reimbursement for expensesincurredin
performing such service.

Thelssuer hasno assets, property, or employees. The staff of the Authority providesadministrative and legal support to the I ssuer
pursuant toa contract. THE ISSUER HASNO TAXING POWER.

Thelssuer isreceiving afee of approximately $5,000 in connection with theissuance of the Bonds, which amount shall be paid to the Authority
and may be used by the Authority for any lawful purpose.

Except for theissuance of the Bonds, the | ssuer isnot in any manner related to or affiliated with the Borrower. Thelssuer hasissued the Bonds
and |loaned the proceeds to the Borrower pursuant to the Loan Agreement solely to carry out the Issuer’s statutory purposes as a higher education
authority, and the | ssuer makes no representationsor warranties asto the Borrower, including specifically the operation by the Borrower of itsschoolsas
open enrollment charter schools or the Borrower’ s ability to make any payments under the Loan Agreement. The Borrower has agreed to indemnify the
Issuer for certain matters under the Loan Agreement.

THE TRUSTEE

Amegy Bank National Association, Houston, Texas, will act asinitial Trustee under the Indentureand initial Master Trustee under the Master
Indenture. The Borrower maintainsbanking relationshipsin the ordinary course of businesswith Amegy Bank National Association, Houston, Texas, and
its affiliates.

LEGAL MATTERS
L egal Proceedings

Delivery of the Bondswill be accompanied by the unqualified approving legal opinion of the Attorney General of Texasto the effect that the
Bondsarevalid and legally binding limited obligations of the | ssuer under the Constitution and laws of the State of Texas payable from and secured by a
lien on and pledge of the payments designated as L oan Paymentsto be paid, or caused to be paid, to the Trustee, pursuant to the Indenture and the Loan
Agreement, as evidenced by the Issuer Master Notes, based upon their examination of atranscript of certified proceedingsrelating to theissuance and sale
of the Bonds, and the approving legal opinion of Vinson & ElkinsL.L.P., Houston, Texas, Bond Counsdl, in substantially the form attached hereto as
APPENDIX C.

Bond Counsel was not requested to participate and did not take part in the preparation of the Official Statement, and such firm has not assumed
any responsibility with respect thereto or undertaken independently to verify any of theinformation contained therein, except that, initscapacity asBond
Counsel, such firm hasreviewed theinformation appearing inthis Official Statement under the captions“ SECURITY AND SOURCE OF PAYMENT,”
“THEBONDS” “LEGAL MATTERS,” “TAX MATTERS,” “THE SY STEM OF CHARTER SCHOOLSIN TEXAS,” “LEGAL INVESTMENT AND
ELIGIBILITY TO SECURE PUBLIC FUNDS IN TEXAS” “CONTINUING DISCLOSURE OF INFORMATION,” “APPENDIX D -
SUBSTANTIALLY FINAL FORM OF THE MASTER INDENTURE,” “APPENDIX E—SUBSTANTIALLY FINAL FORM OF THE INDENTURE,”
and “APPENDIX F — SUBSTANTIALLY FINAL FORM OF THE LOAN AGREEMENT” solely to determine whether such information fairly
summarizes the documents referred to therein and is correct as to matters of law.

No-Litigation Certificates

The Issuer will furnish the Underwriter a certificate, executed by both the President and Secretary of the Issuer, and dated as of the date of
delivery of the Bonds, to the effect that there is not pending, and to their knowledge, thereis not threatened, any litigation affecting the validity of the
Bonds, or the collection of Loan Paymentsfor the payment thereof, or the organization of the I ssuer, or thetitle of the officersthereof to their respective
offices.

The Borrower will furnish the Underwriter acertificate, executed by both the President and Secretary of the Borrower, and dated as of the date
of delivery of the Bonds, to the effect that thereis not pending, and to their knowledge, thereisnot threatened, any litigation affecting the validity of the
Bonds, or the payment of Loan Paymentsfor the payment thereof, or the organi zation of the Borrower, the granting of the Charter, thevalidity of theLoan
Agreement, the Issuer Master Notes, the Deed of Trust, or the title of the officers thereof to their respective offices.

TAX MATTERS
Tax-Exempt Bonds

In the opinion of Vinson & ElkinsL.L.P., Bond Counsel, assuming compliance with certain covenants and based on certain representations,
(i) interest onthe Series 2007A Bonds (the“ Tax-Exempt Bonds”) isexcludable from grossincomefor federal incometax purposesunder existing law, (ii)
the Tax-Exempt Bondsare “ qualified 501(c)(3) bonds’ under the Code, and (iii) interest on the Tax-Exempt Bondsisnot anitem of tax preferencethat is
includabl e in the alternative minimum taxableincomefor purposes of determining the alternative minimum tax on individuals and corporations, except as
described below in the discussion regarding the adjusted current earnings adjustment for corporations.
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The Codeimposes anumber of requirementsthat must be satisfied for interest on state or local obligations, such asthe Tax-Exempt Bonds, to
be excludable from gross income for federal income tax purposes. These requirements include a requirement that the Borrower be a tax-exempt
organi zation described in section 501(c)(3) of the Code, limitations on the use of bond proceeds and the source of repayment of bonds, limitationson the
investment of bond proceeds prior to expenditure, arequirement that excess arbitrage earned on theinvestment of bond proceedsbe paid periodically to
the United States, and arequirement that the I ssuer filean information report with the IRS. The Borrower and the I ssuer have covenanted in the Indenture
and the Loan Agreement that they will comply with these requirements.

For purposes of their opinion that the Tax-Exempt Bonds are “ qualified 501(c)(3) bonds,” Bond Counsel will rely upon representations of the
Issuer, the Borrower, and the Underwriter in the No-Arbitrage Certificate and the Certificate Regarding Section 501(c)(3) Statusand Use of Proceeds (the
“Tax Certificates’), the Indenture, and the Loan Agreement and will assume continuing compliance with the covenants of the Tax Certificates, the
Indenture, and the Loan Agreement pertaining to those sections of the Code that affect the status of the Borrower as an organization described in
section 501(c)(3) of the Code and the exclusion from gross income of interest on the Tax-Exempt Bonds for federal income tax purposes. In addition,
Bond Counsel will rely on representations by the | ssuer, the Borrower, and the Underwriter with respect to matters solely within the knowledge of the
Issuer, the Borrower, and the Underwriter, respectively, which Bond Counsel has not independently verified.

If the Borrower or the I ssuer should fail to comply with the covenantsin the Tax Certificates, the Indenture, and/or the Loan Agreement or the
foregoing representations should be determined to beincorrect, inaccurate, or incomplete, interest on the Tax-Exempt Bonds could becomeincludablein
grossincomefor federal incometax purposesfrom the date of delivery of the Tax-Exempt Bonds, regardless of the date on which the event causing such
includability occurs.

The Code also imposes a 20% alternative minimum tax on the alternative minimum taxable income of a corporation (other than an S
corporation, regulated investment company, REIT, REMIC, or FASIT) if the amount of such alternative minimum tax is greater than the amount of the
corporation’ sregular incometax. Generally, acorporation’salternative minimum taxable incomeincludes 75% of the amount by which acorporation’s
adjusted current earnings exceeds the corporation’ s alternative minimum taxableincome. Becauseinterest on tax-exempt obligations, such asthe Tax-
Exempt Bonds, isincluded in a corporation’ s adjusted current earnings, ownership of the Tax-Exempt Bonds could subject a corporation to alternative
minimum tax consegquences.

Under the Code, taxpayersare required to report on their returnsthe amount of tax-exempt interest, such asinterest on the Tax-Exempt Bonds,
received or accrued during the year.

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

Bond Counsel’ sopinions are based on existing law, which is subject to change. Such opinionsare further based on Bond Counsel’ sknowledge
of facts as of the date thereof. Bond Counsel assumes no duty to update or supplement its opinions to reflect any facts or circumstances that may
thereafter come to Bond Counsel’s attention or to reflect any changes in any law that may thereafter occur or become effective. Moreover, Bond
Counsel’ s opinions are not a guarantee of result and are not binding on the IRS. Rather, such opinions represent Bond Counsel’ s legal judgment based
uponitsreview of existing statutes, regulations, published rulings, and court decisions as of the date of the opinion and the representations and covenants
of the I ssuer and the Borrower that it deems relevant to such opinions. The IRS has an ongoing audit program to determine compliance with rules that
relateto whether interest on state or local obligations, isincludablein grossincome for federal incometax purposes. No assurances can be given whether
or not the IRSwill commence an audit of the Tax-Exempt Bonds. If an audit iscommenced, in accordancewith itscurrent published procedures, the IRS
islikely to treat the I ssuer asthe taxpayer and the Beneficial Owners of the Tax-Exempt Bonds may not have aright to participate in such audit. Bond
Counsel observes that the Borrower has covenanted in the Loan Agreement not to take any action, or omit to take any action within its control, that if
taken or omitted, respectively, may result in treatment of interest on the Tax-Exempt Bondsasincludablein grossincomefor federal incometax purposes.

Collateral Tax Consequences

Prospective purchasers of the Tax-Exempt Bonds should be aware that the ownership of tax-exempt obligationsmay resultin collateral federal
incometax consequencesto financial institutions, lifeinsurance and property and casualty insurance companies, certain S corporationswith Subchapter C
earningsand profits, individual recipientsof Socia Security or Railroad Retirement benefits, taxpayerswho may be deemed to haveincurred or continued
indebtednessto purchase or carry tax-exempt obligations, individuals owning aninterestinaFASIT that holds tax-exempt obligations, and individuals
otherwise qualifying for the earned income credit. In addition, certain foreign corporations doing business in the United States may be subject to the
branch profitstax on their effectively-connected earnings and profits, including tax-exempt interest such as interest on the Tax-Exempt Bonds. These
categories of prospective purchasers should consult their own tax advisors as to the applicability of these consequences.

Tax Accounting Treatment of Tax-Exempt Original | ssue Discount Bonds

Theinitial offering price to be paid for certain Tax-Exempt Bonds (the “ Tax-Exempt Original Issue Discount Bonds’) may be less than the
principal amount thereof. 1n such case, the difference between (i) the amount payable at the maturity of each Tax-Exempt Original Issue Discount Bond,
and (ii) theinitial offering priceto the public of such Tax-Exempt Original Issue Discount Bond constitutes original issue discount with respect to such
Tax-Exempt Original |ssue Discount Bond in the hands of any owner who has purchased such Tax-Exempt Original |ssue Discount Bond at the initial
offering pricein theinitial public offering of the Tax-Exempt Original |ssue Discount Bonds. Generally, suchinitial owner isentitled to exclude from
grossincome (as defined in section 61 of the Code) an amount of income with respect to such Tax-Exempt Origina Issue Discount Bond equal to that
portion of the amount of such original issue discount allocableto the period that such Tax-Exempt Original |ssue Discount Bond continues to be owned
by such owner. Because original issue discount istreated asinterest for federal incometax purposes, the discussion regarding interest on the Bonds under
the caption “ Collateral Tax Consequences’ generally applies, except as otherwise provided below, to original issue discount on a Tax-Exempt Original
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Issue Discount Bond held by an owner who purchased such Tax-Exempt Original I1ssue Discount Bond at the initial offering pricein theinitial public
offering of the Tax-Exempt Original Issue Discount Bonds, and should be considered in connection with the discussion in this portion of the Official
Statement.

In the event of the redemption, sale, or other taxable disposition of such Tax-Exempt Original Issue Discount Bond prior to stated maturity,
however, the amount realized by such owner in excess of the basis of such Tax-Exempt Original Issue Discount Bond in the hands of such owner
(adjusted upward by the portion of the original issue discount allocable to the period for which such Tax-Exempt Original | ssue Discount Bond washeld
by such initial owner) isincludable in grossincome.

