








NOTE 2 - DEPOSITS

In accordance with applicable Minnesota Statutes, the Academy maintains deposits at depository banks
authorized by the Board.

The following is considered the most significant risk associated with deposits:

Custodial Credit Risk — In the case of deposits, this is the risk that in the event of a bank failure, the
Academy’s deposits may be lost.

Minnesota Statutes require that all deposits be protected by federal deposit insurance, corporate surety
bond, or collateral. The market value of collateral pledged must equal 110 percent of the deposits not
covered by federal deposit insurance or corporate surety bonds. Authorized collateral includes
treasury bills, notes, and bonds; issues of U.S. government agencies; general obligations rated “A” or
better; revenue obligations rated “AA” or better; irrevocable standard letters of credit issued by the
Federal Home Loan Bank; and certificates of deposit. Minnesota Statutes require that securities
pledged as collateral be held in safekeeping in a restricted account at the Federal Reserve Bank or in
an account at a trust department of a commercial bank or other financial institution that is not owned
or controlled by the financial institution furnishing the collateral. The Academy’s policies do not
further limit depository choices.

At June 30, 2010, the carrying value of the Academy’s deposits was $101,329, and the bank balance was
$104,699. The Academy’s deposits were covered by federal depository insurance at year-end.

NOTE 3 - CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2010 is as follows:

Beginning
Balance Additions Deletions Ending Balance
Furniture and equipment $ 71,636 $ - $ - $ 71,636
Accumulated depreciation (67,973) (1,258) — (69,231)
Net capital assets $ 3,663 $ (1,258) $ - $ 2,405

Depreciation expense for the year ended June 30, 2010 was charged to the following governmental
functions:

District support services $ 710
Elementary and secondary regular instruction 220
Special education instruction 328

Total depreciation expense $ 1,258
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NOTE 4 - LOANS PAYABLE

On August 25, 2009, the Academy obtained a $120,000 line of credit, which is available for cash flow
purposes, through a local bank. This line of credit will mature December 30, 2010 and has a variable
interest rate the prime rate as quoted in the Wall Street journal plus 1.94 percent.

On May 24, 2010, the Academy obtained an additional business loan of $80,000, secured by a promissory
note, which is available for cash flow purposes, through a local bank. This promissory note will mature

December 30, 2010 and has an interest rate of 6.59 percent.

Interest expense on all borrowings was $3,612. Activity on the loans payable for the year was as follows:

Beginning
Balance Additions Deletions Ending Balance
Promissory note $ - $ 80,000 - $ 80,000
Line of credit - 120,000 — 120,000
Total $ — $ 200,000 — $ 200,000
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NOTE 5 - DEFINED BENEFIT PENSION PLANS — STATE-WIDE

Substantially all employees of the Academy are required by state law to belong to defined benefit,
multi-employer, cost-sharing pension plans administered by the Teachers’ Retirement Association (TRA)
or Public Employees’ Retirement Association (PERA), all of which are administered on a state-wide
basis. Disclosures relating to these plans are as follows:

Teachers’ Retirement Association (TRA)
A. Plan Description

All teachers employed by the Academy are covered by defined benefit plans administered by TRA. TRA
members belong to either the Coordinated or Basic Plan. Coordinated Plan members are covered by
Social Security and Basic Plan members are not. All new members must participate in the Coordinated
Plan. These plans are established and administered in accordance with Minnesota Statutes, Chapters 354
and 356.

TRA provides retirement benefits as well as disability benefits to members, and benefits to survivors
upon death of eligible members. Benefits are established by Minnesota Statutes and vest after three years
of service credit. The defined retirement benefits are based on a member’s highest average salary for any
five consecutive years of allowable service, age, and a formula multiplier based on years of credit at
termination of service.

