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SUMMARY OF THE ISSUE
The California Department of Education (CDE) received an appeal from Wisdom Academy for Young Scientists (WAYS), which had its charter revoked by the Los Angeles County Office of Education (LACOE) on November 18, 2014.
LACOE originally approved the WAYS charter on June 7, 2011, on appeal from a denial of the Los Angeles Unified School District.
In December 20, 2013, LACOE issued WAYS a Notice of Concern identifying failures to respond to reasonable requests from its authorizer, material violations of the charter with regard to its Annual Financial Audit, and Governance.
On June 3, 2014, LACOE issued a Notice of Violation (NOV) to WAYS extensively detailing that WAYS had failed to follow Generally Accepted Accounting Principles (GAAP), lacked sufficient and effective internal controls, engaged in fiscal mismanagement (including fraud and related party transactions that violated conflict of interest statutes), and committed a material violation of the conditions, standards, and procedures set forth in its charter when its governing board failed to exercise fiscal and institutional control. This failure to provide adequate oversight contributed to the fiscal mismanagement of WAYS. LACOE provided WAYS with the opportunity to submit a plan of definitive action by June 30, 2014, that would correct violations and prevent future violations. The WAYS’ response did not address evidence disputing its charter violations and offered no responsive action. WAYS submitted a remedy to cure on

July 31, 2014; however, LACOE determined that WAYS failed to refute the violations or provide a cure.
On September 23, 2014, LACOE issued a Notice of Intent to Revoke (NIR), which included evidence included with the NOV as a basis for the revocation and an analysis of the academic performance of WAYS. After the time period to propose a cure, WAYS entered into a charter management contract with Celerity Educational Group (CEG) as a remedy to cure the identified violations and grounds for revocation.

On October 21, 2014, LACOE held a public hearing to determine whether evidence existed to support the revocation of WAYS. WAYS did not attend this meeting. CEG, presenting on behalf of WAYS, gave an overview of the proposed charter management contract between WAYS and CEG. On November 14, 2014, CEG rescinded the contract with WAYS stating that WAYS did not comply with the agreed upon conditions for CEG to act as its charter management organization. 
On November 18, 2014, WAYS submitted a written response to the LACOE report regarding the Final Decision. On November 18, 2014, LACOE issued its Final Decision to revoke the WAYS charter based upon the evidence contained in the NOV, NIR, and WAYS’ failure to cure the violations. On November 19, 2014, LACOE sent a letter to the WAYS Executive Director and members of the WAYS Board with confirmation of action regarding the revocation of the WAYS charter. LACOE provided the CDE with a copy of this letter (p. 3805, Attachment 3).
California Education Code (EC) Section 47607(c) allows a chartering authority to revoke a charter, if the chartering authority finds through a showing of substantial evidence that a charter school did any of the following: 

· Committed a material violation of any of the conditions, standards, or procedures set forth in the charter;
· Failed to meet or pursue any of the pupil outcomes identified in the charter;
· Failed to meet generally accepted accounting principles, or engaged in fiscal mismanagement; or
· Violated any provision of law.

In addition to being supported by substantial evidence, revocation actions must comply with specific procedural requirements. EC Section 47607(d) requires the chartering authority to notify the charter school prior to revocation of any violation described above, and give the school a reasonable opportunity to remedy the violation unless the violation constitutes a severe and imminent threat to the health or safety of pupils. 
Pursuant to EC Section 47607(f)(4), the State Board of Education (SBE) may reverse a revocation decision if it finds that the chartering authority’s decision to revoke was not supported by substantial evidence. In the alternative, the SBE may uphold a revocation if it finds that the chartering authority’s decision was supported by substantial evidence.

PROPOSED RECOMMENDATION

After reviewing the entire record submitted by both parties to this appeal, the CDE concludes that LACOE’s action to revoke WAYS was supported by specific factual findings of violations of law and the charter, and that the findings were supported by substantial evidence. Further, LACOE did provide due process to WAYS prior to revoking the charter. For these reasons, the CDE recommends the revocation be upheld and recommends that the SBE hold a public hearing to uphold LACOE’s revocation of WAYS.
BRIEF ANALYSIS OF THE ISSUE
LACOE conditionally approved the WAYS charter on June 7, 2011. On June 3, 2014, LACOE issued a NOV to WAYS for failure to meet GAAP, engagement in fiscal mismanagement, and for committing a material violation of the conditions, standards, and/or procedures as stated in its charter in accordance with EC Section 47607(d). On September 23, 2014, LACOE issued a NIR. On October 21, 2014, LACOE held a public hearing to determine whether evidence existed to support the revocation of the WAYS’ charter in accordance with EC Section 47607(e). On November 18, 2014, LACOE revoked the charter. On December 19, 2014, the CDE received the revocation appeal from WAYS. 
After reviewing all materials submitted by both WAYS and LACOE, the CDE finds that the grounds for revocation were sufficient and that the Administrative Record as a whole demonstrates substantial evidence in support of the revocation.
In considering the revocation appeal, CDE staff reviewed the following:

· California Department of Education Analysis of Evidence Submitted to the State Board of Education by the Wisdom Academy for Young Scientists on December 19, 2014, in Response to Revocation Issued by the Los Angeles County Office of Education (Attachment 1)
· California Department of Education Analysis of Evidence Submitted to the State Board of Education by the Wisdom Academy for Young Scientists on

December 19, 2014, Regarding Allegations Against the Los Angeles County Office of Education (Attachment 2)
· Administrative Record for the Appeal of Charter Revocation Provided by Wisdom Academy for Young Scientists (Attachment 3)
· Letter to the State Board of Education and Exhibits Regarding Appeal of Charter Revocation Provided by Wisdom Academy for Young Scientists (Attachment 4)
· Grounds for Revocation and Supporting Substantial Evidence in the Notice of Violation (Attachment 5)

· Notice of Intent to Revoke (Attachment 6)

· Los Angeles County Office of Education Public Hearing (Attachment 7)

· Final Decision to Revoke and Accompanying Exhibits (Attachment 8)
· Los Angeles County Office of Education Letter of Opposition to Wisdom Academy for Young Scientists Appeal of Revocation (Attachment 9)

· Wisdom Academy for Young Scientists Letter to Tom Torlakson (Attachment 10)

On November 18, 2014, LACOE revoked WAYS based on the following findings pursuant to EC sections 47607(c)(1)(C) and 47607(c)(1)(A):
· WAYS failed to meet GAAP;
· WAYS engaged in fiscal mismanagement; and
· WAYS committed a material violation of the conditions, standards, and/or procedures as stated in its charter.

After reviewing the record submitted by LACOE in the matter of this appeal, the CDE concludes that LACOE’s action to revoke WAYS was supported by specific factual findings of violations of law and the charter, and that the findings were supported by substantial evidence. Further, LACOE did provide due process to WAYS prior to revoking the charter. For these reasons, the CDE recommends the revocation be upheld. 
An analysis of LACOE’s findings is provided below:

Finding #1: WAYS failed to meet GAAP and engaged in fiscal mismanagement.
In support of this allegation LACOE approved the initiation of an audit under EC Section 1241.5(c) and entered into this agreement with the Fiscal Crisis and Management Assistance Team (FCMAT) in May 2013. The scope of the audit is as follows (WAYSAPPEAL-000451, Attachment 3):

· Evaluate the charter school’s internal control structure, policies, and procedures to test transactions and reporting processes to determine if adequate procedures are in place to safeguard assets, including physical objects, charter school data, and intellectual property;
· Evaluate the reliability and integrity of information used for internal management decision and external agency reports;
· Determine if authorization procedures are appropriate and consistently followed. Review administrator and manager approvals and whether signature authority is delegated only to authorized employees; and
· Determine whether proper segregation of duties exists.
The FCMAT report provides substantial evidence to support LACOE’s Finding #1 (WAYSAPPEAL-000465 through WAYSAPPEAL-000502, Attachment 3).

The FCMAT report includes evidence to support the lack of effective internal controls, independent audit reports for the last three fiscal years (FYs) providing 15 instances of significant and/or combined internal control conditions. Several of these findings have not been addressed by management and the governing board; therefore, these findings are repeated each year (WAYSAPPEAL-000467, Attachment 3).
Tables on WAYSAPPEAL-000467 through WAYSAPPEAL-000470 provide the audited financial statements schedule of findings and questioned costs for audit years 2011, 2012, and 2013 (Attachment 3).
WAYSAPPEAL-000487 states that FCMAT’s findings are consistent with the independent auditor’s reports for WAYS for the FYs ending June 2012 and June 2013 (Attachment 3). Both FCMAT and independent auditors find that WAYS has significant internal control conditions and has failed to ensure that adequate internal controls are in place.
Finding #2: WAYS committed a material violation of the conditions, standards, and/or procedures as stated in its charter.