Theforegoing discussion is based on the assumptionsthat (i) the Underwriter has purchased the Bondsfor contemporaneous saleto the public
and (i) all of the Tax-Exempt Original Issue Discount Bonds have beeninitially offered, and a substantial amount of each maturity thereof hasbeen sold,
to the genera public in arm’s-length transactions for a price (and with no other consideration being included) not more than the initial offering prices
thereof. Neither the Borrower nor Bond Counsel has made any investigation or offersany comfort that the Tax-Exempt Original Issue Discount Bonds
will be offered and sold in accordance with such assumptions.

Under existing law, the original discount on each Tax-Exempt Original Issue Discount Bond accrues daily to the stated maturity thereof (in
amounts cal culated as described bel ow for asix-month period ending on the date before the semi-annual anniversary dates of the date of such Bondsand
ratably within each such six-month period) and the accrued amount isadded to an initial owner’ sbasisfor the Tax-Exempt Original |ssue Discount Bond
for purposes of determining the amount of gain or |oss recognized by such owner upon the redemption, sale, or other disposition thereof. The amount to
be added to basis for each accrual period is egual to (i) the sum of the issue price and the amount of original issue discount accrued in prior periods
multiplied by theyield to stated maturity (determined on the basis of compounding at the close of each accrual period and properly adjusted for thelength
of the accrual period) less (ii) the amounts payable as current interest during such accrual period on such Bond.

Thefederal incometax consequences of the purchase, ownership, and redemption, sale, or other disposition of the Tax-Exempt Original Issue
Discount Bondswhich are not purchased intheinitial offering may be determined according to ruleswhich differ fromthose described above. All owners
of the Tax-Exempt Original Issue Discount Bonds should consult their own tax advisors with respect to the determination for federal, state, and local
incometax purposes of interest accrued upon redemption, sale, or other disposition of the Tax-Exempt Original | ssue Discount Bondsand with respect to
the federal, state, local, and foreign tax consequences of purchase, ownership, redemption, sale, or other disposition of the Tax-Exempt Original Issue
Discount Bonds.

Tax Accounting Treatment of Tax-Exempt Original I ssue Premium

Theinitial offering pricefor certain of the Tax-Exempt Bonds may exceed the stated redemption price payable at maturity of the Tax-Exempt
Bonds. Such Tax-Exempt Bonds (the“ Tax-Exempt Premium Bonds") will be considered for federal incometax purposesto have“bond premium” equal
to theamount of such excess. The basis of a Tax-Exempt Premium Bond in the hands of aninitial owner isreduced by the amount of such excessthat is
amortized during the period such initial owner holds such Tax-Exempt Premium Bond in determining gain or lossfor federal incometax purposes. This
reductionin basiswill increase the amount of any gain or decrease the amount of any loss recognized for federal incometax purposes on the sale or other
taxable disposition of a Tax-Exempt Premium Bond by the initial owner. No corresponding deduction is alowed for federal income tax purposes,
however, for the reduction in basis resulting from amortizable bond premium. The amount of bond premium on a Tax-Exempt Premium Bond that is
amortizable each year (or shorter periodin the event of asale or disposition of a Tax-Exempt Premium Bond) is determined using theyield to maturity on
the Tax-Exempt Premium Bond based on theinitial offering price of such Tax-Exempt Premium Bond.

Thefederal incometax consequences of the purchase, ownership, and redemption, sale, or other disposition of Tax-Exempt Premium Bondsthat
are not purchased in theinitial offering at theinitial offering price may be determined according to rules which differ from those described above. All
owners of Tax-Exempt Premium Bonds should consult their own tax advisors with respect to the determination for federal, state, and local income tax
purposes of amortized bond premium upon the redemption, sale, or other disposition of a Tax-Exempt Premium Bond and with respect to the federal,
state, local, and foreign tax consequences of the purchase, ownership, and sale, redemption, or other disposition of such Tax-Exempt Premium Bonds.

Taxable Bonds

Thefollowing discussion describes certain U.S. federal incometax considerationsof U.S. personsthat are beneficial owners (“Owners’) of the
Series2007B Bonds (the“ Taxable Bonds”). Thisdiscussion isbased upon the provisionsof the Code, applicable Treasury Regulations promulgated and
proposed thereunder, judicia authority, and administrative interpretations, as of the date hereof, al of which are subject to change, possibly with
retroactive effect, or are subject to different interpretati ons. Owners cannot be assured that the IRSwill not challenge one or more of thetax consequences
described herein, and neither the Borrower nor Bond Counsel has obtained, nor does the Borrower or Bond Counsel intend to obtain, aruling from the
IRSwith respect to the U.S. federal tax consegquences of acquiring, holding, or disposing of the Taxable Bonds. Thissummary islimitedtoinitial holders
who purchasethe Taxable Bondsfor cash at their “issueprice” (which will equal thefirst price at which asubstantial portion of the Taxable Bondsis sold
for cash to persons other than bond houses, brokers, or similar persons or organizations acting in the capacity of underwriters, placement agents, or
wholesalers) and who hold the Taxable Bonds as capital assets (generally property held for investment).

This summary does not discuss all of the tax consequences that may be relevant to an Owner in light of its particular circumstances or to
Ownerssubject to special rules, such ascertain financial institutions, insurance companies, tax-exempt organizations, foreign taxpayers, taxpayerswho
may be subject to the alternative minimum tax on personal holding company provisions of the Code, dealersin securitiesor foreign currencies, or Owners
whosefunctional currency (as defined in Section 985 of the Code) isnot the U.S. dollar. Except asstated herein, thissummary describesno federal, state,
or local tax consequences resulting from the ownership of, receipt of interest on, or disposition of, the Taxable Bonds. Investors who are subject to
specia provisions of the Code should consult their own tax advisors regarding the tax consequences to them of purchasing, holding, owning, and
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disposing of the Taxable Bonds, including the advisability of making any of the elections described bel ow, before determining whether to purchase the
Taxable Bonds.

For purposes of thisdiscussion, a“U.S. person” means (i) an individual who, for U.S. federal incometax purposes, isacitizen or resident of the
United States, (ii) acorporation or other entity taxable asacorporationfor U.S. federal income tax purposes, that was created or organized in or under the
laws of the United States, and any state thereof or the District of Columbia or any political subdivision thereof, (iii) an estate the income of which is
subject to U.S. federal income taxation regardless of itssource, or (iv) atrust whose administration is subject to the primary supervision of aUnited States
court and which has one or more United States persons who have the authority to control all substantial decisions of the trust.

If apartnership (including an entity treated asa partnership for U.S. federal incometax purposes) holds Taxable Bonds, the tax treatment of a
partner will generally depend upon the status of the partner and the activities of the partnership. Any Owner of a Taxable Bond that is a partner of a
partnership that will hold Taxable Bonds should consult its tax advisor.

This discussion does not address any tax considerations arising under the laws of any foreign, state, local, or other jurisdiction.

In General. Interest on a Taxable Bond generally will be includible in an Owner’s income as ordinary income at the time the interest is
received or accrued, in accordance with such Owner’ s regular method of accounting for U.S. federal income tax purposes.

Paymentsof Interest. Stated interest paid (and other original issue discount) on each Taxable Bond will generally betaxablein each tax year
held by an Owner as ordinary interest income without regard to the time it otherwise accrues or is received in accordance with the Owner’ s method of
accounting for federal income tax purposes. Special rules governing the treatment of original issue discount are described below.

Original Issue Discount. Certain Taxable Bonds may be sold at a discount below their principal amount. As provided in the Code and the
Treasury Regulations, the excess of the “ stated redemption price at maturity” (as defined below) of each such Taxable Bond over itsissue price will be
original issue discount if such excess equals or exceeds ade minimisamount (i.e., one quarter of one percent of the Taxable Bond's stated redemption
price at maturity multiplied by the number of completeyearsto itsmaturity). A Taxable Bond having original issue discount equal to or greater than ade
minimisamount will bereferred to as* Taxable Original Issue Discount Bond.” Owners of Taxable Bondsthat are not Taxable Original | ssue Discount
Bonds (“OID Bonds") will include any de minimis original issue discount inincome, as capital gain, on apro ratabasis as principal payments are made
on the Taxable Bond. The stated redemption price at maturity of a Taxable Bond includes all payments on the Taxable Bonds other than the stated
interest amounts, which are based on a fixed rate and payable unconditionally at the end of each six-month accrual period.

Except as described bel ow, Owners of OID Bondswill haveto includein grossincome (irrespective of their method of accounting) aportion of
the original issue discount of OID Bonds for each year during which OID Bonds are held, even though the cash to which such income is attributable
would not be received until maturity of OID Bonds. The amount of original issue discount included inincome for each year will be calculated under a
constant yield to maturity formulathat resultsin the allocation of less original issue discount to earlier years of the term of OID Bonds and more original
issue discount to the later years.

Theforegoing summary isbased on the assumptionsthat (i) the Underwriter has purchased the Taxable Bondsfor contemporaneous saleto the
general public and not for investment purposes, (ii) all of the Taxable Bonds have been offered, and a substantial amount of each maturity thereof has
been sold to the general public in arm’ s-length transactions for acash price (and with no other consideration being included) equal to theinitial offering
pricesthereof stated on the cover page of thisOfficial Statement, and (iii) the respectiveinitial offering prices of the Taxable Bondsto the general public
are equal to the fair market value thereof. Neither the Borrower nor Bond Counsel has made any investigation or offers any assurance that the Taxable
Bonds will be offered and sold in accordance with such assumptions.

Accrual Method Election. Under the OID Regulations, an Owner that uses an accrual method of accounting would be permitted to elect to
include in gross income its entire return on a Taxable Bond (i.e., the excess of all remaining payments to be received on the Taxable Bond over the
amount paid for the Taxable Bond by such Owner), based on the compounding of interest at a constant rate. Such an election for a Taxable Bond with
amortizable bond premium (or market discount) would result in a deemed election for al of the Owner’'s debt instruments, with amortizable bond
premium (or market discount) and could be revoked only with the permission of the IRS with respect to debt instruments acquired after revocation.

Disposition or Retirement. Upon the sale, exchange, or certain other dispositionsof a Taxable Bond, or upon the retirement of a Taxable Bond
(including by redemption), an Owner will generally recognize capital gain or loss. This gain or loss will equal the difference between the Owner’s
adjusted tax basis in the Taxable Bond and the proceeds the Owner receives, excluding any proceeds attributable to accrued interest, which will be
recognized as ordinary interest income to the extent the Owner has not previously included the accrued interest in income. The proceeds an Owner
receiveswill include the amount of any cash and the fair market value of any other property received for the Taxable Bond. An Owner’stax basisinthe
Taxable Bond will generally equal the amount the Owner paid for the Taxable Bond. Thegain or losswill belong-term capital gain or lossif the Owner
held the Taxable Bond for morethan oneyear. Long-term capital gainsof individuals, estates, and trusts currently are subject to areduced tax rate. The
deductibility of capital losses may be subject to limitation.

Information Reporting and Backup Withholding. Information reporting will apply to payments of interest on, or the proceeds of the sale or
other disposition of, Taxable Bonds held by an Owner, and backup withholding may apply unless such Owner providesthe appropriateintermediary with
ataxpayer identification number, certified under penalties of perjury, aswell as certain other information or otherwise establishes an exemption from
backup withholding. Any amount withheld under the backup withholding rulesis allowable as a credit against the Owner’s U.S. federal income tax
liahility, if any, and a refund may be obtained if the amounts withheld exceed the Owner’s actual U.S. federal income tax liability and such Owner
provides the required information or appropriate claim form to the IRS.

27

DAL:665623.3



Treasury Circular 230 Disclosure. THE TAX DISCUSSION SET FORTH ABOVEWASWRITTEN TO SUPPORT THE MARKETING OF
THETAXABLEBONDSAND ISNOT INTENDED ORWRITTEN BY BOND COUNSEL TOBE USED, AND IT CANNOT BEUSED, BY ANY
TAXPAYER FOR THE PURPOSE OF AVOIDING ANY PENALTIESTHAT MAY BEIMPOSED ON A TAXPAYERBY THE IRSIN RESPECT
OF FEDERAL INCOME TAXES. NOLIMITATION HASBEEN IMPOSED BY BOND COUNSEL ON DISCLOSURE OF THETAX TREATMENT
OR TAX STRUCTURE OF THE TAXABLE BONDS. BOND COUNSEL WILL RECEIVE A NON-REFUNDABLE FEE CONTINGENT UPON
THE SUCCESSFUL MARKETING OF THE TAXABLE BONDS, BUT NOT CONTINGENT ON ANY TAXPAYER' SREALIZATION OF TAX
BENEFITS FROM THE TAXABLE BONDS. ALL TAXPAYERS SHOULD SEEK ADVICE BASED ON THE TAXPAYER'S PARTICULAR
CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. THIS DISCLOSURE IS PROVIDED TO COMPLY WITH TREASURY
CIRCULAR 230.