Two methods are used to compute benefits for TRA’s Coordinated and Basic Plan members. Members
first employed before July 1, 1989 receive the greater of the Tier I or Tier II as described below:

Tier I
Percentage
Step Rate Formula per Year
Basic Plan
First 10 years 2.2 percent
All years after 2.7 percent
Coordinated Plan
First 10 years if service years are prior to July 1, 2006 1.2 percent
First 10 years if service years are July 1, 2006 or after 1.4 percent
All other years of service if service years are prior to July 1, 2006 1.7 percent
All other years of service if service years are July 1, 2006 or after 1.9 percent

With these provisions:

e Normal retirement age is 65 with less than 30 years of allowable service and age 62 with
30 or more years of allowable service.

o Three percent per year early retirement reduction factors for all years under normal retirement
age.

e Unreduced benefits for early retirement under a Rule-of-90 (age plus allowable service equals
90 or more).
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NOTE 5 - DEFINED BENEFIT PENSION PLANS - STATE-WIDE (CONTINUED)
Tier II

For years of service prior to July 1, 2006, a level formula of 1.7 percent per year for Coordinated Plan
members and 2.7 percent per year for Basic Plan members. For years of service July 1, 2006 and
after, a level formula of 1.9 percent per year for Coordinated Plan members and 2.7 percent for Basic
Plan members applies. Actuarially equivalent early retirement reduction factors with augmentation
are used for early retirement before the normal age of 65. These reduction factors average
approximately 4-5.5 percent per year.

Members first employed after June 30, 1989 receive only the Tier II calculation with a normal retirement
age that is their retirement age for full Social Security retirement benefits, but not to exceed age 66.

Six different types of annuities are available to members upon retirement. The No Refund Life Plan is a
lifetime annuity that ceases upon the death of the retiree—no survivor annuity is payable. A retiring
member may also choose to provide survivor benefits to a designated beneficiary(ies) by selecting one of
the five plans which have survivorship features. Vested members may also leave their contributions in
the TRA Fund upon termination of service in order to qualify for a deferred annuity at retirement age.
Any member terminating service is eligible for a refund of their employee contributions plus interest.

The benefit provisions stated apply to active plan participants. Vested, terminated employees who are
entitled to benefits but not receiving them are bound by the provisions in effect at the time they last
terminated their public service.

TRA publicly issues a CAFR presenting financial statements, supplemental information on funding
levels, investment performance, and further information on benefits provisions. The report may be
accessed at the TRA website at tra.state.mn.us. Alternatively, a copy of the report may be obtained by
writing TRA at Teachers’ Retirement Association, 60 Empire Drive, Suite 400, St. Paul, Minnesota
55103-4000 or by calling (651) 296—6449 or (800) 657-3853.

B. Funding Policy

Minnesota Statutes, Chapter 354 sets the rates for employee and employer contributions. These statutes
are established and amended by the State Legislature. Coordinated and Basic Plan members are required
to contribute 5.5 percent and 9.0 percent, respectively, of their annual covered salary as employee
contributions. The employer contribution rate for Coordinated Plan members was 5.5 percent and
9.5 percent for Basic Plan members. Legislation passed during the 2010 session increased member and
employer contribution rates by 0.5 percent annually over a four-year period beginning July 1, 2011. Total
covered payroll salaries for all TRA members state-wide during fiscal years June 30, 2009, 2008, and
2007 were approximately $3.76 billion, $3.65 billion, and $3.53 billion, respectively. The Academy’s
contributions for the years ended June 30, 2010, 2009, and 2008 were $24,749, $21,368, and $19,530,
respectively, equal to the contractually required contributions for each year as set by state statutes.

Public Employees’ Retirement Association (PERA)

A. Plan Description

All non-teacher full-time and certain part-time employees of the Academy are covered by defined benefit
plans administered by the Public Employees’ Retirement Association of Minnesota (PERA). PERA
administers the Public Employees’ Retirement Fund (PERF), which is a cost-sharing, multi-employer

retirement plan. This plan is established and administered in accordance with Minnesota Statutes,
Chapters 353 and 356.
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NOTE 5 - DEFINED BENEFIT PENSION PLANS - STATE-WIDE (CONTINUED)

PERF members belong to either the Coordinated or Basic Plan. Coordinated Plan members are covered
by Social Security and Basic Plan members are not. All new members must participate in the
Coordinated Plan.

PERA provides retirement benefits as well as disability benefits to members and benefits to survivors
upon death of eligible members. Benefits are established by state statutes, and vest after three years of
credited service. The defined retirement benefits are based on a member’s highest average salary for any
five successive years of allowable service, age, and years of credit at termination of service.

