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California Department of Education 

Analysis of Evidence Submitted to the State Board of Education by 

Synergy Education Project on November 13, 2015, 

In Response to Notice of Violation Issued by the California State Board of Education
	Synergy Education Project (SEP) engaged in fiscal mismanagement pursuant to California Education Code (EC) Section 47607(c)(1)(C).

	California Department of Education Violation as Stated in Notice of Violation Issued on

November 5, 2015
	Summary of

Synergy Education Project’s Response to the Notice of Violation Submitted to the California Department of Education on

November 13, 2015
	California Department of Education Analysis of Synergy Education Project’s Response

	The Synergy Education Project (SEP) budget has ended with significant deficits for the first three years of operation with little sound evidence of progress towards eliminating the budget deficit. Currently, Synergy's financial condition is insolvent with a negative fund balance as of June 30, 2015, of $793,916. 
	The revisions to SEP’s charter petition approved by the State Board of Education (SBE) on July 9, 2015, were done in part to restructure the school’s staffing in efforts to ameliorate the deficits by operating a most cost effective program. The SEP Board believes this is possible over time since the school will continue to provide internal school leadership and external management contracts. The SEP Board approved the First Interim Budget (pp. 6–21, Attachment 4). A reduction of staff consistent with lower enrollment and reducing outside management costs has reduced the deficit balance to $507,094 for the 2015–16 school year. 

	Not remedied. Although SEP adopted a First Interim budget and multi-year plan (MYP) that projects to reverse its deficit spending and insolvent financial condition by the end of Fiscal Year (FY) 2017–18, the CDE concludes that the assumptions used by SEP to build the budget and MYP plan are not reasonable. The CDE concludes that SEP has demonstrated an inability to properly prepare, monitor, and implement balanced budgets.

The CDE notes:
1. SEP’s enrollment has historically been over budgeted. From FYs 2012–13 to 2014–15, SEP’s actual enrollment never materialized from what was budgeted. Further, for FY 2015–16, SEP’s latest enrollment is projected at 185. As of November 18, 2015, enrollment has declined to 170. SEP’s projected enrollment appears to be overstated for FYs 2015–16, 2016–17 of 245, and 2017–18 of 285 (p.1, Attachment 5).

2. SEP’s attendance ratio for FYs 2015–16 through 2017–18 is projected at 95 percent. SEP has historically never reached 95 percent and has exhibited a pattern of overestimating its attendance ratio. For FY 2013–14, SEP budgeted its attendance ratio at 96 percent, however, its actual attendance ratio was 89 percent. For FY 2014–15, SEP’s budgeted attendance ratio was 95 percent, however, its actual attendance ratio was 90 percent. SEP projected its attendance ratio at 95 percent for FYs 2015–16 to 2017–18, which appear to be overstated. The resultant effect is an overstatement of ADA and revenue (p. 2, Attachment 5).

3. Budgeted operations (p. 3, Attachment 5) from FYs 2012–13 to 2014–15 were budgeted for net operating surpluses where budgeted revenues exceed budgeted expenditures. For these FYs, however, SEP’s budget actually ended with significant net operating deficits each year. SEP’s projected net operating surpluses for FYs 2015–16 to 2017–18 appear to be overstated.
4. Net Assets from FYs 2012–13 to 2014–15 were consistently overstated. For FYs 2012–13 through 2014–15, SEP projected ending each FY with positive ending fund balances, but SEP actually ended each FY with negative net assets, where total liabilities exceed total assets. SEP is projecting that its net assets will improve to a positive $696,691 by the end of FY 2017–18, which is beyond SEP’s current SBE-approved charter term. SEP’s projections for positive net assets by the end of FYs 2016–17 and 2017–18 appear to be overstated (p. 4, Attachment 5).