SALE AND DISTRIBUTION OF THE BONDS
The Underwriter

The Bonds are being purchased by the Underwriter, pursuant to abond purchase agreement with the | ssuer, as approved by the Borrower, at a
price of $28,484,863.70, which reflects the par amount of the Bonds |ess an underwriting discount of $1,191,136.00 lessanet original issue discount of
$319,000.30 plus accrued interest to the date of delivery. The Underwriter’ s obligation to purchase the Bondsis subject to certain conditions precedent,
and they will be obligated to purchase all of the Bonds if any Bonds are purchased. The Issuer has no control over the price at which the Bonds are
subsequently sold and the initial yields at which the Bonds will be priced and reoffered will be established by and will be the responsibility of the
Underwriter.

Pricesand Marketability

Thedelivery of the Bondsis conditioned upon the receipt by the I ssuer of acertificate executed and delivered by the Underwriter on or before
the date of delivery of the Bonds stating the prices at which a substantial amount of the Bonds of each maturity have been sold to the public. For this
purpose, theterm “public” shall not include any person who isabond house, broker, or similar person acting in the capacity of underwriter or wholesaler.

Otherwise, thelssuer hasno understanding with the Underwriter regarding the reoffering yields or prices of the Bonds. Information concerning reoffering
yields or pricesis the responsibility of the Underwriter.

The prices and other terms with respect to the offering and sale of the Bonds may be changed from time to time by the Underwriter after the
Bonds arerel eased for sale, and the Bonds may be offered and sold at prices other than theinitial offering prices, including salesto dealerswho may sell
the Bondsinto investment accounts. | n connection with the offering of the Bonds, the Underwriter may over-allot or effect transactionswhich stabilize or
maintain the market prices of the Bonds at levels above those which might otherwise prevail in the open market. Such stabilizing, if commenced, may be
discontinued at any time.

The Issuer has no control over trading of the Bonds in the secondary market. Moreover, there is no guarantee that a secondary market will be
made in the Bonds. If thereis such a secondary market, the difference between the bid and asked price of the Bonds may be greater than the difference
between the bid and asked price of bonds of comparable maturity and quality issued by more traditional municipal entities, asbonds of such entitiesare
more generally bought, sold, or traded in the secondary market.

Securities Laws

No registration statement relating to the offer and sale of the Bonds has been filed with the SEC under the Securities Act of 1933, asamended,
inreliance upon the exemptions provided thereunder. The Bonds have not been registered or qualified under the Securities Act of Texasinreliance upon
various exemptions contained therein, nor have the Bonds been registered or qualified under the securities laws of any other jurisdiction. The Issuer
assumes no responsibility for registration or qualification of the Bonds under the securities laws of any other jurisdiction in which the Bonds may be
offered, sold, or otherwisetransferred. Thisdisclaimer of responsibility for registration or qualification for sale or other disposition of the Bonds shall not
be construed as an interpretation of any kind with regard to the availability of any exemption from securities registration or qualification provisionsin
such other jurisdiction.

LEGAL INVESTMENT AND ELIGIBILITY TO SECURE PUBLIC FUNDSIN TEXAS

Under the Texas Public Security Procedures Act (Texas Government Code, Chapter 1201, as amended), 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) afiduciary or trustee, or (C) a sinking fund of a municipality or other politica subdivision or public
agency of the State. The Bonds are eligible to secure deposits of any public funds of the State, its agencies and political subdivisions, and are legal
security for those depositsto the extent of their market value. For political subdivisionsin Texaswhich have adopted investment policiesand guidelines
in accordance with the Public Funds Investment Act (Texas Government Code, Chapter 2256, as amended), the Bonds may haveto be assigned arating 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
publicfunds. The Bondshave not been assigned arating by anational rating agency. See“RATING” herein. However, political subdivisionsotherwise
subject to the Public Funds Investment Act may have additional statutory authority to invest in the Bonds independent of the Public Funds Investment
Act. Inaddition, 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 companieswith at least $1 million of combined capital, and savings and loan associations. No review has been made of
thelawsin other statesto determine whether the Bonds are legal investments for variousinstitutionsin those states. No representation is made that the
Bonds will in fact be used as investments or security by any entity.
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CONTINUING DISCLOSURE OF INFORMATION

The Borrower inthe Loan Agreement has made the following agreement for the benefit of the holdersand beneficial ownersof theBonds. The
Borrower isrequired to observe the agreement for so long asit remains obligated to advance fundsto pay the Bonds. Under the agreement, the Borrower
will be obligated to provide certain updated financial information and operating data upon request to any person or, at the option of the Borrower, at least
annually to the appropriate state information depository (“SID”) and timely notice of specified material events, to certain information vendors. This
information will be available to securities brokers and others who subscribe to receive the information from the vendors.

Annual Reports

TheBorrower will provide certain updated financial information and operating datato certain information vendorsannually. Theinformationto
beupdated includesall quantitative financial information and operating data of the general typeincluded in this Official Statementin APPENDIX A and
APPENDIX G. The Borrower will update and provide this information within six months after the end of each fiscal year. The Borrower will provide
updated information to each nationally recognized municipal securities information repository (“NRMSIR") and to any state information repository
(“SID") that is designated by the State of Texas and approved by the staff of the United States Securities and Exchange Commission (the “ SEC”), and
may provide such information through a central post office facility.

The Borrower may provide updated informationin full text or may incorporate by reference other publicly available documents, as permitted by
SEC Rule 15c2-12 (the* Rule”). Theupdated information will include audited financial statementsif the Borrower commissionsan audit and the audit is
completed by therequired time. If audited financial statementsare not available by the required time, the Borrower will provide such financial statements
on an unaudited basis within the required time and audited financial statements when they become available. Any such financial statements will be
prepared in accordance with the accounting principles described in APPENDI X A or such other accounting principles asthe Borrower may berequired to
employ from time to time pursuant to State law or regulation.

TheBorrower’scurrent fiscal year-end isthelast day of August. Accordingly, the Borrower must provide updated information by thelast day
of February in each year, unlessthe Borrower changesitsfiscal year. If the Borrower changesitsfiscal year, it will notify each NRMSIR and any SID of
the change.

Material Event Notices

TheBorrower alsowill providetimely noticesof certain eventsto certaininformation vendors. Specifically, the Borrower will provide notice
of any of the following events with respect to the Bonds, if such event is material to a decision to purchase or sell Bonds: (1) principal and interest
payment delinguencies; (2) non-payment rel ated defaults; (3) unscheduled draws on debt servicereservesreflecting financia difficulties; (4) unscheduled
draws on credit enhancements reflecting financial difficulties; (5) substitution of credit or liquidity providers, or their failureto perform; (6) adversetax
opinions or events affecting the tax-exempt status of the Bonds; (7) modificationsto rights of holders of the Bonds; (8) Bond calls; (9) defeasances; (10)
release, substitution, or sale of property securing repayment of the Bonds; and (11) rating changes. Neither the Bonds nor the Agreement make any
provision for liquidity enhancement. In addition, the Borrower will provide timely notice of any failure by the Borrower to provide annual financial
information, data, or financia statements in accordance with its agreement described above under “ Annual Reports.” The Borrower will provide each
notice described in this paragraph to any SID and to either each NRMSIR or the Municipal Securities Rulemaking Board (the “MSRB”).

Availability of Information from NRMSIRsand SID

The Borrower has agreed to provide the foregoing information only to the SID and with respect to Material Event Notices to either each
NRMSIR or the MSRB. The information will be available to holders of Bonds only if the holders comply with the procedures and pay the charges
established by such information vendors or obtain the information through securities brokers who do so.

Information agreed to be provided by the Borrower on request may be obtained by contacting the Borrower at 9421 West Sam Houston
Parkway S., Houston, Texas 77099 or by telephone at (713) 343-3333.

The Municipal Advisory Council of Texas has been designated by the State asa SID and the SEC hasdetermined that itisaqualified SID. The
address of the Municipal Advisory Council is 600 West 8th Street, P.O. Box 2177, Austin, Texas 78768-2177, and its telephone number is (512)
476-6947.

Limitationsand Amendments

The Borrower has agreed to updateinformation and to provide notices of material eventsonly asdescribed above. The Borrower hasnot agreed
to provide other information that may be relevant or material to a complete presentation of itsfinancial results of operations, condition, or prospects or
agreed to update any information that has been provided except as described above. The Borrower makes no representation or warranty concerning such
information or concerning itsusefulnessto adecisiontoinvest in or sell Bondsat any futuredate. The Borrower disclaimsany 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 awrit of mandamusto compel the Borrower to comply with itsagreement. Nothingin thisparagraphisintended or
shall act to disclaim, waive, or limit the Borrower’ s duties under federal or state securities laws.

The continuing disclosure agreement may be amended by the Borrower from timeto timeto adapt to changed circumstancesthat arisefrom a
change in legal requirements, a change in law, or a change in the identity, nature, status, or type of operations of the Borrower, but only if (1) the
agreement, as so amended, would have permitted an underwriter to purchase or sell Bondsin the primary offering of the Bondsin compliance with Rule
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15¢2-12, taking into account any amendments or interpretations of Rule 15¢2-12 since such offering aswell as such changed circumstancesand (2) either
(a) the registered owners of a majority in aggregate principal amount (or any greater amount required by any other provision of the Indenture) of the
outstanding Bonds consent to such amendment or (b) a person that is unaffiliated with the Borrower (such as nationally recognized bond counsel)
determinesthat such amendment will not materially impair the interests of the registered owners and beneficial ownersof theBonds. The Borrower may
also amend or repeal the provisions of the continuing disclosure agreement if the SEC amends or repeal sthe applicable provisions of Rule 15¢2-12 or a
court of final jurisdiction entersjudgment that such provisionsof Rule 15¢2-12 areinvalid, but only if and to the extent that the provisions of this sentence
would not prevent an Underwriters from lawfully purchasing or selling Bonds in the primary offering of the Bonds. If the Borrower amends its
agreements, it has agreed to include with the next financial information and operating data provided in accordance with its agreement described above
under “Annual Reports’ an explanation, in narrative form, of the reasons for the amendment and of the impact of any change in the type of information
and data provided.

The Borrower is subject to periodic reporting and audit requirements under the statutes and rules governing charter schools, including
participationinthe Texas PEIMS system. See“THE SYSTEM OF CHARTER SCHOOLSIN TEXAS® Such recordsare open recordsunder the Texas
Public Information Act, Chapter 552, Texas Government Code, as amended, and, subject to exemptions contained therein, would be available to any
person from the Borrower or the Texas Education Agency upon payment of costs.

PREPARATION OF OFFICIAL STATEMENT
Sour ces and Compilation of Information

Thefinancial dataand other information contained in this Official Statement has been obtained primarily from the Borrower and sources other
than the Issuer. All of these sourcesare believed to bereliable, but no representation or guaranteeismade by the | ssuer asto the accuracy or completeness
of theinformation derived from such sources, and itsinclusion herein is not to be construed as a representation or guarantee on the part of the I ssuer to
such effect. Furthermore, there is no guarantee that any of the assumptions or estimates contained herein will be realized. The summaries of the
agreements, reports, statutes, resol utions, documents, and other related information set forth in this Official Statement areincluded herein subject toall 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 for further information.

