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To whom it may concern: 
 
 
 
 
I am excited about the prospect of a Children’s Guild charter school in DC. We need 
more positive school in DC, that supports our children’s learning experience. My 
daughter has been attending the guild for the past 3 years. She has been able to make 
progress with the help and support of her teachers and counselors. There patience and 
dedication to my daughter and our family, has allowed her to love learning again. My 
daughter loves going to school every day. She wakes up extra early to make sure that she 
doesn’t miss her bus. It is The Children’s Guild that was able to help my daughter get 
excited about learning again, to help her see that she could learn, and instill confidence in 
her, showing her that she has the potential to be successful. I fully support the 
development of a school run by this organization in Washington D.C.  
 
 
 
 
Phillina Thompson 
 
46 Galveston St. SW 
Apt. 302 
Washington, DC 20032 



204 Oklahoma Ave NE 
Apt. 1 
Washington DC 20002 
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INDEPENDENT AUDITORS' REPORT

Board of Directors
Monarch Academy Baltimore Campus, Inc.

Report on the Financial Statements

We have audited the accompanying financial statements of Monarch Academy Baltimore
Campus, Inc. (MABC), which comprise the statements of financial position as of June 30, 2013
and 2012, and the related statements of activities and cash flows for the years then ended, and
the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.  Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements.  The procedures selected depend on the auditors'
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error.  In making those risk assessments, the auditor
considers internal control relevant to MABC's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of MABC's internal control.
Accordingly, we express no such opinion.  An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of MABC as of June 30, 2013 and 2012, and the changes in its net assets
and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
November 5, 2013, on our consideration of MABC’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters.  The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering MABC’s internal control over financial reporting and compliance.

Timonium, Maryland
November 5, 2013



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2013 AND 2012

2013 2012

ASSETS

ASSETS
Cash $ 830,477 $ 191,413
Grants and tuition receivable 17,507 104,451
Prepaid expenses 0 43,883
Deposits 0 20,697
Property and equipment - net 10,845,994 267,676

TOTAL ASSETS $ 11,693,978 $ 628,120

LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable and accrued expenses $ 2,128,974 $ 350,134
Due to related entity 70,555 142,084
Note payable - net 3,661,349 0
Debt 5,059,689 0

TOTAL LIABILITIES 10,920,567 492,218

NET ASSETS
Unrestricted 773,411 135,902

TOTAL LIABILITIES AND NET ASSETS $ 11,693,978 $ 628,120

The Accompanying Notes are an Integral Part of the Financial Statements
- 3 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
STATEMENTS OF ACTIVITIES

FOR THE YEARS ENDED JUNE 30, 2013 AND 2012

2013 2012

SUPPORT AND REVENUE
Program Revenue:

Tuition $ 6,086,304 $ 3,057,093
Public Support:

Fundraising and grants 446,517 532,612

TOTAL SUPPORT AND REVENUE 6,532,821 3,589,705

EXPENSES
Functional expenses:

Program:
Charter School 5,249,335 2,941,410

Management and general 645,977 327,626

TOTAL EXPENSES 5,895,312 3,269,036

Change in Net Assets 637,509 320,669

Net Assets - Beginning of the Year 135,902 (184,767)

Net Assets - End of the Year $ 773,411 $ 135,902

The Accompanying Notes are an Integral Part of the Financial Statements
- 4 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2013 AND 2012

2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 637,509 $ 320,669
Adjustments to reconcile change in net assets to net

cash provided by operating activities:
Depreciation 264,873 2,028
Contributed property (191,475) 0
Changes in operating assets and liabilities:

Grants and tuition receivable 86,944 (81,770)
Prepaid expenses 43,883 (34,250)
Accounts payable and accrued expenses 202,539 342,634

Net Cash Provided by Operating Activities 1,044,273 549,311

CASH FLOWS FROM INVESTING ACTIVITIES
Deposits made 0 (20,697)
Purchases of property and equipment (333,680) (263,124)

Net Cash Used in Investing Activities (333,680) (283,821)

CASH FLOWS FROM FINANCING ACTIVITIES
Net activity in amounts due to related entity (71,529) (74,077)

Net Cash Used in Financing Activities (71,529) (74,077)

NET CHANGE IN CASH 639,064 191,413

CASH AT THE BEGINNING OF THE YEAR 191,413 0

CASH AT THE END OF THE YEAR $ 830,477 $ 191,413

The Accompanying Notes are an Integral Part of the Financial Statements
- 5 -



2013 2012

Supplemental Schedule of Noncash Investing and
Financing Activities:

Construction in progress from proceeds of debt $ 5,059,689 $ 0

Acquisition of land and building via issuance of note
payable 3,661,349 0

Application of deposit to property and equipment 20,697 0

Construction in progress in accounts payable and
accrued expenses 1,576,301 0

Supplemental Disclosures of Cash Flow
Information:

Interest paid, net of capitalized interest of
approximately $36,000 and $0 for the years ended
June 30, 2013 and 2012, respectively $ 12,233 $ 9,855

The Accompanying Notes are an Integral Part of the Financial Statements
- 6 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of operations

During the fiscal year ended June 30, 2011, Monarch Academy Baltimore Campus, Inc.
(MABC) was incorporated as a Maryland non-stock, not-for-profit corporation.   MABC
was incorporated to operate a public charter school in Baltimore City (City) for students
in kindergarten through eighth grade.  MABC's first students enrolled in Spring 2011 for
the instructional program which commenced in August 2011 for students enrolled in
kindergarten through fourth grade.

On November 9, 2010, the Baltimore City Board of School Commissioners granted a
charter allowing MABC to operate a charter school in Baltimore City, MD.  The Charter
defines the City's and MABC's responsibilities in relation to the operation, management
and administration of the school.  The Charter has an initial term of five years, and
MABC may apply for an additional five year term during the last year of the initial five
year term.  The Charter may be terminated by the City (subject to certain requirements),
or by MABC on an annual basis (MABC must provide notice of intent to terminate by
March 1 annually).  Additionally, the Charter may be terminated by mutual agreement
between MABC and the City.

MABC's operations are funded based upon funds allocated to the school by the City in
accordance with the Maryland State Department of Education approved funding model.  

The employees of the public charter school remain employees of the City, and the
expenditures related to salaries and benefits are deducted by the City from the funded
amounts provided to MABC quarterly.  Additionally, other costs as negotiated, such as
transportation costs, are deducted from the funded amounts provided to MABC
quarterly.  The revenues and the associated salaries, benefits and other costs have
been reported within the accompanying financial statements on a gross basis, rather
than net, in order to provide a complete picture of the school's operations and costs.

Basis of accounting

The financial statements are prepared on the accrual basis of accounting.

Financial statement presentation

MABC follows the Not-For-Profit Entities Presentation of Financial Statements Topic of
the Financial Accounting Standards Board (FASB) Accounting Standards Codification
which requires it to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted
net assets and permanently restricted net assets.  As of June 30, 2013 and 2012, there
were no permanently or temporarily restricted net assets. 

- 7 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Grants and tuition receivable

Government and private grants are recognized based on the terms of the specific grant.
Grant revenue received in advance of the grant period is recorded as deferred revenue
or temporarily restricted support, depending on the nature of the transaction. 

Tuition receivable is recorded at the amount MABC expects to receive after year end
from Baltimore City related to services provided.  

Accounting for contributions

MABC follows the Not-For-Profit Entities Revenue Recognition Topic of the FASB
Accounting Standards Codification.  Under this topic of the FASB Accounting Standards
Codification, MABC recognizes contributions when the donor makes a promise to give to
MABC that is, in substance, unconditional.  Contributions received are recorded as
unrestricted, temporarily restricted, or permanently restricted support depending on the
existence or nature of any donor restrictions. Contributions whose restrictions are met in
the same reporting period are shown as unrestricted contributions.

Property and equipment

Property and equipment are recorded at cost if purchased and fair value if donated.  It is
MABC’s policy to capitalize expenditures for property and equipment in excess of
$1,000.  Expenditures for repairs and maintenance are charged to expense as incurred.
The cost of property and equipment is depreciated using the straight-line method over
their estimated useful lives.

Income taxes

MABC is exempt from federal and state taxation under Section 501(c)(3) of the Internal
Revenue Code, and is classified as other than a private foundation.

MABC's Forms 990, Return of Organization Exempt from Income Tax, for the fiscal
years ended June 30, 2013, 2012 and 2011 are subject to examination by the IRS,
generally for three years after they were filed.

Use of estimates

Management uses estimates and assumptions in preparing financial statements in
accordance with accounting principles generally accepted in the United States of
America.  Those estimates and assumptions affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities and the reported revenues
and expenses.  Actual results could differ from the estimates that were used.

- 8 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Functional expenses

Expenses are charged directly to program, management and general or fundraising
categories based on specific identification, when determinable.  A reasonable allocation
is made for costs not specifically identifiable.  During the years ended June 30, 2013
and 2012, MABC did not expend significant resources related to fundraising.  

Subsequent events

MABC has evaluated subsequent events through November 5, 2013, which is the date
the financial statements were available to be issued.