Two methods are used to compute benefits for PERA’s Coordinated and Basic Plan members. The
retiring member receives the higher of a step-rate benefit accrual formula (Method 1) or a level accrual
formula (Method 2). Under Method 1, the annuity accrual rate for a Basic Plan member is 2.2 percent of
average salary for each of the first 10 years of service and 2.7 percent for each remaining year. The
annuity accrual rate for Coordinated Plan members is 1.2 percent of average salary for each of the first
10 years and 1.7 percent for each remaining year. Under Method 2, the annuity accrual rate is 2.7 percent
of average salary for Basic Plan members and 1.7 percent for Coordinated Plan members for each year of
service. For all members hired prior to July 1, 1989 whose annuity is calculated using Method 1, a full
annuity is available when age plus years of service equal 90. Normal retirement age is 65 for Basic and
Coordinated Plan members hired prior to July 1, 1989. Normal retirement age is the age for unreduced
Social Security benefits capped at 66 for Coordinated Plan members hired on or after July 1, 1989. A
reduced retirement annuity is also available to eligible members seeking early retirement.

There are different types of annuities available to members upon retirement. A single-life annuity is a
lifetime annuity that ceases upon the death of the retiree—no survivor annuity is payable. There are also
various types of joint and survivor annuity options available which will be payable over joint lives.
Members may also leave their contributions in the fund upon termination of public service in order to
qualify for a deferred annuity at retirement age. Refunds of contributions are available at any time to
members who leave public service, but before retirement benefits begin.

The benefit provisions stated in the previous paragraphs of this section are current provisions and apply to
active plan participants. Vested, terminated employees who are entitled to benefits, but are not receiving
them yet are bound by the provisions in effect at the time they last terminated their public service.

PERA issues a publicly available financial report that includes financial statements and required
supplementary information for PERF. That report may be obtained on the web at mnpera.org; by writing
to PERA at 60 Empire Drive, Suite 200, St. Paul, Minnesota 55103-2088; or by calling (651) 296-7460
or (800) 652-9026.

B. Funding Policy

Minnesota Statutes, Chapter 353 sets the rates for employer and employee contributions. These statutes
are established and amended by the State Legislature. The Academy makes annual contributions to the
pension plans equal to the amount required by state statutes. PERF Basic and Coordinated Plan members
were required to contribute 9.1 percent and 6.0 percent, respectively, of their annual covered salary in
2009. The contribution rate for Coordinated Plan members will increase to 6.25 percent effective
January 1, 2011. The Academy is required to contribute the following percentages of annual covered
payroll: 11.78 percent for Basic Plan PERF members and 6.75 percent for Coordinated Plan PERF
members. Employer contribution rates for the Coordinated Plan increased to 7.00 percent effective
January 1, 2010 and will increase to 7.25 percent effective January 1, 2011. The Academy’s
contributions to PERF for the years ended June 30, 2010, 2009, and 2008 were $2,396, $2,923, and
$4,800, respectively, equal to the contractually required contributions for each year as set by state
statutes.
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NOTE 6 - COMMITMENTS AND CONTINGENCIES
A. Space Leases

The Academy has an agreement with Energy Park, LLC to lease space at 1336 Energy Park Drive,
St. Paul, Minnesota 55108-5202 for a three-year period commencing July 1, 2007. The lease calls for
monthly base rental payments of $20,525. During the year ended June 30, 2010, the Academy paid
$235,172 on this lease.

Beginning July 1, 2010 the Academy has an agreement with Talmud Torah of St. Paul to lease space at
768 Hamline Avenue South, St. Paul, Minnesota 55116 for a five-year period. The lease calls for
monthly payments of $14,930 for the first year, with a 3 percent annual increase in base rent. Future
minimum lease payments are as follows:

Year Ending
June 30, Amount
2011 $ 179,162
2012 184,537
2013 190,073
2014 195,775

2015 201,648

8951195

B. Federal and State Revenues

Amounts received or receivable from federal and state agencies are subject to agency audit and
adjustment. Any disallowed claims, including amounts already collected, may constitute a liability of the
applicable funds. The amount, if any, of funds which may be disallowed by the agencies cannot be
determined at this time although the Academy expects such amounts, if any, to be immaterial.

C. Charter School Authorizer Contingency
An authorizer that chartered a school before August 1, 2009, must apply by June 30, 2011 to the
commissioner for approval to continue as an authorizer under Minnesota Statutes Section 124D.10,

Subd. 3. An authorizer that fails to submit a timely application is ineligible to charter a school, which
could result in dissolution of the charter school.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER

FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Cyber Village Academy
St. Paul, Minnesota

We have audited the financial statements of the governmental activities and major fund of Cyber Village
Academy (the Academy) as of and for the year ended June 30, 2010, which collectively comprise the
Academy’s basic financial statements, and have issued our report thereon dated October 11, 2010. 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 of America.