MISCELLANEOUS
All estimates, statements, and assumptions in this Official Statement and the Appendices hereto have been made on the basis of the best
information available and are believed to be reliable and accurate. Any statementsin this Official Statement involving matters of opinion or estimates,

whether or not expressly so stated, areintended as such and not as representations of fact, and no representation is made that any such statementswill be
realized.

This Official Statement was approved by the Board of Directors of the Issuer, as of the date shown on the cover page.
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SCHEDULE 1

THE BONDS

FYE Outstanding Series 2007A Series 2007B Total CAPI/Accured Net
Eig Debt Service Principal Interest Total Principal Interest Total Debt Service Interest Debt Service
2007 $- $- $442,937 $ 442,937 $- $22,133 $22,133 $465,070 $ 442,937 $ 22,133
2008 - - 1,533,244 1,533,244 355,000 64,631 419,631 1,952,875 766,622 1,186,253
2009 - - 1,533,244 1,533,244 375,000 39,994 414,994 1,948,238 - 1,948,238
2010 - - 1,533,244 1,533,244 405,000 13,669 418,669 1,951,913 - 1,951,913
2011 - 500,000 1,520,744 2,020,744 - - - 2,020,744 - 2,020,744
2012 - 525,000 1,495,119 2,020,119 - - - 2,020,119 - 2,020,119
2013 - 555,000 1,468,119 2,023,119 - - - 2,023,119 - 2,023,119
2014 - 580,000 1,439,744 2,019,744 - - - 2,019,744 - 2,019,744
2015 - 610,000 1,409,994 2,019,994 - - - 2,019,994 - 2,019,994
2016 - 640,000 1,378,744 2,018,744 - - - 2,018,744 - 2,018,744
2017 - 675,000 1,345,869 2,020,869 - - - 2,020,869 - 2,020,869
2018 - 710,000 1,311,244 2,021,244 - - - 2,021,244 - 2,021,244
2019 - 750,000 1,273,338 2,023,338 - - - 2,023,338 - 2,023,338
2020 - 790,000 1,231,950 2,021,950 - - - 2,021,950 - 2,021,950
2021 - 835,000 1,188,278 2,023,278 - - - 2,023,278 - 2,023,278
2022 - 880,000 1,142,188 2,022,188 - - - 2,022,188 - 2,022,188
2023 - 925,000 1,093,678 2,018,678 - - - 2,018,678 - 2,018,678
2024 - 980,000 1,042,481 2,022,481 - - - 2,022,481 - 2,022,481
2025 - 1,030,000 988,463 2,018,463 - - - 2,018,463 - 2,018,463
2026 - 1,090,000 931,488 2,021,488 - - - 2,021,488 - 2,021,488
2027 - 1,150,000 871,288 2,021,288 - - - 2,021,288 - 2,021,288
2028 - 1,215,000 807,728 2,022,728 - - - 2,022,728 - 2,022,728
2029 - 1,280,000 740,675 2,020,675 - - - 2,020,675 - 2,020,675
2030 - 1,350,000 669,994 2,019,994 - - - 2,019,994 - 2,019,994
2031 - 1,425,000 595,416 2,020,416 - - - 2,020,416 - 2,020,416
2032 - 1,505,000 516,672 2,021,672 - - - 2,021,672 - 2,021,672
2033 - 1,585,000 433,628 2,018,628 - - - 2,018,628 - 2,018,628
2034 - 1,675,000 346,016 2,021,016 - - - 2,021,016 - 2,021,016
2035 - 1,765,000 253,566 2,018,566 - - - 2,018,566 - 2,018,566
2036 - 1,865,000 156,009 2,021,009 - - - 2,021,009 - 2,021,009
2037 1,970,000 52,944 2,022,944 - - 2,022,944 - 2,022,944

$- $ 28,860,000 $ 30,748,040 $59,608,040 $ 1,135,000 $140,426 $ 1,275,426 $ 60,883,467 $ 1,209,559 $ 59,673,908

Average Annual Debt Service Requirements (2007-2037): $1,963,983
Maximum Annual Debt Service Requirements (2019): $2,023,338
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APPENDIX A

AUDITED FINANCIALS OF BORROWER FOR
YEARS ENDED AUGUST 31, 2005, AND AUGUST 31, 2006
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APPENDIX B
PROFORMA FINANCIAL PLAN
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COSMOS FOUNDATION, INC.

FORECASTED FINANCIAL STATEMENTS

FOR THE YEARS ENDED
AUGUST 31, 2007 THROUGH AUGUST 31, 2011
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CERTIFIED PUBLIC ACCOUNTANTS
6750 W, LOOP SOUTH, SUITE 520

HOUSTON, TEXAS 7740}
TEL: (713} 666-5900
FAX: (713) 666-1049
httpwwrw gomezandco.com
INDEPE ACCOUNT REPORT
To The Board of Directors of
Cosmos Foundation, Inc,

Houston, Texas

We have compiled the accompanying forecasted stalements of financial position, statements of activities,
statements of functional expenses, and statements of cash flows of Cosmos Foundation, Inc. as of August
31, 2007, 2008, 2009, 2010, 2011 for the years then ended, in accordance with attestation standards
established by the Amencan Institute of Certified Public Accountants.

The accompanying forecasts and this report were prepared to assist management in obtaining financing
and should not be used for any other purposes.

A compilation of forecasted statements is limited to presenting in the form of a forecast infovmation that
is the representation of management and does not include evaluation of the support for the assumptions
underlying the forecast. We have not examined the forecast and, accordingly, do not express an opinion
or any other form of assurance on the accompanying forecasted statements or assumptions. Furthermore,
there will usually be differences between the forecasted and actual results, because events and
circumstances frequently do not occur as expected, and those differences may be matenial. We have no
responsibility to update this report for events and circumstances occurring after the date of this report.

Bt e

April 23, 2007
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COSMOS FOUNDATION, INC.

FORECASTED STATEMENTS OF FINANCIAL POSITION

FOR THE YEARS EMDED
AUGLIST 31, 2007 - AUGLIST 31, 2011

08/31/2006™ DE1/2007* ORAZ00E  DBEUZ0NGY  ORGAEONT ORI
108,407 8,413,661 5,351 (M6 B.376,001 13,148,343 22,185,693
1,273,170 1,060,975 884,145 736,788 613,980 511,650
2133675 2,133,675 2,133,675 2,133675 2,133675
2,500,000 8,000,000

3,000,000 3,000,000 3,000,000 3,000,000 3,000,000

882,183 18,800,000 18,300,000 20,222,000 30,628,400 32,516,080
188,262 325,000 380,000 468,000 561,600 673,920
(264,327 {444,417} {860,525) {819,855 (1,231,050} (1,604,485
99,017 120,000 144,000 172,800 207 360 248,832
2307 712 35,908,834 39,042,342 43,188 500 48,062,318 5,665,274
301,697 £00,000 £00,000 720,000 864,000 1,038,800
732158 426,000 972,300 1,020,915 1,071,961 1,125,553
1,797 863 1,711,800 1,743,675 1. M6,800 1,600,950

450,861 541,053 649,240 Tra 088 934,905 1,121,585
28,815,000 28,580,000 26,220,000 27,830,000 27,415,000

1,484,616 32,670,696 32,573,340 22483678 32,417 455 32,790,195
313,098 4,228,998 6,469,002 10,705,822 15,644,852 2T 2TEATY
313,096 3,226,098 6,469,002 10,705,822 L F TR ]
2307712 35,908,894 30,042,342 43,189,500 40062318 59,665,374

ficts;H3A-Houston{Houston&Dailas), HE - Houston and HSA - San Antonic.

s, H3AWac0, H5A-Beawmont. HS A-Lubbock, HSA-Colage Station, Houston Elsmantary, HSA-Houston (Houston-Dallas-Katy) and H5A-5an Antanio.
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COSMOS FOUNDATION, INC.
FORECASTED STATEMENTS OF ACTIVITIES
FOR THE YEARS ENDED
AUGUST 31, 2007 - ALGUST 31, 2011

(5142007 08531 12008 (A3 1/2000° e g Bfa1fanae
SUPPORT AND REVENUE
Suppeort:
Local support §550,000 £1,780,000 $1,285,500 $1,345 650 51,345 650
Siate and local grants 12,295,180 24,062,500 30,080,000 36,025,000 43 245,000
Faderal grants 1,388,637 1,851,850 2,360,700 2,545 500 3102 450
Total Suppart 14,334 817 37 894,350 31,636 200 40,016,150 47 BEI 100
EXPEMNSES
Frogram sanvicas 11918 915 24 454, 396 20,350 380 24,077,120 3?@2‘ 73
Telal Expenses 11,918 915 24454 346 28 m@ A7 20 37032.773
Excess of support and revenue
QVES BXpENSES 2,515,902 3,240,004 4256820 5,530,030 10,630,327
Met Assets:
Eteginning of year 915,086 3,208 008 £.450.002 10,108,827 16.644,8532
End ef Year 53220088 BEAGO00Z  _§10,705822 516,644, 852 527275178

" 1 Districts;HSA=-Houston{Houston&Dalas), HE - Houston and H5A - San Antanio,

* 7 Districts; HSA-Waco,HSA-Beaumon|HSA-Lubbock H3A-College Station, Housion Elementary, HSA-Houston (Houston-Dallas-Katy} and HSA-Gan Antanio,

B-6
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COSMOS FOUNDATION, INC.
FORECASTED STATEMENTS OF FLUMCTIONAL EXPENSES
FOR THE YEARS ENDED
AUGLST 31, 2007 - AUGUST 34, 2044

OE31E0T  0R/S1/2006"  DEIZ1/2000"  OAMI2010"  DaiE0dt

Expenaes:

Payroll Costs B.24B, 574 11,648,571 14,680,000 17,476,000 21 637,000
Cecupancy 1,564,000 1,450,000 1,780,000 1,750,000 1,750,000
Supglies & Matarals BOE,3T1 1,261,429 1,527,718 1,787,755 1.510,000
Orther operating costs 2,866,336 7,756,375 9,030,532 10,219,494 Q630,738
Interast expense 442 548 1,797,863 1,771,800 1, 3675 1,716,600
Debt servica 236,000 380,000 300,000 415,000
Depreciaton and amortization 180,040 216,108 259,330 k1A 373,435
Total Expenses MBIESE 24,454 346 28,383,380 34,077,120 AT0GETT3

** 3 Disticts; HSA-Houston{HoustonaDallas), HE - Houslon and HSA - San Antenie,

* 7 Districts: HSA-Waca HSA-Beaurmonl, HSA-Lubbock, HSA-Colleqe Station, Houston Elermentary, HEA-Houston (Howuston-Dallas-Katy) and HSA-San Anfonio.

See ihe pecompanying summany of signifcant focecas! assumplions and accounting pobcles and independent accoumniant's repod.
-
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COSMOS3 FOUNDATION, INC.
FORECASTED STATEMENTS OF GASH FLOW
FOR THE YEARS EMDED
AUGUST 31, 2007 - AUGUST 31, 2014

081312007 Daa2ne G8531/0008- a0t Dara1fan11”

Cash Tiows from Oparating Activities:

Changa in ret assets 2315902 3,240,004 4,236,820 5,038,030 10,630,327
Adjusimens 0 reconciia changa i net assets 1o ns

Cash rovided {used) by operating ackivities:

Depreciation 1B0,080 216,108 259,330 311,196 T3 435
{Incraase) Decreass in Aoooums Receivabe 212195 176,029 147,358 122,706 102,332
{Incresse) Decreass in Deposils (20,983} {24,000} {28,500} (34,560) 141.472)
Increasa (Decrease) in Accounts Payable 196,403 100,000 120,000 144,000 172600
Increase (Decrease) in Acorued Liabilites 193,842 4B, 300 48,619 51,046 53,698
Increase (Docroase) in (nierest Payalxe 1,797 863 (26,063} {28,125) (27 075} (25,6500
Mt Gash Provided (L sed)
by Operating Actvities 4077312 4,720,478 4,755,157 6,506,434 11,265,369
Caaesh Flowes from Investing Activities:
Purchase of proparty snd equipment (23,444566)  (6.065.000) (2000000} _{1,500.000) (2,000,000}
et Cash Usad in investing Aciivilies (23444 555) (GO65.000) (2.000,000) _(1.500.008) {2.000,000)
Cash Flows from Financing Activities:
Procesds from issuanca of bonds 28,915 000
Proceads from ong-temn debd 0,172 108,207 129,848 155,817 186, 381
Payrrant of deb senvice fund (2,133 675) 0 o /]
Paryrrisnd of bond phncips {335,000) (360,000} {350.000) {415,000
it Cash Provided {Lsed)
by Financing Activilies 26,571 497 (226,7¢3) (230,152) {234,163) (228.018)
Mol Increase {Decroasa)
in Cash and Cash Equivasnts 8,304 254 (2,562,615) 2,525,045 4,772,261 8,037,350
Cashand Cash Equvakernts:
Bleginning of year 100 407 8 413 661 5 851 DdE 1,376,081 13,148,343
End of year 5:13 61 E£.851,048 B g?ﬁiﬂ!h 13 1&&42 giﬂ-ﬁ@

** 3 Districts; HSA-Houston{Houston& Dalas), HE - Houston and HSA - San Antenio.

* 7 Districts; HSAW aco, HEA-Beaumont HSA-Lubbock, HSA-Coflege Station, Housion Elemaniary, HSA-Houston (Houston-Dalias-Katy) and HSA-5an Anlonio.