	Additionally, SEP currently owes Encore Education Corporation (EEC) approximately $200,000 bringing the negative end fund balance to $993,916.
	With respect to what SEP owes EEC beyond the prorated management fee is still completely unknown. EEC has failed to provide any itemized documentation regarding said purchases. EEC failed to seek board approval for any expenditure nor did EEC receive board permission for the removal of the school’s furniture and other assets. SEP will provide an updated budget figure once EEC complies with the request for information.
	Not Remedied

The CDE notes:
1. On November 13, 2015, EEC provided the CDE with e-mails and attachments for expense spreadsheets for the months of June, July, August, and September, 2015, respectively. EEC stated that Delta Managed Solutions (DMS) sent these spreadsheets to them (Attachments 8 and 9). 
2. On November 17, 2015, EEC’s legal counsel, Erica Klein, sent a copy of a letter dated October 26, 2015, to the CDE. This letter is addressed to Jennifer McQuarrie, SEP’s legal counsel, and specifically outlines amounts that are due to EEC from SEP. These amounts owed are noted to include construction-related costs to the SEP facility, EEC management fees pursuant to the MOU, employee related costs that EEC has covered for SEP, and curriculum costs the EEC has covered for SEP (Attachment 6).
3. On November 17, 2015, EEC’s legal counsel, Erica Klein, sent a copy of a letter dated November 4, 2015, to the CDE. This letter is addressed to Jennifer McQuarrie, SEP’s legal counsel, and lists items of property on the SEP campus that were paid for by EEC and for which EEC has not been reimbursed by the SEP Board. (Attachment 7).
4. Karl Yoder from DMS indicated that the totals compiled for EEC are preliminary and have not been invoiced by EEC to SEP as of November 6, 2015. SEP’s First Interim Budget and cash flow statement include an estimate of what is owed to EEC. Per Mr. Yoder, amounts are likely subject to negotiation between SEP and EEC and are not reflected as liabilities at this point.


	SEP has demonstrated a continued pattern of deficit spending when original budgets planned for operating surpluses, a pattern of projected enrollment not materializing and negatively impacting SEP’s revenue flow, and an inability to meet financial obligations as evidenced by SEP’s September 15, 2015, default on a $1.6 million Revenue Anticipation Note (RAN).
	The SEP Board approved the First Interim Budget on November 5, 2015. 
	Not remedied. Although SEP submitted a First Interim budget and MYP that projects operating surpluses for FYs 2015–16 thru 2017–18, SEP’s net operations has historically been over stated. For FYs 2012–13 to 2014–15, SEP budgeted ending the three FYs with a net operating surplus. However, SEP actually ended FYs 2012–13 through 2014–15 with significant net operating deficits. Based on unreasonable assumptions cited above, SEP’s projected net operating surpluses appear to be overstated (p. 3, Attachment 5).



	The SEP Board failed to pay off a $1.6 million RAN which matured on September 15, 2015. At its July 9, 2015, meeting, the SBE approved a material revision to the SEP charter petition with technical amendments and conditions. One of the conditions requires SEP to provide a plan on how to repay that debt, which is now in default. SEP has not responded to the CDE’s request to provide any documentation regarding the default of the RAN or the subsequent RAN repayment plan.
	The budget includes a repayment plan on the defaulted RAN. The SEP board also approved authorization at its November 10, 2015, meeting for DMS to prepare and submit an exchange offer to the RAN investors for a proper restructuring of the loan. The meeting minutes from the November 10, 2015, meeting are attached as Appendix 3 to the Response to Violation letter dated November 13, 2015. SEP’s administrative staff and DMS will keep the CDE staff informed since actions on this item are currently taking place on a daily basis with respect to loan restructuring.
	Not remedied. SEP defaulted on its September 15, 2015, payment on a $1.6 million RAN and the terms of the RAN have not been officially restructured. SEP included in its latest budget full repayment of the RAN over a three year period from FY 2015–16 to 2017–18. However, existing terms of the RAN are still in effect and do not allow for an alternative repayment schedule. Further, since SEP’s current charter term expires on June 30, 2017, an agreement to restructure the note for a period after the charter school term expires adds to the uncertainty that an extended repayment agreement can be reached with the RAN’s note holders. 

	SEP committed a material violation of the SEP charter pursuant to EC Section 47607(c)(1)(A).