Internal Control Over Financial Reporting

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

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and, therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying Schedule of Findings, we identified one deficiency in
internal control over financial reporting that we consider to be a material weakness.

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 a
combination of deficiencies in internal control such that there is a reasonable possibility that a material
misstatement of the Academy’s financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiency described in the accompanying Schedule of Findings as item
2010-1 to be a material weakness.

(continued)
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Compliance and Other Matters

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

The Academy’s corrective action plan related to the finding identified in our audit is described in the
accompanying Schedule of Findings. We did not audit the Academy’s corrective action plan and,
accordingly, we express no opinion on it.

We noted certain matters that we reported to management of the Academy in a separate letter dated
October 11, 2010.

This report is intended solely for the information and use of management, the Academy’s Board, others
within the Academy, federal awarding agencies, and pass-through entities and is not intended to be, and
should not be, used by anyone other than these specified parties.

W”%V/ 7%014/&34/-( ) KmoM‘, R ocluseciior— é Co., L. A .

October 11, 2010
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Victoria L. Holinka, CPA

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE

WITH MINNESOTA STATE LAWS AND REGULATIONS

To the Board of Cyber Village Academy
St. Paul, Minnesota

We have audited the financial statements of the governmental activities and major fund of Cyber Village
Academy (the Academy) as of June 30, 2010, and for the year then ended, which collectively comprise
the Academy’s basic financial statements, and have issued our report thereon dated October 11, 2010.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and the applicable provisions of the Minnesota Legal
Compliance Audit Guide for Local Governments, promulgated by the Office of the State Auditor pursuant
to Minnesota Statute § 6.65. Accordingly, the audit included such tests of the accounting records and
such other auditing procedures as we considered necessary in the circumstances.

The Minnesota Legal Compliance Audit Guide for Local Governments covers two main categories of
compliance to be tested in audits of charter schools: uniform financial accounting and reporting
standards, and charter schools. Our study included both of the listed categories.

The results of our tests indicate that, for the items tested, the Academy complied with the material terms
and conditions of applicable legal provisions, except as described in the Schedule of Findings.

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

the state of Minnesota and is not intended to be, and should not be, used by anyone other than these
specified parties.

Wablorg, Mondots, Kornwowsshi, Rocbsaruict. § Co, £ A

October 11, 2010
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CYBER VILLAGE ACADEMY

Schedule of Findings
June 30, 2010

A. FINANCIAL STATEMENT AUDIT

INTERNAL CONTROL OVER FINANCIAL REPORTING — MATERIAL WEAKNESS

2010-1 Segregation of Duties and Board Oversight of Financial Transactions
Criteria — Internal control over financial reporting.

Condition — Cyber Village Academy (the Academy) contracts for accounting and payroll
services with Designs for Learning, an outside service provider. Several of the Designs for
Learning staff members that reconcile and process transactions for the Academy, also have the
ability to initiate and record journal entries to the Academy’s general ledger. Currently, there is
no process for the review and approval of these journal entries by the Academy’s Director or
Board.

Questioned Costs — Not applicable.
Context — This is a current year and prior year finding.
Cause — This condition is caused by the small size of the Academy’s staff.

Effect — One important element of internal accounting controls is an adequate segregation of
duties such that no individual has responsibility to authorize and execute a transaction, have
physical access to the related assets, and have responsibility or authority to record the transaction.
A lack of segregation of duties subjects the Academy to a higher risk that errors or fraud could
occur and not be detected in a timely manner in the normal course of business.

Recommendation — We recommend that the Academy review its internal controls and establish
compensating controls for the review and approval of journal entries to segregate duties in this
area.

Corrective Action Plan

Actions Planned — The Academy’s Director will review and approve all journal entries posted
to the general ledger. The Board’s treasurer will also receive and review monthly journal
entry reports.

Official Responsible — David Alley, Director.
Planned Completion Date — June 30, 2011.
Disagreement With or Explanation of Finding — There is no disagreement with the finding.