See the accompanying summany of significant forecast assumplions and accounting poscias and independent accountant’s mport.
5=
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COSMOS FOUNDATION, INC.

SUMMARY OF SIGNIFICANT FORECAST ASSUMPTIONS
AND ACCOUNTING POLICIES

Nature of Presentation:

The financial forecast presents to the best of management’s knowledge and belief the expected
financial results of Cosmos Foundation, Inc. for the forecast periods. Accordingly, the forecast
reflects its judgmrent as of April 23, 2007, the date of this forecast, of the expected conditions and
its expected course of action. The assumptions disclosed herein are those the management
believes are signuficant to the forecast. There will usually be differences between forecasted and
actual results because events and circumstances frequently do not occur as expected, and those
differences may se material,

Organization:

Cosmos Foundation, Inc. 1s a nonprofit corporation organized under the laws of the State

of Texas. Cosmes Foundation, Inc. was established in 1999 and operales as a part of the state
public school system and is subject to all federal and state laws and rules governing public
schools. The Organization is also subject to all laws and rules pertaining to open-enrollment
charter schools in Section 12 of the Texas Education Code.

Education Revenue Bonds

Cosmos Foundation, Inc. has entered into preliminary negotiations with a lender to secure bond
financing pursuant to Chapter 53 Texas Education code $28,915,000 of Qualified Tax-Exempt
Education Revenue Bonds dated May 1, 2007. The proceeds of from the sale of the Bonds will be
used as tollows:

Construction of buildings $ 26,200,000
Debt service reserve fund 2,133,675
Bond issuance costs 375,000
Accrued interest 80,463
Other fecs __ 125 562
Total proceeds from issuance of bonds $28,915,000

The bond obligation will be secured by pledging the money received from the State of Texas for
the average daily attendance of the school which is approximately $7,000 per student. In
addition, security on the bond obligation will also be provided from grants and donations

from public and private companies and foundations, if any, and first security lien on the

property and improvements,

Serial and/or term maturitics. Level debt service structure maturing February 15, 2010 through
2037. Interest en the Bonds will be paid semiannually each February |5 and August 15 until
maturity, commeneing August 15, 2007, The bonds are 1o be issued 1n fully registered form in the
denomination of $100,000 or any integral muliple of 35,000 in excess thercof of principal
amount.

&
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COSMOS FOUNDATION, INC.

SUMMARY OF SIGNIFICANT FORECAST ASSUMPTIONS
AND ACCOUNTING POLICIES

SUPPORT AND REVENUE

State Tuition Funding:

The School’s revenue assumptions are based on current levels of state funding and management’s
projections of future enrollments. The School's current enrollment is approximately 1,779
students in grade levels Kindergarien through 12, Management intends to increase enrollment by
approximately 2,071 students for the 2007- 2008 school year, and upon completion of its new
facility in 2008, Cosmos Foundation, Inc. intends to increase student enrollment o 4,700
students. The amount of state tuition funding has been forecasted by using a current average per
student funding allocation of $7,000 and by maintaining an average daily attendance of 4367

students through the forecasted period, The average daily attendance has been forecasted at 78%
of enrollment based on historical experience.

Donation, prants, and other revenue:

Cosmos Foundation, Inc.’s assumptions for grants is based on management’s prior experience in
obtaining grants from various sources and expecled availability of funding in the future. [t is
further assumed that while grants received in the forecast periods may have restrictions imposed
by the grantor, those resirictions will be satisfied within the fiscal year that contnbution is
recognized and therefore, no temporarily or permmanently restricted net assets related to grants
recognized in the forecast periods have been reflected in the accompanying forecasted statements
of tinancial position.

Cosmeos Foundation, Inc.’s assumptions for donations, fund raising, and other revenue are based
oh management’s prior experience in fund-raising activities and solicitation of donations.

Interest Income-Restricied:

Interest income is based on an estimated 4% interest earned on the Debt Service Reserve Fund. It
is designated as restricted because all interest earned is to be used to offset the debt service
payment on the outstanding bond obligation.

Cosmos Foundation, Inc.'s assumptions for salaries and related expenses are primarily based on
the forecasted increases in studeni enrollment and the corresponding increase in personnel
requirements necessary to meet state guidelines. The direct costs and expenses of operations as
well as overhead have been forecasted to increase approximately 10% to 15% over the forecasted
period ir relation to the increase in the school’s operations, Interest expense is calculated on
outstanding notes payable and bond payable obligations.

-
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COSMOS FOUNDATION, INC.

SUMMARY OF SIGNIFICANT FORECAST ASSUMPTIONS
AND ACCOUNTING POLICIES

Pro and ipment:

Cosmos Foundation, Inc, will be using the proceeds from the loan to construct a new, larger
facility and to pay off existing debt on the land upon which the new facility will be built.

Cosmos Foundation, Inc. does anticipate making purchases of furniture or equipment that will
require capitalization in the next five years.

In accordance with the Texas Education Agency’'s Financial Accountability System Resource
Guide, Cosmos Foundation, Inc. capitalizes purchases of property and equipment in excess of
$1,000. Property and equipment is carried at cost or estimated fair value at the dale of donation.
Depreciation is provided on the straight-line method based upon estimated useful lives of 5 years
for equipment and 39 years for the buildings. Leasehold improvements are depreciated over the
remaining life of the lease, which is five years.

An amount of approximately $2,133,675 will be withheld from the bond issuance proceeds to
establish a debt service reserve fund as required by the lender. The fund is established so that
funds are available in the event Cosmos Foundation, Inc. is unable to meet the debt service
payments when they become due. This fund and its eamings are restricted to the payment of debt
service only. They fund will earn approximately 4% intercst according to the lender.
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[CLOSING DATE]

Texas Public Finance Authority
Charter School Finance Corporation
300 W. 15th Street, Suite 411
Austin, Texas 78701

Amegy Bank National Association, as Trustee
1221 McKinney Street Level P-1
Houston, Texas 77010

Re:  TexasPublic Finance Authority Charter School Finance Corporation Education Revenue
Bonds (Cosmos Foundation) Series 2007A

TexasPublic Finance Authority Charter School Finance Corporation Taxable Education
Revenue Bonds (Cosmos Foundation) Series 2007B

Ladies and Gentlemen:

We have been engaged by Cosmos Foundation (the “Company”) to serve as bond counsel in
connection with the issuance by the Texas Public Finance Authority Charter School Finance
Corporation (the*Issuer”) of its Education Revenue Bonds (Cosmos Foundation), Series 2007A
(the “ Series 2007A Bonds’) and its Taxable Education Revenue Bonds (Cosmos Foundation),
Series 2007B (the “Series 2007B Bonds’) (collectively, the “Bonds’). The Bonds are issued
pursuant to a Trust Indenture, dated as of May 1, 2007 (the “Bond Indenture’), between the
Issuer and Amegy Bank National Association, as trustee (the “Trustee”). The proceeds of the
Bonds will be loaned by the I ssuer to the Company, pursuant to a Loan Agreement (the “Loan
Agreement”), dated asof May 1, 2007, between the | ssuer and the Company, which loanwill be
evidenced by two promissory notes (the “ Series 2007 Notes"), issued pursuant to the Master
Trust Indenture and Security Agreement, dated as of May 1, 2007 (as amended and
supplemented as set forth herein, the “Master Indenture”), between the Company and Amegy
Bank National Association, as master trustee (the “Master Trustee’), as amended and
supplemented by the Supplemental Master Trust Indenture No. 1, dated as of May 1, 2007,
between the Company and the Master Trustee. Under the Loan Agreement, the Company has
agreed to make payments to or for the account of the Issuer in amounts necessary to pay when
due the principal of, premium, if any, and interest on the Bonds. Such payments and the rights
of the Issuer under the Loan Agreement (except certain rights to indemnification, rebate
payments and administrative fees) and the Series 2007 Notes are pledged and assigned by the
Issuer under the Bond Indenture to the Trustee as security for the Bonds. Capitalized terms not
otherwise defined herein have the meanings assigned to such termsin the Bond Indenture, the
L oan Agreement and the Master Indenture. The Bonds are payable solely fromthe Trust Estate.

Vinson and Elkins LLP Attorneys at Law Austin Beijing Dallas First City Tower, 1001 Fannin Street, Suite 2300, Houston, TX 77002-6760
Dubai Houston London Moscow New York Shanghai Tokyo Tel 713.758.2222 Fax 713.758.2346 www.velaw.com
Washington

C-2
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Asto questions of fact material to our opinion, we have relied upon representations of the | ssuer
and the Company contained in the Loan Agreement, the Bond Indenture and the Master
Indenture and upon certain, certified proceedings furnished to us by or on behaf of the
Company, the Issuer, and certain public officials, without undertaking to verify the same by
independent investigation. We have examined thelaw and such certified proceedings and other
papers as we have deemed necessary to render this opinion.

Based upon the foregoing, we are of the opinion that, under existing law:

1 Thelssuer isduly created and validly existing asanonprofit corporation created
pursuant to Chapter 53, Texas Education Code, particularly Sections 53.351
thereof, and has the corporate power to enter into and perform the obligations
under the Bond Indenture and the Loan Agreement and issue the Bonds.

2. Each of the Bond Indenture and the Loan Agreement has been duly authorized,
executed and delivered by the I ssuer, eachisavalid and binding obligation of the
I ssuer, and, subject to the qualifications stated bel ow, each isenforceable agai nst
the Issuer in accordance with itsterms. By the terms of the Bond Indenture, (i)
all of the Issuer’sright, title and interest in and to the Loan Agreement (except
for the right of the Issuer to certain rebate payments, indemnification and the
payment of fees, costs and expenses), the Series 2007 Notes, and all Adjusted
Revenues derived by the Issuer from the Loan Agreement and the Series 2007
Notes (including the Loan Payments), and (ii) amounts on deposit or held for the
credit of the funds and accounts held by the Trustee pursuant to the terms of the
Bond Indenture (other than the Rebate Fund), have been assigned to the Trustee.

3. The Bonds have been duly authorized, executed and delivered by the I ssuer and
are valid and binding limited obligations of the Issuer, payable solely from the
Trust Estate, and, subject to the qualifications stated below, are enforceable
against the I ssuer in accordance with their terms.

4, Interest on the Series 2007A Bonds is excludable from gross income of the
holders of the Series 2007A Bonds for federal income tax purposes under
existing law.

5. The Series 2007A Bonds are“ qualified 501(c)(3) bonds” within the meaning of
section 145 of the Internal Revenue Code of 1986, asamended (the* Code”), and
interest on the Series 2007A Bondsisnot subject to the alternative minimum tax
on individuals and corporations, except that interest on the Series 2007A Bonds
will be included in the “adjusted current earnings’ of a corporation (other than
any Scorporation, regulated investment company, REIT, REMIC or FASIT) for
purposes of computing its aternative minimum tax.