LACOE cites failure by the WAYS Board to exercise adequate oversight when it failed to exercise fiscal and institutional control, as required by its charter. The WAYS Board did not establish and/or approve policies prior to implementation, did not hold consistent monthly board meetings, failed to follow its bylaws, did not comply with the Brown Act regarding meetings, failed to provide proper oversight of the school’s Executive Director and its Director of Operations, and that inadequate oversight led to the fiscal mismanagement of the school. The WAYSAPPEAL-000065 through WAYSAPPEAL-000066 provides evidence that although WAYS had a fiscal policies and procedures handbook, the organization failed to implement or monitor several of the adopted policies and procedures (Attachment 3). Recent WAYS board minutes document that when board members expressed the need to review and approve certain financial transactions or asked for the back office provider to present the financial statements during open board meetings, management repeatedly ignored requests. In some cases, WAYS management canceled board meetings and caused major disruptions that ended board meetings prematurely. 
WAYSAPPEAL-000501 substantiates that there is little evidence of responsible governance by the WAYS board and clearly a lack of fiscal accountability by the WAYS administration (Attachment 3). The governing board has failed and often been prevented from its ability to maintain and exercise its responsibilities, authority, and control. Additionally, based on the evidence presented to FCMAT, there is sufficient documentation to demonstrate that fraud, mismanagement and misappropriation of the charter school funds and assets may have occurred. There exists a significant material weakness in the charter school’s internal control environment, which increase the probability of fraud and/or abuse. These findings should be of great concern to the WAYS governing board and the LACOE governing board and require immediate intervention to limit the risk of fraud and/or misappropriation of assets in the future.
WAYS, in its appeal of the revocation, alleges that LACOE erred in its decision to revoke WAYS and that the revocation action by LACOE violated WAYS’ right to due process in a number of respects.
An analysis of WAYS’ allegations is provided below:

Allegation #1: LACOE glaringly failed to consider student achievement as the most important factor in revocation.

LACOE’s Board Meeting Agenda for September 23, 2014, includes agenda item VI Reports/Study Topics with enclosures of a power point presentation. This power point includes, on slide #16, Academic Analysis. Additionally, WAYSAPPEAL-003388 through WAYSAPPEAL-003394 includes LACOE’s Academic Analysis Pursuant to EC Section 47607(c)(2) in which the WAYS Academic Performance Index, Adequate Yearly Progress Proficiency Rates, Annual Measurable Objectives, and English learner Redesignation Rates are included (Attachment 3).
LACOE’s NIR September 23, 2014, Executive Summary contains the academic analysis pursuant to EC Section 47607(c)(2) in which LACOE determined that, based on the data presented, WAYS has not demonstrated consistent increases in pupil achievement since the charter school began operation (WAYSAPPEAL-003388, Attachment 3). Upon consideration of this information, good cause exists to issue this NIR. A full analysis of the extent to which LACOE considered pupil achievement is included in Attachment 1.
Therefore, from the documentation submitted in the WAYS’ administrative record, CDE determines there is no substantial evidence to support this allegation.
Allegation #2: WAYS was not provided a reasonable opportunity to remedy violations in the NOV.
The WAYS letter dated July 31, 2014, in response to the LACOE letter dated
June 3, 2014, regarding the NOV acknowledges that LACOE provided WAYS with more time (WAYSAPPEAL-001766 through WAYSAPPEAL-0001792, Attachment 3). It should be noted that in the LACOE June 3, 2014, NOV, LACOE requested a response from WAYS by June 30, 2014. Therefore the WAYS letter, dated July 31, 2014, represents a reasonable opportunity to reply to LACOE’s NOV.
From the documentation submitted, CDE determines that there is insufficient evidence in the WAYS Administrative Record from which CDE can conclude that due process was violated.
After reviewing the LACOE letter dated January 21, 2015, Re: Appeal by Wisdom Academy for Young Scientists of Charter Revocation (Attachment 9), CDE concludes that LACOE submitted substantial evidence to support its opposition to the WAYS appeal of revocation.

After reviewing the WAYS’ letter dated February 5, 2014 [sic], to The Honorable Tom Torlakson Re: Wisdom Academy for Young Scientists’ appeal of charter revocation (Attachment 10), CDE concludes that WAYS did not provide substantial evidence to support their allegation that LACOE erred in its decision to revoke the WAYS charter.
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