NOTE 2:  PROPERTY AND EQUIPMENT

The following is a summary of property and equipment at June 30, 2013 and 2012:

2013 2012

Land $ 1,098,055 $ 0
Furniture and equipment 447,178 11,316
Construction in progress 9,567,662 258,388

  Total $ 11,112,895 269,704

Less:  accumulated depreciation (266,901) (2,028)

  Total property and equipment  - net $ 10,845,994 $ 267,676

Depreciation expense for the years ended June 30, 2013 and 2012 amounted to
$264,873 and $2,028, respectively. 

NOTE 3:  DEBT

During the year ended June 30, 2013, MABC entered into a loan agreement to obtain financing
necessary for the renovation of property acquired for the purpose of becoming MABC's
permanent operational facility.  The maximum amount available under the loan agreement is
$8,900,000, and the loan is primarily funded by one financial institution in the amount of
$7,150,000, however, a participating lender is funding the remaining $1,750,000.  The loan
requires interest only payments during the construction phase (ending April 2014), with first
principal and interest payments to begin in May 2014.  

- 9 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 3:  DEBT (Continued)

The portion of the overall loan funded by the primary financial institution incurs interest during
the construction phase at the greater of 5% or the sum of the prime rate plus 2%.   At the
conclusion of the construction phase, principal payments will commence and the interest rate
will be adjusted to a fixed rate which will remain in effect until April 2019, at which time the fixed
rate will be modified to a new fixed rate which will remain in effect until the maturity date (April
2024).  The loan may be prepaid, however prepayment would require the payment of a fee
which is dependent on the timing of the prepayment.

The portion of the overall loan funded by the participating lender incurs interest during the
construction phase and through April 2019 at the rate of 4.25%.   At that time, the interest rate
will be adjusted to a new fixed rate which will remain in effect through the maturity date (April
2024).  Principal payments commence in May 2014.  The loan may be prepaid, however
prepayment would require the payment of a fee which is dependent on the timing of the
prepayment.

The loans are subject to certain financial and non-financial covenants, including a debt service
coverage ratio (which will be effective upon substantial completion of the renovation project
during the fiscal year ended June 30, 2014 and then will be reviewed annually thereafter), and a
tangible net worth requirement, which is reviewed annually based upon the consolidated
financial statements of the Children's Guild Institute, Inc. (Institute), a related entity (see Note
5).

The loans are collateralized by a first deed of trust related to the improved property, a first
priority lien in the rents related to a lease which exists for a portion of the acquired property (see
Note 4), and essentially all other MABC assets.  Additionally, the loans have been guaranteed
by the Institute and the Children's Guild, Inc. (Guild) (see Note 5).  However, the guarantees of
the Institute and the Guild are subordinated to a different financial institution from which the
Institute and the Guild have previously entered into debt agreements or provided other loan
guarantees.  

MABC has entered into an agreement with the Institute which provides the Institute the option,
subject to the approval of the primary financial institution, to purchase the land and property
which was improved from the proceeds of the loans described above.  The option expires in
April 2025.

- 10 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 3:  DEBT (Continued)

As of June 30, 2013, debt matures as follows (annual amounts below are presented under the
assumption that all available loan funds will be borrowed during the construction phase, and
reflect what will be repaid beginning in May 2014):

Fiscal year

2014 $ 48,828
2015 272,743
2016 286,249
2017 300,425
2018 315,307
2019 and thereafter 7,676,448

Total $ 8,900,000

Total interest expense, including accrued interest related to the note payable described in Note
4 and interest on the intercompany line of credit described in Note 5, and net of interest which
was capitalized during the year ended June 30, 2013, was $71,103 and $7,822 for the years
ended June 30, 2013 and 2012, respectively.   

NOTE 4:  ACQUISITION OF PROPERTY AND NOTE PAYABLE

During the year ended June 30, 2013, MABC entered into an agreement with a seller to acquire
property to be used as MABC's permanent operational facility beginning in August 2014.  

As a part of the agreement, MABC obtained property with an appraised fair value of
$2,827,376, and additionally assumed a lease with an unrelated third party covering a small
portion of the acquired property.  MABC recorded an additional property value of $1,025,448
representing the present value of the future expected rental receipts from the lease, assuming
an 8% discount rate and a lease term expiring in 2034.  As such, the total asset recognized
within property and equipment - net on the accompanying 2013 statement of financial position
is $3,852,824.

As consideration for the property, MABC entered into a note payable with the seller, and
additionally agreed to remit to the seller the remaining rents under the lease as it existed at the
time of the sale.  