Vinson and Elkins LLP Attorneys at Law Austin Beijing Dallas First City Tower, 1001 Fannin Street, Suite 2300, Houston, TX 77002-6760
Dubai Houston London Moscow New York Shanghai Tokyo Tel 713.758.2222 Fax 713.758.2346 www.velaw.com
Washington

C-3
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In rendering the opinionsexpressed in paragraphs4 and 5 above, we haverelied on, among other
things, certificates signed by officers of the Company, the Issuer and the Underwriter with
respect to certain material facts, estimates and expectations which are solely within the
knowledge of the Company and which we have not independently verified. In addition, in
rendering the opinions set forth in paragraphs 4 and 5, we have assumed continuing compliance
with the covenantsin the Loan Agreement and the Bond I ndenture pertai ning to those sections of
the Code that affect the status of the Company as an organi zation described in section 501(c)(3)
of the Code and the exclusion from gross income of interest on the Series 2007A Bonds for
federal incometax purposes. If the certificates upon which we haverelied are determined to be
inaccurate or incomplete or the Company or the Issuer fail to comply with such covenants,
interest on the Series 2007A Bonds could become includable in gross income from the date of
their original delivery, regardless of the date on which the event causing such inclusion occurs.
Except as stated above, we express no opinion asto any federal, state or local tax consequences
resulting from the ownership of, receipt of interest on, or disposition of, the Bonds.

Owners of the Series 2007A Bonds should be aware that the ownership of tax-exempt
obligationsmay result in collateral federal incometax consequencesto financial ingtitutions, life
insurance and property and casualty insurance companies, certain S corporationswith subchapter
C earnings and profits, individual 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, taxpayers owning an interest in a FASIT that holds tax-exempt
obligations and individuals otherwise qualifying for the earned income credit. In addition,
certain foreign corporations doing business in the United States may be subject to the “branch
profits tax” on their effectively-connected earnings and profits (including tax-exempt interest
such asinterest on the Series 2007A Bonds).

Our opinions are limited to the laws of the State of Texas and the federal laws of the United
States, in each case as in effect on the date hereof. Such opinions are further based on our
knowledge of facts as of the date hereof. We assume no duty to update or supplement our
opinions to reflect any facts or circumstances that may hereafter come to our attention or to
reflect any changes in any law that may hereafter occur or become effective. Moreover, our
opinions are not a guarantee of result and are not binding on the Internal Revenue Service (the
“Service”); rather, such opinionsrepresent our legal judgment based upon our review of existing
law and in reliance upon the representations and covenants referenced above that we deem
relevant to such opinions. The Service has an ongoing audit program to determine compliance
with rules that relate to whether interest on state or local obligations is includable in gross
income for federal income tax purposes. No assurance can be given whether or not the Service
will commence an audit of the Series 2007A Bonds. If an audit is commenced in accordance
with its current published procedures, the Service is likely to treat the Issuer as the taxpayer.

Vinson and Elkins LLP Attorneys at Law Austin Beijing Dallas First City Tower, 1001 Fannin Street, Suite 2300, Houston, TX 77002-6760
Dubai Houston London Moscow New York Shanghai Tokyo Tel 713.758.2222 Fax 713.758.2346 www.velaw.com
Washington
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We observe that the Issuer has covenanted in the Bond Indenture and the Company has
covenanted in the Loan Agreement not to take any action, or omit to take any action within its
control, that if taken or omitted, respectively, may result in the treatment of interest on the Series
2007A Bonds as includable in gross income for federal income tax purposes.

It is to be understood that the rights of the holders of the Bonds and the enforceability of the
Bonds, the Bond Indenture and the L oan Agreement may be subject to bankruptcy, insolvency,
reorganization, moratorium and other similar laws affecting creditors rights heretofore or
hereafter enacted to the extent constitutionally applicable and that their enforcement may also be
subject to the exercise of judicial discretion in appropriate cases.

Vinson and Elkins LLP Attorneys at Law Austin Beijing Dallas First City Tower, 1001 Fannin Street, Suite 2300, Houston, TX 77002-6760
Dubai Houston London Moscow New York Shanghai Tokyo Tel 713.758.2222 Fax 713.758.2346 www.velaw.com
Washington
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APPENDIX D
SUBSTANTIALLY FINAL FORM OF THE MASTER INDENTURE
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APPENDIX E
SUBSTANTIALLY FINAL FORM OF THE IDENTURE
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APPENDIX F
SUBSTANTIALLY FINAL FORM OF THE LOAN AGREEMENT
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APPENDIX G
CAMPUSDATA

Thefollowing campuses areincluded in the financing:

Harmony Elementary — Houston
HSA —Dallas
HSA —San Antonio
HSA —Houston

Thefollowing campuses are not included in the financing; however, datais provided for informational pur poses only:

HSA — Austin
HE —Austin
HSE
HSA —El Paso
HSA —Fort Worth:

G1
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HARMONY SCIENCE ACADEMY —HOUSTON

TABLE 1—STUDENTS RESIDENT DISTRICTS

As of March 29, 2007, Harmony Science Academy-Houston had 374 students. The students reside in the following school districts:

District Name
Aldine ISD Klein ISD
Alief ISD Pasadena ISD
Cypress Fairbanks 1SD Pearland ISD
Fort Bend ISD Spring Branch 1SD
Houston ISD Spring I1SD
Stafford ISD
TABLE 2-WAITING LIST BY GRADE
Applications
on
Grades Waiting List
6 269
7 64
8 65
9 81
10 35
11 32
12 13
Total 559

TABLE 3—AREA CHARTER SCHOOLS

Other Houston Area Charter Schools

Academy of Accelerated Learning, Inc.

Alief Montessori Community School

American Academy of Excellence Charter School
Beatrice Mayes Institute Charter School

Brazos School for Inquiry & Creativity
Children First Academy of Houston

Draw Academy

Girls & Boys Prep Academy

Houston Alternative Preparatory Charter School
Houston Gateway Academy, Inc.

Houston Heights L earning Academy, Inc.

Jesse Jackson Academy

KI1PP Academy

LaAmistad Love & Learning Academy
Meyerpark Elementary

Northwest Mathematics Science & Language Academy
Raul Y zaguirre School for Success

Ripley House Charter School

Southwest School

Two Dimensions Preparatory Academy
University of Texas Charter School

Y es College Preparatory School

DAL:665623.3

Accelerated Intermediate Academy

Alphonso Crutch’s-Life Support Center

Amigos Por Vida-Friends for Life Public Charter School
Benji’s Specia Educational Academy Charter School
Calvin Nelms Charter School

Crossroads Community Ed Center Charter School
George |. Sanchez Charter

Gulf Shores Academy

Harmony School of Excellence

Harris County Juvenile Justice Charter School
Houston Can Academy Charter School

Houston Heights High School

Jami€e's House Charter School

Juan B. Galaviz Charter School

Medical Center Charter School

North Houston H.S. for Business

Northwest Preparatory

Richard Milburn Academy (Suburban Houston)
Ser-Ninos Charter School

Texas Serenity Academy

University of Houston Charter School

Varnett Charter School

Zoe Learning Academy



TABLE 4—FACULTY

The Borrower currently employs 34 teachers at Harmony Science Academy-Houston. The faculty’s experienceis as follows:

FACULTY 2006-2007 2005-2006 2004-2005
Beginning Teachers 55.88% 36.40% 36.00%
1-5 Y ears Experience 38.12% 56.20% 54.00%
6-10 Y ears Experience 3.00% 4.00% 9.90%
Greater than 10 Y ears Experience 3.00% 3.50% 0.00%

TABLE 5—ENROLLMENT HISTORY (BY GRADE)

Grade 2006-2007  2005-2006  2004-2005  2004-2003  2003-2002
Grade 6 80 84 92 112 81
Grade 7 72 76 89 87 86
Grade 8 55 83 71 72 86
Grade 9 56 47 47 40 55
Grade 10 46 44 29 41 23
Grade 11 35 28 37 19 0
Grade 12 27 34 16 0 0

371 396 381 371 331

TABLE 6 —-STUDENT DEMOGRAPHICS

2006-2007 2005-2006 2004-2005

ETHNICITY (%)

African American 31.00% 38.90% 46.70%
Hispanic 37.00% 35.10% 37.00%
White 22.00% 17.70% 11.30%
Native American 0.00% 0.00% 0.00%
Asian/Pacific Islander 10.00% 0.00% 0.00%
% Rate Attendance 97.80%

% Economically Disadvantaged 59.00% 58.60% 57.20%
DROPOUTS

% Dropouts 0.00% 0.00% 0.00%
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TABLE 7 — ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS

Academic Excellence Indicator System

Following are the summaries of student results for TAAS testing:

Test Subject
Reading
M athematics

Test Subject
Reading
Mathematics
Writing

Test Subject
Reading
Mathematics
Science
Social Studies

Test Subject
Reading
Mathematics

Test Subject
Lang. Arts

Mathematics
Science
Socia Studies

Test Subject
Lang. Arts

M athematics
Science
Socia Studies

DAL:665623.3

6th Grade
2006 2005 2004
State Avg. Cosmos State Avg. Cosmos State Avg. Cosmos
92% 99% 86% 95% 79% 95%
81% 99% 73% 90% 68% 95%
7th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
80% 96% 81% 96% 76% 92%
71% 94% 65% 91% 61% 91%
91% 98% 89% 99% 89% 95%
8th Grade
2006 2005 2004
State Avg. Cosmos State Avg. Cosmos State Avg. Cosmos
84% 96% 84% 97% 84% 95%
68% 92% 62% 89% 58% 53%
2% 87% NA NA NA NA
84% 98% 85% 98% 82% 95%
9th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
88% 99% 83% 99% 7% 99%
58% 96% 58% 95% 52% 74%
10th Grade
2006 2005 2004
State Avg. Cosmos State Avg. Cosmos State Avg. Cosmos
86% 94% 68% 78% 73% 83%
62% 85% 59% 88% 53% 7%
61% 88% 55% 88% 52% 88%
84% 99% 85% 96% 81% 91%
11th Grade
2006 2005 2004
State Avg. Cosmos State Avg. Cosmos State Avg. Cosmos
89% 96% 88% 89% 86% 77%
78% 96% 81% 96% 77% 99%
76% 99% 81% 99% 77% 99%
94% 99% 95% 99% 95% 99%
G4



No Child Left Behind — Annual Yearly Progress (AYP)

Harmony Science Academy-Houston was rated “ Exemplary” for the 2005-2006 school year.
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HARMONY ELEMENTARY SCHOOL-HOUSTON

TABLE 1—STUDENTS RESIDENT DISTRICTS
Asof March 29, 2007 Harmony Elementary School - Houston had 362 students. The students reside in the following school districts:

District Name

Klein ISD
Pasadena |SD
Pearland ISD
Spring Branch ISD
Spring 1SD
Stafford ISD

Aldine ISD

Alief ISD

Cypress Fairbanks 1SD
Fort Bend ISD
Houston 1SD

TABLE 2-WAITING LIST BY GRADE

Applications
on

Grades Waiting List
K 74
88
82
70
73
5 84
Total 471

A WNPF

TABLE 3—AREA CHARTER SCHOOLS

Other Houston Area Charter Schools

Academy of Accelerated Learning, Inc.

Alief Montessori Community School

American Academy of Excellence Charter School
Beatrice Mayes I nstitute Charter School

Brazos School for Inquiry & Creativity

Accelerated | ntermediate Academy

Alphonso Crutch’s-Life Support Center

Amigos Por Vida-Friends for Life Public Charter School
Benji’s Special Educational Academy Charter School
Calvin Nelms Charter School

Children First Academy of Houston

Draw Academy

Girls & Boys Prep Academy

Houston Alternative Preparatory Charter School
Houston Gateway Academy, Inc.

Houston Heights Learning Academy, Inc.

