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June 26, 2006
To:

Advisory Commission on Charter Schools
via:

Marta Reyes, Director


Charter Schools Division

From:

Greg Geeting, Consultant


Charter Schools Division

Subject:
Supplement to the Analysis of Cypress Grove Renewal Appeal
Last week, you were provided the California Department of Education (CDE) staff analysis of the Cypress Grove Charter High School for the Arts and Sciences (Cypress Grove) charter submitted in conjunction with the school’s appeal for renewal by the State Board of Education (SBE).
Within that analysis, it was noted that the Fiscal Crisis and Management Assistance Team (FCMAT) had been requested to review the school’s financial situation. Earlier today, the results of the FCMAT review were released and made available to us. A copy is attached.

FCMAT looked at eight specific financial issues, most of which are in dispute between Cypress Grove and the Monterey Peninsula Unified School District (MPUSD). FCMAT also offered general perspectives on the school’s financial management and made several specific recommendations to be implemented if the Cypress Grove charter is renewed.

In summary, the FCMAT review found evidence that five of the disputed financial issues should be resolved in favor of Cypress Grove, though generally in lesser amounts than the school had claimed. On two disputed issues, the FCMAT review could not find a basis to resolve in favor of the school. The final issue pertains to $20,000 from the Public Charter Schools Grant Program. The Charter Schools Division’s records show the amount as paid. We will review the matter with the CDE’s Accounting Office and State Controller’s Office and follow up with the school.
With regard to general perspectives on the school’s financial management, the FCMAT review notes that Cypress Grove “has a history of deficit spending” and that the deficit spending “increases annually.” FCMAT concludes that the situation results from “a structural deficit running through the budget that has yet to be mitigated even in the current year, 2005-06.”

If the Cypress Grove charter is renewed, the FCMAT review recommends that the school:

· Commit to the development and implementation of a fiscal recovery plan, addressing the structural deficit, establishing and maintaining a reserve, and addressing cash flow needs.

· Move to direct funding, i.e., discontinue being a locally-funded charter. Direct funding would be an automatic consequence of charter renewal by the SBE.

· Apply directly for Federal Impact Aid (PL 874), which would be enabled by the change to direct-funded status.

In the CDE staff analysis, we stated as a primary recommendation that the MPUSD or Monterey County Board of Education reconsider the decision to deny Cypress Grove’s renewal, if the FCMAT review found no deficit and sound financial practices. The FCMAT review shows the school’s financial situation to be in need of significant correction, although the review also indicates that the financial issues have existed for some years. Through a process of temporary coverage for negative cash balances, Cypress Grove has been enabled locally to continue operations during its initial charter term. In view of the excellent academic record the school has amassed, CDE staff would like to reiterate the possibility of reconsideration of the renewal’s denial at the local level. If renewed by the MPUSD or Monterey County Board, a fiscal recovery plan (as recommended by FCMAT) could be implemented, while the process of temporary coverage of negative cash balances continues to the extent necessary.
The CDE staff analysis also stated that if the FCMAT review found a deficit, then we would recommend “that the appeal of the renewal be denied because the petitioners are demonstrably unlikely to successfully implement (sustain) the program.” We remain with that recommendation. Unlike local educational agencies, neither the SBE nor the CDE has financial reserves that can be used to fund any deficit that Cypress Grove might bring into a charter-renewal relationship with the SBE, or to fund (even temporarily) negative cash balances that the school might incur. 

If the ACCS desires to recommend to the SBE that the Cypress Grove charter be renewed, then CDE staff propose that the ACCS also recommend the following conditions to be completed (as necessary) between the time of the SBE meeting (July 12-13, 2006) and the time of the school’s opening for the 2006-07 school year, and to insulate the State of California to the extent possible from financial exposure in the charter-renewal relationship:
· With approval from the SBE, Cypress Grove and the CDE work out appropriate amendments to the charter to reflect the SBE as the charter authorizer and address concerns noted in the staff analysis and that may be identified in the consideration before the ACCS and/or the SBE.

· Cypress Grove addresses (and completes as necessary) the various conditions prior to opening and operation that the SBE traditionally includes in its charter approval actions, to be consolidated in a memorandum of understanding between Cypress Grove and the CDE, along with any other provisions necessary for the CDE’s effective oversight of the school (on behalf of the SBE) that are not included in the charter itself.

· Cypress Grove locates and secures an acceptable facility for 2006-07 (and beyond) that meets all legal requirements and receives the customary sign-off required of other SBE-chartered schools.

· Cypress Grove presents evidence of participation in a Special Education Local Plan Area (SELPA) in 2006-07 (and beyond).

· Cypress Grove prepares a fiscal recovery plan as recommended by FCMAT and, in conjunction with it, presents a completely reworked budget for 2006-07 and the following two years.

· Cypress Grove commits to continuing its relationship with FCMAT during the next three years to ensure that the school’s fiscal recovery plan is implemented effectively.

· Cypress Grove holds harmless and indemnifies the state in relation to any and all debts the school may have at the time of the charter renewal.

· The MPUSD and Monterey County Office of Education agree not to seek any compensation from the State of California pertaining to any debts Cypress Grove may have accrued prior to renewal.
Attachment