Plan to Monitor — The Academy’s Board chair, Vaughn Francis, will monitor the completion
of the corrective action plan. The Academy’s accountant will send monthly journal entry
reports along with the monthly financial reports already being provided to the director and the
treasurer. The Board minutes will reflect that the treasurer reviewed and approved the journal
entry documentation.
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CYBER VILLAGE ACADEMY

Schedule of Findings (continued)
June 30, 2010

B. MINNESOTA LEGAL COMPLIANCE AUDIT

2010-2 Payment of Invoices
Criteria — Minnesota Statute § 471.425, which requires charter schools to pay each vendor
obligation according to the terms of each contract within 35 days after the receipt of the goods or

services or the invoice for the goods or services.

Condition — Two invoices selected for testing were not paid within the required 35 days after the
Academy received the invoice.

Questioned Costs — Not applicable.

Context — Two disbursements out of twenty-five disbursements tested were not paid within the
required 35-day period.

Cause — This was an oversight by the Academy’s management.
Effect — The invoices were not paid within the 35-day period as required by Minnesota Statutes.

Recommendation — We recommend that the Academy review procedures in place to ensure that
all invoices are paid within statutory requirements.

Corrective Action Plan

Actions Planned — The Academy’s Director will review payment schedules in light of
statutory requirements to ensure invoices are paid within statutory timelines.

Official Responsible — David Alley, Director.
Planned Completion Date — June 30, 2011.
Disagreement With or Explanation of Finding — There is no disagreement with the finding.

Plan to Monitor — The Academy’s Director will review invoices on a monthly basis to ensure
invoice payments are made in a timely manner.
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General Fund
Total revenue
Total expenditures

Reserved
403
405
406
407
408
413
414
416
417
419
423
424
426
427
428
434
435
436
438
441
445
446
449
450
451
452
453

Unreserved
418
422

Food Service
Total revenue
Total expenditures
Reserved
419
452
Unreserved
418
422

Community Service
Total revenue
Total expenditures

Reserved
419
426
431
432
444
447
452

Unreserved
418
422

Building Construction
Total revenue
Total expenditures
Reserved
407
409
413
419
Unreserved
422

Staff development

Deferred maintenance

Health and safety

Capital projects levy
Cooperative revenue

Projects funded by COP
Operating debt

Levy reduction

Taconite building maintenance
Encumbrances

Certain teacher programs
Operating capital

$25 taconite

Disabled accessibility

Learning and development
Area learning center

Contracted alternative programs
State approved alternative program
Gifted and talented

Basic skills programs

Career and technical programs
First grade preparedness

Safe schools — crime levy
Pre-kindergarten

QZAB payments

OPERB liability not in trust
Unfunded severance and retirement levy

Separation/retirement benefits
Unreserved — undesignated

Encumbrances
OPEB liability not in trust

Separation/retirement benefits
Unreserved — undesignated

Encumbrances

$25 taconite

Community education
ECFE

School readiness

Adult basic education
OPERB liability not in trust

Separation/retirement benefits
Unreserved — undesignated

Capital projects levy
Alternative facility program
Project funded by COP
Encumbrances

Unreserved — undesignated

CYBER VILLAGE ACADEMY

Uniform Financial Accounting and Reporting Standards
Compliance Table
June 30, 2010

Audit UFARS Audit - UFARS
$ 1224855 $ 1224855 $ -
$ 1,174,754 $ 1,174,754 $ -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ 94244  $ 94244  $ -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -
$ - 3 - 3 -

Debt Service
Total revenue
Total expenditures
Reserved
425 Bond refundings
451 QZAB payments
Unreservec
422 Unreserved — undesignated

Trust
Total revenue
Total expenditures

Reserved
419 Encumbrances
Unreservec
422 Unreserved — undesignated
Agency
Unreservec
422 Unreserved — undesignated

Internal Service
Total revenue
Total expenditures

Reserved
419 Encumbrances
Unreservec
422 Unreserved — undesignated

OPEB Revocable Trust
Total revenue
Total expenditures

Reserved
419 Encumbrances
Unreservec
422 Unreserved — undesignated

OPEB Irrevocable Trust
Total revenue
Total expenditures

Reserved
419 Encumbrances
Unreservec
422 Unreserved — undesignated

OPEB Debt Service
Total revenue
Total expenditures

Reserved

425 Bond refundings
Unreservec

422 Unreserved — undesignated

Unaudited Data Reporting Elements
Fiscal Year 2010 Operating Capital Transfer
Per pupil amount
Adjusted marginal cost pupil unit
Total transfer
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