Jesse Jackson Academy

KI1PP Academy

LaAmistad Love & Learning Academy
Meyerpark Elementary

Northwest Mathematics Science & Language Academy

Raul Y zaguirre School for Success
Ripley House Charter School
Southwest School

Two Dimensions Preparatory Academy
University of Texas Charter School

Y es College Preparatory School
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Crossroads Community Ed Center Charter School
George |I. Sanchez Charter

Gulf Shores Academy

Harmony School of Excellence

Harris County Juvenile Justice Charter School
Houston Can Academy Charter School

Houston Heights High School

Jami€' s House Charter School

Juan B. Galaviz Charter School

Medical Center Charter School

North Houston H.S. for Business

Northwest Preparatory

Richard Milburn Academy (Suburban Houston)
Ser-Ninos Charter School

Texas Serenity Academy

University of Houston Charter School

Varnett Charter School

Zoe Learning Academy
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TABLE 4—FACULTY

The Borrower currently employs 32 teachers at Harmony Elementary-Houston. The faculty’s experience is as follows:

FACULTY 2006-2007 2005-2006
Beginning Teachers 50.00% 0%
1-5 Y ears Experience 46.88% 100%
6-10 Y ears Experience 0.00% 0%
Greater than 10 Y ears Experience 3.13% 0%

TABLE 5—ENROLLMENT HISTORY (BY GRADE)

Grade 2006-2007 2005-2006
Pre-K 0 0
K 40 24
Grade 1 50 35
Grade 2 57 22
Grade 3 71 46
Grade 4 69 26
Grade5 62 45
349 198

TABLE 6 —STUDENT DEMOGRAPHICS

2006-2007 2005-2006
ETHNICITY (%)

African American 18.00% 19.20%
Hispanic 37.00% 40.90%
White 22.00% 25.80%
Native American 0.00% 0.00%
Asian/Pacific Idlander 23.00% 14.10%
% Rate Attendance 97.90%

% Economically Disadvantaged 62.00% 62.60%
DROPOUTS

% Dropouts 0.00% 0.00%

G-7
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TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS

Academic Excellence Indicator System

Following are the summaries of student results for TAAS testing:

Test Subject
Reading
Mathematics

Test Subject
Reading
Mathematics
Writing

Test Subject
Reading
Mathematics
Science

3rd Grade
2006 2005 2004
State Avg. Cosmos State Avg. Cosmos State Avg. Cosmos
90% 99% 89% NA NA
83% 95% 73% NA NA
4th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
83% 92% 81% NA 76% NA
84% 92% 65% NA 61% NA
92% 67% 89% NA 89% NA
5th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
81% 99% 84% NA 84% NA
82% 97% 62% NA 58% NA
76% 97% 85% NA 82% NA

No Child Left Behind — Annual Yearly Progress (AYP)

Harmony Elementary — Houston was rated “ Academically Acceptable” for the 2005-2006 school year.
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HARMONY SCHOOL OF EXCELLENCE —HOUSTON

TABLE 1—STUDENTS RESIDENT DISTRICTS

Asof March 29, 2007, Harmony School of Excellence had 309 students. The students reside in the following school districts:

TABLE 2-WAITING LI1ST BY GRADE

DAL:665623.3

District Name

Aldine ISD
Alief ISD

Cypress Fairbanks 1SD

Fort Bend ISD

Houston ISD

Klein ISD
Pasadena ISD
Pearland ISD
Spring Branch 1SD
Spring I1SD
Stafford ISD

Applications

on

Grades Waiting List

K

O~NO O WNPE

—
Q
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59
88
57
59
53
46
77

59
49
547



TABLE 3—AREA CHARTER SCHOOLS

Other Houston Area Charter Schools

Academy of Accelerated Learning, Inc.

Alief Montessori Community School

American Academy of Excellence Charter School
Beatrice Mayes Institute Charter School

Brazos School for Inquiry & Crestivity
Children First Academy of Houston

Draw Academy

Girls & Boys Prep Academy

Houston Alternative Preparatory Charter School
Houston Gateway Academy, Inc.

Houston Heights Learning Academy, Inc.

Jesse Jackson Academy

KIPP Academy

LaAmistad Love & Learning Academy
Meyerpark Elementary

Northwest M athematics Science & Language Academy
Raul Y zaguirre School for Success

Ripley House Charter School

Southwest School

Two Dimensions Preparatory Academy
University of Texas Charter School

Y es College Preparatory School

Accelerated Intermediate Academy

Alphonso Crutch'’s-Life Support Center

Amigos Por Vida-Friends for Life Public Charter School
Benji’s Special Educational Academy Charter School
Calvin Nelms Charter School

Crossroads Community Ed Center Charter School
George |. Sanchez Charter

Gulf Shores Academy

Harmony School of Excellence

Harris County Juvenile Justice Charter School
Houston Can Academy Charter School

Houston Heights High School

Jami€e's House Charter School

Juan B. Galaviz Charter School

Medical Center Charter School

North Houston H.S. for Business

Northwest Preparatory

Richard Milburn Academy (Suburban Houston)
Ser-Ninos Charter School

Texas Serenity Academy

University of Houston Charter School

Varnett Charter School

Zoe Learning Academy

TABLE 4—FACULTY

The Borrower currently employs 25 teachers at Harmony School of Excellence. The faculty’s experienceis asfollows:

FACULTY 2006-2007
Beginning Teachers 40.00%
1-5 Years Experience 52.00%
6-10 Y ears Experience 8.00%
Greater than 10 Y ears Experience 0.00%
TABLE 5—ENROLLMENT HISTORY (BY GRADE)

Grade 2006-2007

Pre-K 0

K 23

Grade 1 25

Grade 2 40

Grade 3 44

Grade 4 38

Grade 5 45

Grade 6 59

Grade 7 17

Grade 8 12

303
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TABLE 6 —STUDENT DEMOGRAPHICS

2006-2007
ETHNICITY (%)
African American 8.00%
Hispanic 25.00%
White 43.00%
Native American 1.00%
Asian/Pacific Islander 23.00%
% Rate Attendance 98.30%
% Economically Disadvantaged 24.00%
DROPOUTS
% Dropouts 0.00%

TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS
Academic Excellence Indicator System

Harmony School of Excellenceisinitsfirst year of operation; therefore, students have not previously tested and no scores are available.

G-11
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HARMONY ELEMENTARY SCHOOL - AUSTIN

TABLE 1—STUDENTS RESIDENT DISTRICTS

Asof March 29, 2007, Harmony Elementary School - Austin had 246 students. The students reside in the following school districts:

District Name

Austin ISD
Pflugerville ISD
Manor ISD
Eanes ISD

Del ValleISD
Lago VistalSD
Lake TravisISD
Leander I1SD

TABLE 2-WAITING LIST BY GRADE

Applications
on

Grades Waiting List

Pre-K 0

K 75
78
71
59
61
5 48
Total 392

A WNBE

TABLE 3—AREA CHARTER SCHOOLS

Other Austin Charter Schools

American Y outh Works Charter School
NY OS Charter School

Texas Academy of Excellence

Texas Empowerment Academy
University Charter School

McCullough Academy of Excellence
Fruit of Excellence

Star Charter School

Cedars International Academy

Austin Can Academy Charter School
University of Texas Elementary Charter School
KIPP Austin College Prep School Inc.

TABLE4—FACULTY

The Borrower currently employs 26 teachers at Harmony Elementary-Austin. The faculty’s experienceis as follows:

FACULTY 2006-2007 2005-2006 2004-2005
Beginning Teachers 73.08% 59.00% 32.40%
1-5 Years Experience 26.92% 41.00% 67.60%
6-10 Y ears Experience 0.00% 0.00% 0.00%
Greater than 10 Y ears Experience 0.00% 0.00% 0.00%
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TABLE 5—ENROLLMENT HISTORY (BY GRADE)

Grade 2006-2007

Pre-K 42

K 43

Grade 1 44

Grade 2 37

Grade 3 40

Grade 4 37

TABLE 6 —STUDENT DEMOGRAPHICS
2006-2007

ETHNICITY (%)
African American 17.00%
Hispanic 36.00%
White 26.00%
Native American 0.00%
Asian/Pacific |slander 21.00%
% Rate Attendance 97.20%
% Economically Disadvantaged 38.00%
DROPOUTS
% Dropouts 0.00%

TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS
Academic Excellence I ndicator System

Harmony Elementary School — Austinisin its first year of operation; therefore, students have not previously tested and no scores are
available.
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HARMONY SCIENCE ACADEMY - AUSTIN
TABLE 1—STUDENTS RESIDENT DISTRICTS

As of March 29, 2007, Harmony Science Academy - Austin has 261 students. The students reside in the following school districts:

District Name
Austin ISD Del VdlelSD
Pflugerville ISD Lago VistalSD
Manor 1SD Lake TravisISD
Eanes ISD Leander I1SD
TABLE 2-WAITING LIST BY GRADE
Applications
on
Grades  Waiting List
6 205
7 81
8 54
9 41
10 19
Total 400

TABLE 3—AREA CHARTER SCHOOLS

Other Austin Charter Schools

American Y outh Works Charter School
NY OS Charter School

Texas Academy of Excellence

Texas Empowerment Academy
University Charter School

M cCullough Academy of Excellence
Friut of Excellence

Star Charter School

Cedars International Academy

Austin Can Academy Charter School
University of Texas Elementary Charter School
KIPP Austin College Prep School Inc.

TABLE 4—FACULTY

The Borrower currently employs 28 teachers at Harmony Science Academy-Austin. The faculty’s experienceis as follows:

FACULTY 2006-2007
Beginning Teachers 32.14%
1-5 Y ears Experience 64.29%
6-10 Y ears Experience 3.57%
Greater than 10 Y ears Experience 0.00%
TABLE 5—ENROLLMENT HISTORY (BY GRADE)
G-14
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Grade 2006-2007  2005-2006  2004-2005  2004-2003  2003-2002

Grade 6 70 83 77 59 45
Grade 7 68 75 69 40 38
Grade 8 53 49 35 35 22
Grade 9 29 24 16 20 0
Grade 10 14 10 11 0 0
Grade 11 9 12 0 0 0
Grade 12 12 0 0 0 0
255 253 208 154 105

TABLE 6 —STUDENT DEMOGRAPHICS

2006-2007 2005-2006 2004-2005

ETHNICITY (%)

African American 9.00% 12.60% 18.30%
Hispanic 60.00% 68.00% 55.36%
White 28.00% 16.20% 24.50%
Native American 0.00% 0.00% 0.00%
Asian/Pacific I ander 3.00% 0.00% 0.00%
% Rate Attendance 98.70%

% Economically Disadvantaged 61.00% 59.70% 57.20%
DROPOUTS

% Dropouts 0.00% 0.00% 0.00%

G-15
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TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS

Academic Excellence Indicator System

Following are the summaries of student results for TAAS testing:

Test Subject
Reading
Mathematics

Test Subject
Reading
Mathematics
Writing

Test Subject
Reading
Mathematics
Science
Social Studies

Test Subject
Reading
Mathematics

Test Subject
Lang. Arts
Mathematics
Science
Social Studies

Test Subject
Lang. Arts
Mathematics
Science
Social Studies
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6th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
92% 96% 86% 95% 79% 89%
81% 96% 73% 95% 68% 93%
7th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
80% 89% 81% 93% 76% 87%
71% 84% 65% 93% 61% 83%
91% 93% 89% 90% 89% 99%
8th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
84% 87% 84% 89% 84% 87%
68% 88% 62% 74% 58% 57%
2% 85% NA NA NA NA
84% 98% 85% 96% 82% 96%
9th Grade
2006 2005 2004
State Avg. Cosmos State Avg. Cosmos State Avg. Cosmos
88% 99% 83% 99% 7% 83%
58% 78% 58% 99% 52% 59%
10th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
86% 71% 68% 70% 73% NA
62% 99% 59% 70% 53% NA
61% 99% 55% 99% 52% NA
84% 99% 85% 99% 81% NA
11th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
89% 92% 88% NA 86% NA
78% 83% 81% NA 77% NA
76% 99% 81% NA 77% NA
94% 99% 95% NA 95% NA
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No Child Left Behind — Annual Yearly Progress (AYP)