The contractual balance of the note payable is $3,045,000 and MABC is required to make
quarterly principal and interest payments of $65,320 beginning in October 2013.  The note
payable has a fixed interest rate of 8% and a maturity date of September 2047.  However,
MABC's obligations under the note will cease upon the occurrence of a termination event, as
defined in the promissory note.  A termination event occurs upon the later of (1) the death of the
owner of the note holder, or (2) 144 months after the first payment date (September 30, 2025).
MABC may prepay the balance outstanding on the note payable at any time.  The note payable
is subordinate to the debt described in Note 3.  The Institute has guaranteed the note payable,
however, the Institute's guarantee is subordinate to a different financial institution to whom the
Institute had previously made guarantees.

- 11 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 4:  ACQUISITION OF PROPERTY AND NOTE PAYABLE (Continued)

MABC has recognized the note payable in the accompanying 2013 statement of financial
position at its present value, determined using a discount rate of 8%, and with an expected
repayment period of 18.6 years (based on a life expectancy table).  The repayment period was
determined by a third party in accordance with a request to provide an independent valuation of
the note payable as of the date of the purchase and sale agreement.  The note payable has
been recorded at its present value of $2,517,549 as of June 30, 2013.  

As MABC has committed to remit to the seller the certain rents described above, a liability for
the present value of the future payments to the seller has been determined and recorded using
a discount rate of 8% and an expected term through 2034.  The present value of the anticipated
lease payments of $1,143,800 has been added to the note payable balance.  MABC has no
obligation to remit any lease payments to the seller if the tenant does not extend the term of the
lease or make its rental payments to MABC.  

The total of the present value of the note payable and the present value of the lease payment
liability is $3,661,349 as of June 30, 2013.

MABC recorded contribution income within public support on the accompanying 2013 statement
of activities in the amount of $191,475 (representing the excess of the recorded value of the
acquired property over the present value of the note payable and the present value of the lease
payment liability). 

As of June 30, 2013, the note payable matures as follows:

Fiscal year

2014 $ 13,527
2015 19,333
2016 20,927
2017 22,651
2018 24,518
2019 and thereafter 2,944,044

Sub-total 3,045,000
Less: discount on note payable (527,451)
Plus: present value of excess lease payments 1,143,800
Total note payable $ 3,661,349

NOTE 5:  RELATED PARTY TRANSACTIONS

MABC has entered into transactions and/or agreements with the following related parties as of
June 30, 2013 and 2012:

- 12 -



MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 5:  RELATED PARTY TRANSACTIONS (Continued)

The Children's Guild Institute, Inc. (Institute) was incorporated during the year ended June 30,
2009 as a Maryland non-stock charitable supporting organization.  The Institute was
incorporated to provide planning and support for the causes of several organizations, including
MABC.  The Institute controls MABC through a majority voting interest on MABC's board of
directors.  MABC is included in the annual financial statements of the Institute as a
consolidated, wholly-owned subsidiary.

The Children's Guild, Inc. (Guild) was formed in 1953 as a Maryland not-for-profit corporation to
provide facilities and opportunities to help educate children and provide individual and family
counseling.  The Guild primarily serves central Maryland and has several major programs, the
most significant of which, as defined by a percentage of revenues, is the Guild's Special
Education School program.  The Guild has assisted MABC in establishing MABC's program,
obtaining funding and performing management and general activities on MABC's behalf.   

During the fiscal year ended June 30, 2011, the Guild extended an intercompany line of credit
to MABC to provide working capital.  Advances under this credit facility bear interest at a fixed
rate of 6% and interest payments are due monthly.  The intercompany line of credit is due on
demand, has maximum available borrowings of $600,000, and has a stated maturity date of
June 30, 2014.  The amount due to the Guild as of June 30, 2013 and 2012 relating to the
intercompany line of credit was $70,555 and $142,084, respectively.  For the years ended June
30, 2013 and 2012, interest expense related to this facility was $12,233 and $7,822,
respectively.

Effective July 1, 2011, MABC entered into a management agreement with the Guild whereby
the Guild will provide management and administrative services for MABC.   Management fee
expense for the years ended June 30, 2013 and 2012 was $606,804 and $245,996,
respectively.

NOTE 6:  OPERATING LEASES

During the years ended June 30, 2013 and 2012, MABC operated its program in facilities under
short-term lease arrangements.   

In April 2013, MABC acquired property and commenced significant renovations to the acquired
property in order to operate its program in a permanent facility beginning in August 2013. 