	California Department of Education Violation as Stated in Notice of Violation Issued on

November 5, 2015
	Summary of

Synergy Education Project’s Response to the Notice of Violation Submitted to the California Department of Education on

November 13, 2015
	California Department of Education Analysis of Synergy Education Project’s Response

	Governance: SEP is in violation of its charter because the governance structure outlined in the SEP charter petition is no longer in effect, based on the following evidence:
	
	

	The governance structure outlined in the charter petition is no longer in effect given that EEC is terminating services as outlined in the MOU between SEP and EEC effective November 18, 2015.

	The SEP Board established transition teams to make every effort to replace each vacancy prior to November 18, 2015. The SEP High School Transition Plan states that the SEP Board will continue to implement the charter petition approved on July 9, 2015 (pp. 30-33, Attachment 4). The SEP Board appointed an Interim Programs Director and Office Manager on November 10, 2015. The SEP Board has approved administrative contracts with outside providers for fiscal services from DMS and student information system services from School Pathways. The SEP Board is receiving quotes for attendance reporting services and will have this service in place by November 30, 2015. 
	Not remedied. The SEP board has included a transitional plan as part of its response to the NOV, however it has only been conditionally approved by the SEP board. Most concerning is that SEP provided a master schedule to the CDE, however, some teachers listed appear not to hold valid credentials for the subjects listed. SEP’s response does not address how the school will correct the charter petition to be in alignment with the new governance structure. Additionally, SEP provides limited information about how attendance reporting services and Special Education services will be provided after EEC terminates its agreement effective November 18, 2015.

	The SBE approved the material revision to the SEP charter petition with four conditions. To date, SEP has not met two of these conditions. SEP has failed to present a specific plan to the CDE that adequately addresses how SEP plans to repay the RAN of approximately $1.6 million, which matured September 15, 2015. This plan was due to the CDE on July 1, 2015. Additionally, SEP provided multi-year budget projections, however, they are based on a RAN repayment plan which has neither been approved by the SEP Board or the RAN lenders.
	The budget includes a repayment plan on the defaulted RAN. The SEP Board also approved authorization at its November 10, 2015, meeting for DMS to prepare and submit an exchange offer to the RAN investors for a proper restructuring of the loan. The meeting minutes from the November 10, 2015, meeting are attached as Appendix 3 to the Response to Violation letter dated November 13, 2015. SEP’s administrative staff and DMS will keep the CDE staff informed since actions on this item are currently taking place on a daily basis with respect to loan restructuring.
	Not remedied. SEP defaulted on its September 15, 2015, payment on a $1.6 million RAN and the terms of the RAN have not been officially restructured. SEP included in its latest budget full repayment plan of the RAN over a three-year period from FY 2015–16 to 2017–18. However, existing terms of the RAN are still in effect and do not allow for an alternative repayment schedule. DMS has responded that it does not have the expertise to draft the exchange offer and the SEP Board would need to retain outside legal counsel with this expertise in order to prepare and file the exchange offer. Further, since SEP’s current charter term expires on June 30, 2017, an agreement to restructure the note for a period after the charter school term expires adds to the uncertainty that an extended repayment agreement can be reached with the RAN’s note holders.

	As of the date of the letter of concern, SEP did not have a functioning board, which is not consistent with the SEP charter petition or the SEP bylaws. The CDE issued two corrective actions related to this concern, one is due on November 16, 2015, and one is due November 30, 2015

	The sole remaining SEP Board member began remediating this issue on October 22, 2015, and appointed new board members at three subsequent board meetings. The following are members of the SEP Board:
· Rachele Sullivan, President

· Elizabeth Brooking, Vice President

· Abraham Seminario, Treasurer

· Alonzo Terry, Secretary

· Amanda Sevillano, Member

· Kathleen Magana, Member

· Jade Farrel Paul, Member

· Cynthia Ruehlig, Member 

	Partially remedied. Based on documentation provided to the CDE, SEP appears to have a functioning governing board. The SEP Board still needs to provide revised bylaws to the CDE by November 30, 2015.

	A–G Courses: SEP has A–G approved courses for grade nine only. 