Harmony Science Academy — Austin was rated “ Recognized” for he 2005-2006 school year.
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HARMONY SCIENCE ACADEMY -EL PASO
TABLE 1—STUDENTS RESIDENT DISTRICTS

As of March 29, 2007, Harmony Science Academy-El Paso had 320 students. The students reside in the following school districts:

District Name
El Paso ISD Burnhamwood Charter School
YdetalSD Paso Del Norte Academy
El Paso Academy Socorro ISD

El Paso School of Excellence Clint ISD

TABLE 2-WAITING LIST BY GRADE

Applications
on

Grades Waiting List
K 82

51
49
67
67
57
76
60
51
al 560
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TABLE 3—AREA CHARTER SCHOOLS

Other El Paso Area Charter Schools

Burnham Wood Charter School District
Howard Burnham Elementary School
Davinci School For Science And The Arts
El Paso Academy

El Paso Academy

El Paso Academy West

El Paso School Of Excellence

El Paso School Of Excellence

El Paso School Of Excellence Middle School
LaFe Preparatory School

Paso Del Norte

G-18
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TABLE 4—FACULTY

The Borrower currently employs 21 teachers at Harmony Science Academy-El Paso. The faculty’s experienceis asfollows:

FACULTY 2006-2007
Beginning Teachers 47.62%
1-5 Years Experience 47.62%
6-10 Y ears Experience 0.00%
Greater than 10 Y ears Experience 4.76%
TABLE 5—ENROLLMENT HISTORY (BY GRADE)
Grade 2006-2007
Pre-K 0
K 26
Grade 1 40
Grade 2 26
Grade 3 37
Grade 4 38
Grade 5 48
Grade 6 50
Grade 7 23
Grade 8 24
312
TABLE 6 —STUDENT DEMOGRAPHICS
2006-2007
ETHNICITY (%)
African American 4.00%
Hispanic 85.00%
White 9.00%
Native American 0.00%
Asian/Pacific Islander 2.00%
% Rate Attendance 97.60%
% Economically Disadvantaged 70.00%
DROPOUTS
% Dropouts 0.00%
G-19
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TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS

Academic Excellence Indicator System

Harmony Science Academy- El Paso isin itsfirst year of operation; therefore, students have not previously tested and no scores are
available.
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HARMONY SCIENCE ACADEMY —DALLAS
TABLE 1—STUDENTS RESIDENT DISTRICTS

Asof March 29, 2007 Harmony Science Academy-Dallas had 726 students. The students reside in the following school districts:

District Name
Carrollton-Farmers Branch |SD Grand Prairie ISD
Cedar Hill ISD Highland Park 1SD
Coppell ISD Irving ISD
DallasISD Lancaster ISD
Desoto ISD Mesquite ISD
Duncanville ISD Richardson ISD
Garland I1SD Sunnyvale I1SD
TABLE 2-WAITING Li1ST BY GRADE
Applications
on
Grades Waiting List
Pre-K 45
K 52
1 60
2 91
3 71
4 63
5 54
6 63
7 68
8 32
9 28
10 9
Total 636
TABLE 3—AREA CHARTER SCHOOLS
Other Dallas Area Charter Schools
A+ Academy Quest Academy
Academy of Dallas | Am That | Am Academy
AW Brown-Fellowship Charter School Inspired Vision Academy
AW Brown-Fellowship North Campus Inspired Vision
Children First Academy of Dallas Kipp Trust Academy
Dallas Can Academy Charter LaAcademiade Estrellas
Dallas Can Academy Charter — Oak Cliff Life School Oak Cliff
Texans Can Academy at Paul Quinn Nova Charter School
Dallas Community Charter School Nova Charter School (Southeast)
Dallas County Juvenile Justice Peak Academy
Eagle Advantage Charter El Pegasus Charter High School
Faith Family Academy at Oak CIiff Richland Collegiate High School of Math
Golden Rule Charter School The School of Liberal Arts and Science
Gateway Academy St. Anthony Academy

Oak Cliff Academy (Dallas)

G-21

DAL:665623.3



TABLE 4—FACULTY

The Borrower currently employs 56 teachers at Harmony Science Academy-Dallas. The faculty’s experienceis asfollows:

FACULTY 2006-2007 2005-2006 2004-2005
Beginning Teachers 51.79% 30.20% 33.10%
1-5 Years Experience 41.07% 51.60% 59.60%
6-10 Y ears Experience 5.36% 13.60% 7.30%
Greater than 10 Y ears Experience 1.79% 4.50% 0.00%

TABLE 5—ENROLLMENT HISTORY (BY GRADE)

Grade 2006-2007 2005-2006 2004-2005
Pre-K 42 - -
K 44 - -
Grade 1 47 - -
Grade 2 45 - -
Grade 3 36 - -
Grade 4 60 - -
Grade 5 60 - -
Grade 6 66 80 93
Grade 7 118 124 93
Grade 8 95 94 36
Grade 9 71 44 0
Grade 10 35 0 0
719 342 222

TABLE 6 —STUDENT DEMOGRAPHICS

2006-2007 2005-2006 2004-2005

ETHNICITY (%)

African American 14.00% 18.10% 22.50%
Hispanic 69.00% 67.50% 60.40%
White 11.00% 10.80% 13.10%
Native American 0.40% 0.60% 0.90%
Asian/Pacific | lander 5.60% 2.90% 3.20%
% Rate Attendance 97.90%

% Economically Disadvantaged 64.00% 62.90% 62.20%
DROPOUTS

% Dropouts 0.00% 0.00% 0.00%
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TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS

Academic Excellence Indicator System

Following are the summaries of student results for TAAS testing:

Test Subject
Reading
M athematics

Test Subject
Reading
Mathematics
Writing

Test Subject
Reading
Mathematics
Science
Social Studies

Test Subject
Reading
Mathematics

6th Grade
2006 2005 2004
State Avg. Cosmos State Avg. Cosmos State Avg. Cosmos
92% 99% 86% 95% 79% 95%
81% 99% 73% 90% 68% 95%
7th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
80% 96% 81% 96% 76% 92%
71% 94% 65% 91% 61% 91%
91% 98% 89% 99% 89% 95%
8th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
84% 96% 84% 97% 84% 95%
68% 92% 62% 89% 58% 53%
2% 87% NA NA NA NA
84% 98% 85% 98% 82% 95%
9th Grade
2006 2005 2004
State Avg.  Cosmos State Avg.  Cosmos State Avg.  Cosmos
88% 99% 83% NA 77% NA
58% 96% 58% NA 52% NA

No Child Left Behind — Annual Yearly Progress (AYP)

Harmony Science Academy-Dallas was rated “ Exemplary” for the 2005-2006 school year.
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HARMONY SCIENCE ACADEMY —-FT. WORTH

TABLE 1—STUDENTS RESIDENT DISTRICTS

Asof March 29, 2007 Harmony Science Academy — Ft. Worth had 358 students. The students reside in the following school districts:

District Name

Arlington 1SD Lake Worth ISD

Birdville ISD Crowley 1SD

Everman ISD Kennedale ISD

Forth Worth ISD Hurst-Euless-Bedford I SD
Grapevile-Colleyville 1ISD Castleberry ISD

Keller ISD Eagle Mt-Saginaw 1SD
Mansfield ISD Carroll 1SD

Masonic Home ISD White Settlement ISD

TABLE 2-WAITING LIST BY GRADE

Applications
on

Grades Waiting List

148

201

221

181

197

188

193

175

111
al 1615
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TABLE 3—AREA CHARTER SCHOOLS

TABLE 4—FACULTY

Other Ft. Worth Area Charter Schools
Eagle Academies of Texas

Fort Worth CAN Academy

Honors Academy

Theresa B Lee Academy

East Fort Worth Montessori Academy
Hrichard Milburn Academy

Zoe Learning Academy

The Borrower currently employs 20 teachers at Harmony Science Academy-Ft. Worth. The faculty’s experience is as follows:

DAL:665623.3

FACULTY 2006-2007
Beginning Teachers 65.00%
1-5 Years Experience 30.00%
6-10 Y ears Experience 5.00%
Greater than 10 Y ears Experience 0.00%
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TABLE 5—ENROLLMENT HISTORY (BY GRADE)

Grade 2006-2007

Pre-K -

K 27

Grade 1 25

Grade 2 48

Grade 3 27

Grade 4 50

Grade 5 67

Grade 6 44

Grade 7 49

Grade 8 20

Grade 9 0

Grade 10 0

Grade 11 0

Grade 12 0

357
TABLE 6 —STUDENT DEMOGRAPHICS
2006-2007

ETHNICITY (%)
African American 21.00%
Hispanic 29.00%
White 36.00%
Native American 0.30%
Asian/Pacific |slander 13.70%
% Rate Attendance 98.10%
% Economically Disadvantaged 51.00%
DROPOUTS
% Dropouts 0.00%

TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS

Academic Excellence Indicator System

Harmony Science Academy- Ft. Worthisin itsfirst year of operation; therefore, students have not previously tested and no scores are
available.
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HARMONY SCIENCE ACADEMY —SAN ANTONIO

TABLE 1—STUDENTS RESIDENT DISTRICTS

Asof March 29, 2007, Harmony Science Academy — San Antonio had 291 students. The studentsresidein thefollowing school districts:

District Name

Alamo Heights ISD North East ISD
Harlandale ISD East Central 1SD
Edgewood 1SD Southwest |SD
Randolph Field ISD Lackland 1SD
San Antonio 1SD Ft. Sam Houston ISD
South San Antonio ISD Northside ISD
Somerset I1SD Judson ISD

Southside ISD

TABLE 2-WAITING LIST BY GRADE

Applications
on

Grades Waiting List
K 76
9
92
91
105
81
96
87
53
Total 775
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TABLE 3—AREA CHARTER SCHOOLS

Other San Antonio Area Charter Schools

Academy of Careers and Tecnologies Charter School
Bexar County Academy

Eagle Academy of San Antonio

Gen. Alfred A. Vaenzuela Intermediate Leadership Academy
George Gervin Academy

George |. Sanchez Charter High School

Guardian Angel Performance Arts Academy

Higgs, Carter, King Gifted & Talented Charter Academy
John H. Wood Jr. Public Charter District

Jubilee Academic Center

KIPP Aspire Academy

La Escuelade las Americas

New Frontiers Charter school

TABLE 4—FACULTY

Por Vida Academy

Positive Solutions Charter School
Radiance Academy of Learning
San Antonio Can High School

San Antonio Preparatory Academy
San Antonio School for Inquiry & Creativity
San Antonio Technology Academy
School of Excellencein Education
School of Science & Technology
Shekinah Radiance Academy
Southwest Preparatory School
University of Texas Charter School

The Borrower currently employs 25 teachers at Harmony Science - San Antonio. The faculty’s experienceis as follows:

Harmony Science Academy-San Antonio

FACULTY 2006-2007
Beginning Teachers 80.00%
1-5 Years Experience 12.00%
6-10 Y ears Experience 4.00%
Greater than 10 Y ears Experience 4.00%

TABLE 5—ENROLLMENT HISTORY (BY GRADE)

Grade 2006-2007
Pre-K -
K 32
Grade 1 22
Grade 2 26
Grade 3 31
Grade 4 35
Grade 5 31
Grade 6 62
Grade 7 21
Grade 8 10
Grade 9 0
Grade 10 0
Grade 11 0
Grade 12 0
270
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TABLE 6 —STUDENT DEMOGRAPHICS

2006-2007

ETHNICITY (%)

African American 5.00%
Hispanic 76.00%
White 10.00%
Native American 0.40%
Asian/Pacific Islander 8.60%
% Rate Attendance 97.90%
% Economically Disadvantaged 51.00%
DROPOUTS

% Dropouts 0.00%

TABLE 7—ASSESSMENT TESTING AND ACCOUNTABILITY RATINGS

Harmony Science Academy- San Antonioisinitsfirst year of operation; therefore, students have not previously tested and no scoresare
available.
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