As a condition of acquiring the property discussed above, MABC assumed an existing lease
with a third party, whereby MABC receives monthly rental payments.  The lease was
subsequently amended in July 2013.  As amended, the lease has an initial expiration date in
June 2014, however, the tenant has multiple renewal options, with each option for an additional
5 years.  For the year ended June 30, 2014, MABC will receive approximately $84,000 in lease
payments from the third party.

Rent expense, including amounts charged for rental equipment, for the years ended June 30,
2013 and 2012 was $114,847 and $185,887, respectively.
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MONARCH ACADEMY BALTIMORE CAMPUS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 7:  FAIR VALUE

Fair value measurement accounting literature provides a framework for measuring fair value.
The framework provides a fair value hierarchy that prioritizes the inputs to valuation techniques
used to measure fair value.  The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets (level 1 measurements), the next priority to other
direct or indirect observable inputs (level 2 measurements), and the lowest priority to
unobservable inputs (level 3 measurements).  When available, MABC measures fair value
using level 1 inputs because they generally provide the most reliable evidence of fair value.
The fair value of the acquired land and building (See Note 4) was partially determined based
upon an appraisal (level 2 measurement).  The appraisal primarily used existing data from
recent sales of property in the same metropolitan area, adjusted for factors such as financing
terms, conditions of sale, market conditions, location, and physical characteristics to determine
fair value.

NOTE 8:  SUBSEQUENT EVENT

The Institute has initiated a plan to obtain additional debt and refinance substantially all
outstanding debt, notes payable, and mortgages payable, including those reported on the
accompanying 2013 statement of financial position.  The refinance is expected to occur through
a tax-exempt bond offering. The plan to obtain additional debt and refinance existing debt is
expected to result in changes to property ownership, with the Institute becoming the primary
owner of property.

In concurrence with the tax-exempt bond issue, the Institute intends to exercise its option to
purchase the land and property currently owned by MABC (per Note 3).  Institute anticipates
entering into an agreement to lease this facility to MABC. 
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Monarch Academy Baltimore Campus, Inc.

We have audited, in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of Monarch Academy Baltimore Campus, Inc. (MABC), which comprise the
statement of financial position as of June 30, 2013, and the related statements of activities and
cash flows for the year then ended, and the related notes to the financial statements, and have
issued our report thereon dated November 5, 2013.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered MABC's
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of MABC's
internal control.  Accordingly, we do not express an opinion on the effectiveness of MABC's
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis.  A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity's financial statements will not be prevented,
or detected and corrected on a timely basis.  A significant deficiency is a deficiency, or
combination of deficiencies, in internal control that is less severe that a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies.  Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.



Compliance and Other Matters

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

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
MABC's internal control or on compliance.  This report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering MABC's internal control and
compliance.  Accordingly, this communication is not suitable for any other purpose.

Timonium, Maryland
November 5, 2013
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INDEPENDENT AUDITORS' REPORT

Board of Directors
The Monarch Academy Public Charter School, Inc.

We have audited the accompanying financial statements of The Monarch Academy Public
Charter School, Inc., which comprise the statements of financial position as of
June 30, 2013 and 2012, and the related statements of activities and cash flows for the years
then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the
United States of America.  Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements.  The procedures selected depend on the auditors'
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error.  In making those risk assessments, the auditor
considers internal control relevant to the MAPCS's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
MAPCS's internal control.  Accordingly, we express no such opinion.  An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
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Board of Directors
The Monarch Academy Public Charter School, Inc.
Page 2

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of The Monarch Academy Public Charter School, Inc. as of June 30, 2013
and 2012, and the changes in its net assets and its cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

Timonium, Maryland
November 5, 2013



THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2013 AND 2012

2013 2012

ASSETS

ASSETS
Cash $ 144,303 $ 889,608
Prepaid expenses and other current assets 58,865 77,007
Deposits and advances 60,500 150,702
Property and equipment - net 3,625,007 2,944,875

TOTAL ASSETS $ 3,888,675 $ 4,062,192

LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable and accrued expenses $ 92,658 $ 152,476
Due to related entity 412,477 796,531
Debt 1,999,978 2,342,854

TOTAL LIABILITIES 2,505,113 3,291,861

NET ASSETS
Unrestricted 1,383,562 770,331

TOTAL LIABILITIES AND NET ASSETS $ 3,888,675 $ 4,062,192

The Accompanying Notes are an Integral Part of the Financial Statements
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THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
STATEMENTS OF ACTIVITIES

FOR THE YEARS ENDED JUNE 30, 2013 AND 2012

2013 2012

REVENUE AND SUPPORT
Program Revenue

Tuition and other revenue $ 8,140,033 $ 6,072,368
Public Support

Fundraising and grants 154 41,280

TOTAL REVENUE AND SUPPORT 8,140,187 6,113,648

EXPENSES
Functional expenses:

Program:
Charter School 6,686,875 5,406,263

Management and general 840,081 505,753

TOTAL EXPENSES 7,526,956 5,912,016

Change in Net Assets 613,231 201,632

Net Assets - Beginning of the Year 770,331 568,699

Net Assets - End of the Year $ 1,383,562 $ 770,331

The Accompanying Notes are an Integral Part of the Financial Statements
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THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2013 AND 2012

2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 613,231 $ 201,632
Adjustments to reconcile change in net assets to net

cash provided by operating activities:
Depreciation 242,856 199,096
Changes in operating assets and liabilities:

Grants and contracts receivable 0 30,270
Prepaid expenses and other current assets 18,142 29,405
Deposits and advances 0 (70,909)
Accounts payable and accrued expenses (59,818) 44,979
Deferred revenue 0 (30,270)

Net Cash Provided by Operating Activities 814,411 404,203

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment (832,786) (208,665)

Net Cash Used in Investing Activities (832,786) (208,665)

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from debt - net of refinance 0 1,071,725
Principal payments on debt (342,876) (314,586)
Net repayments and advances to related entity (384,054) (216,570)

Net Cash Provided by (Used in) Financing
Activities (726,930) 540,569

NET INCREASE (DECREASE) IN CASH (745,305) 736,107

CASH AT THE BEGINNING OF THE YEAR 889,608 153,501

CASH AT THE END OF THE YEAR $ 144,303 $ 889,608

The Accompanying Notes are an Integral Part of the Financial Statements
- 5 -



2013 2012

Supplemental Schedule of Noncash Investing and
Financing Activities:

Repayment of affiliate's note payable to a bank with
proceeds from refinance note payable $ 0 $ 435,715

Application of deposit to fixed assets 90,202 0

Leasehold improvements and equipment transferred
from affiliate due to assumption of lease and
repayment of affiliate note payable, net of
depreciation of $118,277 recorded by affiliate prior
to July 1, 2011 0 988,278

Supplemental Disclosures of Cash Flow
Information:

Interest paid $ 118,199 $ 93,138

The Accompanying Notes are an Integral Part of the Financial Statements
- 6 -



THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of operations

During the fiscal year ended June 30, 2008, The Monarch Academy Public Charter
School, Inc. (MAPCS) was incorporated as a Maryland non-stock, not-for-profit
corporation.  MAPCS was incorporated to operate a public charter school in Anne
Arundel County (County) for students in kindergarten through eighth grade.  MAPCS's
first students enrolled in Spring 2009 and the instructional program commenced in
August 2009.

MAPCS operates as a public charter school in connection with a Charter School
Agreement with the County.  The Charter School Agreement defines the County's and
MAPCS's responsibilities in relation to the operation, management, and administration
of the school.  The school's operations are funded based upon a County determined
"Per Pupil Expenditure Rate", which is established based upon the number of certified
enrolled pupils at the charter school as of September 30th of each year.  The employees
of the public charter school remain employees of the County, and the expenditures
related to salaries and benefits are deducted from the "Per Pupil Expenditure Rate",
along with an administration fee withheld by the County, before the net funding
proceeds are remitted to MAPCS monthly.  The revenues and the associated salaries
and benefits and fees have been reported within the accompanying financial statements
on a gross basis, rather than net, in order to provide a complete picture of the charter
school's operations and costs, and to comply with reporting requirements of the County.

MAPCS has been awarded a contract with the County to operate a contract school.  The
contract school, to be known as Monarch Global Academy Public Contract School, is
expected to enroll its first students during the year ended June 30, 2014, and
commence its instructional program in August 2014.  It is anticipated that the Children's
Guild Institute, Inc. (Institute) will acquire and construct a facility to be leased by the
MAPCS for use in its operations.  As further described in Note 5, the Institute is a
related entity.

Additionally, in July 2013, the County approved a new charter school to be operated by
MAPCS beginning in August 2015.  

Basis of accounting

The financial statements are prepared on the accrual basis of accounting.

Financial statement presentation

MAPCS follows the Not-For-Profit Entities Presentation of Financial Statements Topic of
the Financial Accounting Standards Board (FASB) Accounting Standards Codification.
Under this topic of the FASB Accounting Standards Codification, MAPCS is required to
report information regarding its financial position and activities according to three
classes of net assets: unrestricted net assets, temporarily restricted net assets and
permanently restricted net assets.  During the years ended June 30, 2013 and 2012,
there were no temporarily or permanently restricted net assets.  

- 7 -



THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Accounting for contributions

MAPCS follows the Not-For-Profit Entities Revenue Recognition Topic of the FASB
Accounting Standards Codification.  Under this topic of the FASB Accounting Standards
Codification, MAPCS recognizes contributions when the donor makes a promise to give
to MAPCS that is, in substance, unconditional.  Contributions received are recorded as
unrestricted, temporarily restricted, or permanently restricted support depending on the
existence or nature of any donor restrictions. Contributions whose restrictions are met in
the same reporting period are shown as unrestricted contributions.

Property and equipment and depreciation

Property and equipment are recorded at cost if purchased and fair value if donated.  It is
MAPCS’s policy to capitalize expenditures for property and equipment in excess of
$1,000.  Expenditures for repairs and maintenance are charged to expense as incurred.
The cost of property and equipment is depreciated using the straight-line method over
their estimated useful lives.

Income taxes

MAPCS is exempt from federal and state taxation under Section 501(c)(3) of the Internal
Revenue Code, and is classified as other than a private foundation.

MAPCS's Forms 990, Return of Organization Exempt from Income Tax, for the years
ended June 30, 2013, 2012 and 2011 are subject to examination by the IRS, generally
for three years after they were filed.

Use of estimates

Management uses estimates and assumptions in preparing financial statements in
accordance with accounting principles generally accepted in the United States of
America.  Those estimates and assumptions affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities and the reported revenues
and expenses.  Actual results could differ from the estimates that were used.

Functional expenses

Expenses are charged directly to program, management and general or fundraising
categories based on specific identification, when determinable.  A reasonable allocation
is made for costs not specifically identifiable.  MAPCS, during the years ended June 30,
2013 and 2012, did not expend significant resources related to fundraising.

Subsequent events

MAPCS has evaluated subsequent events through November 5, 2013, which is the date
the financial statements were available to be issued.
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THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 2:  PROPERTY AND EQUIPMENT

The following is a summary of property and equipment at June 30, 2013 and 2012:

2013 2012

Leasehold improvements $ 3,463,576 $ 2,820,578
Furniture and equipment 724,420 428,775
Construction in progress 2,296 203,724

  Total 4,190,292 3,453,077

Less:  accumulated depreciation (565,285) (508,202)

  Total property and equipment  - net $ 3,625,007 $ 2,944,875

Depreciation expense for the years ended June 30, 2013 and 2012 amounted to
$242,856 and $199,096, respectively.  

NOTE 3:  LINE OF CREDIT

In July 2009, MAPCS obtained a revolving line of credit facility with a bank.  Advances under
the credit facility bear interest at the greater of the one-month LIBOR rate plus 1.90% or 2.75%
(the interest rate floor), and interest payments are due monthly.  The maximum amount which
may be advanced is $250,000.  Advances are due upon demand and are collateralized by a lien
on all deposits of MAPCS held by the bank and other personal property.  The Institute and The
Children's Guild, Inc. (Guild) guarantee the line of credit.  There were no outstanding
borrowings on the line as of June 30, 2013 or 2012.  

NOTE 4:  DEBT

During the year ended June 30, 2012, MAPCS obtained a $2,400,000 loan with the bank with
which they have the credit facility, refinancing $1,150,000 of debt.  A portion of the loan
proceeds were used to repay the remaining balance of bank debt related to leasehold
improvements originally recorded on the financial statements of the Guild, as MAPCS, in July
2011, assumed the lease related to the improvements and has the benefit of the related
improvements.  The note bears interest at a fixed rate of 4.61% and matures in April 2019.  The
loan is being repaid, beginning in May 2012, through 84 monthly installments of principal and
interest.  The note is secured by a lien on all MAPCS deposits held by the bank and other
personal property.  The note payable is guaranteed by the Guild and the Institute.  MAPCS is
required to meet certain covenants in connection with the note payable with the bank, including
a cash flow coverage ratio.
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THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 4:  DEBT (Continued)

As of June 30, 2013, debt matures as follows:

Fiscal Year

2014 $ 342,876
2015 342,876
2016 342,876
2017 342,876
2018 342,876
2019  285,598

Total $ 1,999,978

Total interest expense, including interest on the intercompany line of credit described in Note 5,
was $118,199 and $93,138 for the years ended June 30, 2013 and 2012, respectively. 

NOTE 5:  RELATED PARTY TRANSACTIONS

MAPCS has entered into transactions and/or agreements with the following related parties as of
June 30, 2013 and 2012:

The Guild was formed in 1953 as a Maryland not-for-profit corporation to provide facilities and
opportunities to help educate children and provide individual and family counseling.  The Guild
primarily serves central Maryland and has several major programs, the most significant of
which, as defined by a percentage of revenues, is the Guild's Special Education School
program.  The Guild has assisted MAPCS in establishing MAPCS's program, obtaining
financing and performing management and general activities on MAPCS's behalf.   During the
fiscal year ended June 30, 2009, the Guild extended an intercompany line of credit to MAPCS
to provide working capital.  Advances under this credit facility bear interest at a fixed rate of 6%
and interest payments are due monthly.  The intercompany line of credit is due on demand and
has a stated maturity date of June 30, 2014.  The maximum amount that may be advanced
under this credit facility at any one time is $1,000,000.  The amount due to the Guild as of June
30, 2013 and 2012 relating to the intercompany line of credit was $412,477 and $796,531,
respectively.  For the years ended June 30, 2013 and 2012, interest expense related to this
facility was $41,764 and $29,527, respectively.

During the fiscal year ended June 30, 2009, the MAPCS entered into a management
agreement with the Guild whereby the Guild will provide management and administrative
services for MAPCS.  Effective January 1, 2012, the Guild requested, and the MAPCS board
approved, an amendment to the agreement increasing the annual management fee to 8% of
tuition revenues. Management fee expense for the years ended June 30, 2013  and 2012
totaled $648,471 and $317,168, respectively.  The agreement automatically renews each year
unless properly terminated by either MAPCS or the Guild.
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THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 5:  RELATED PARTY TRANSACTIONS (Continued)

Effective July 1, 2011, MAPCS assumed a certain lease obligation of the Guild related to a
lease for program space, and MAPCS used this space in its program.  Additionally, as
previously described, MAPCS used a portion of its refinance loan proceeds to repay the Guild's
remaining obligations on a note payable originally entered into by the Guild to finance the
leasehold improvements to the space now used by MAPCS.  Therefore, effective July 1, 2011,
the Guild transferred to MAPCS the net book value of the leasehold improvements and related
equipment, and MAPCS depreciates these leasehold improvements and equipment over the
remaining useful lives.  The net book value of the leasehold improvements and equipment on
July 1, 2011 was $988,278.

The Institute was incorporated during the year ended June 30, 2009 as a Maryland non-stock
charitable supporting organization.  The Institute was incorporated to provide planning and
support for the causes of several organizations, including MAPCS.  The Institute controls
MAPCS through a majority voting interest on the MAPCS's board of directors.  MAPCS will at
times contract with the Institute to receive training services.

MAPCS, along with the related entities described above, is considering a restructuring of
operational and financial management strategies.  It is currently anticipated that the related
entities may realign property ownership, as well as any related debt, under the umbrella of the
Institute.  It is anticipated that during the fiscal year ended June 30, 2014, the Organization may
enter into agreements with related entities and required third parties to document this
restructuring, however, no formal agreements have been signed as of the date these financial
statements were available to be issued.

NOTE 6:  OPERATING LEASES

MAPCS entered into a five-year operating lease in March 2009 for space located in Glen
Burnie, MD.  The space rented is used for the operations of MAPCS.  The lease includes four
renewal options of five years each.  During the year ended June 30, 2012, the lease was
amended and the initial expiration date was adjusted to August 2019.    

As described previously, effective July 1, 2011, MAPCS assumed a lease obligation of the
Guild, which allowed MAPCS to expand its program.

The minimum future rental payments required under non-cancelable operating leases having
terms in excess of one year as of June 30, 2013 are as follows:

Fiscal Year Ended:
2014 $ 474,700
2015 487,438
2016 341,638
2017 351,536
2018 361,799
2019  and thereafter 434,571

Total $ 2,451,682
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THE MONARCH ACADEMY PUBLIC CHARTER SCHOOL, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013 AND 2012

NOTE 6:  OPERATING LEASES (Continued)

Rent expense, including amounts charged by the landlord for operating expenses and other
equipment rentals, for the years ended June 30, 2013 and 2012 was $586,796 and $457,733,
respectively.

NOTE 7:  COMMITMENT

During the fiscal year ended June 30, 2009, MAPCS entered into an agreement with a
transportation company for bus services.  During the fiscal year ended June 30, 2012, this
agreement was renewed and extended through June 2017, with annually escalating rates.
MAPCS may terminate the agreement with written notice in situations where the transportation
company does not provide sufficient services, as specified in the agreement.  For the years
ended June 30, 2013 and 2012, the total amount of expense incurred by MAPCS under this
agreement totaled $845,790 and $681,352, respectively. 
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