	SEP will submit all grade 10 and grade 11 courses to the University of California (UC) Doorways on February 1, 2016. All courses will be made retroactive to the date the school first applied for accreditation in fall 2013.
	Partially remedied. EEC provided notification to all SEP parents regarding the A–G status of the SEP and current accreditation status with the Western Association of Schools and Colleges (WASC) on October 30, 2015. 
However, the CDE has determined through a phone conversation with WASC’s Substantive Change Consultant, Francis Revette, on November 17, 2015, that SEP cannot have grade 10 and grade 11 courses approved for A–G retroactively to the SEP’s WASC candidate status for grade six through grade nine. The WASC consultant informed CDE that SEP will need to submit grade 10 and grade 11 courses by February 1, 2016, to the UC and conduct a full WASC self-study review during the 2016–17 school year to receive candidate status for grade 10 and grade 11. Therefore, SEP has not provided a viable plan to address a sufficient remedy for the lack of    A–G courses offered at SEP. Additionally, because SEP did not submit grade 9 course descriptions for approval from the UC after receiving candidate status in 2013–14, SEP’s grade 9 courses will not be identified as approved for A–G effective November 19, 2015. EEC submitted courses to the UC on SEP’s behalf that EEC wrote for EEC’s charters in Hesperia and Riverside, and with the termination of EEC’s services, it is not clear if the SEP courses will still be considered by WASC.

	Technical Amendments: At the July 9, 2015, SBE meeting, the SBE approved the SEP material revision to revise its governance structure and educational program with the condition to comply with the technical amendments identified by the CDE to the charter petition as a condition of approval. The CDE requested that the technical amendments be completed and the revised SEP petition be resubmitted by August 28, 2015, and then again on November 16, 2015. To date, SEP has not completed this request. 
	SEP provides two different dates that the school will complete and submit technical amendments to the CDE staff:

· November 16, 2015 (p. 32, Attachment 4) 
· November 30, 2015 (p. 4, Attachment 4).
	Not remedied. The CDE did not receive a revised charter petition which addressed all the technical amendments on November 16, 2015, as indicated in the Transition Plan, (pp. 32, Attachment 4), submitted with SEP’s Response to Notice of Violation.

	The SEP Board failed to meet specific requirements of the MOU between SEP and the SBE in the following sections:

· 1.2 Board of Directors and establishment of Governance Council

· 1.3 Board of Directors and Governance Council Responsibilities

· 3.5 Reserves


	SEP established a new board and is working on revising bylaws and fiscal control policies. The revised budget reflects a reserve to occur at the end of the 2017–18 school year. The SEP Board will ensure that any outstanding oversight fees are to be paid no later than November 30, 2015.
	Remedied. SEP established a new board. Upon further investigation, the CDE finds that SEP is current with their remittance to the CDE of oversight fees. 
Not Remedied.
Section 1.2 of the MOU states that at all times it is operational, the School will have the following information posted on the School’s Web site and will update the information within 30 days of any changes:

· Articles of Incorporation

· Bylaws approved by the governing board

· Roster and biographies
SEP established a new board. However, SEP must update its Articles of Incorporation, bylaws, and board roster and biographies and posted it on the SEP Web site, by November 30, 2015.

Section 1.3 of the MOU states that 

the School shall provide Brown Act training to its governing board members and administrative staff prior to the execution of any duties and certify this training to the CDE annually or after any changes to the governing board members or administrative staff that this training was provided.
SEP does not address a remedy to this violation of its MOU with the SBE in its Response to Notice of Violation.

Section 3.5 of the MOU states that the School is expected to maintain reserves at a level at least equivalent to a school district of similar size as identified in 5 CCR Section 15450. 

The SEP budget does not reflect any reserves for the remainder of its current charter with SBE, therefore, SEP does not provide a remedy to this violation of its MOU with the SBE in its Response to Notice of Violation.


	EC Section 47607(c)(2) states that the authority that granted the charter shall consider increases in pupil academic achievement for all groups of pupils served by the charter school as the most important factor in determining whether to revoke a charter.

	California Department of Education Violation as Stated in Notice of Violation Issued on

November 5, 2015
	Summary of

Synergy Education Project’s Response to the Notice of Violation Submitted to the California Department of Education on

November 13, 2015
	California Department of Education Analysis of Synergy Education Project’s Response

	Based on the most recent California Assessment of Student Performance and Progress data, SEP’s scores are below the state average for the same grades.
	The reasoning for seeking a material revision to the charter was to improve the delivery of the academic program. Under the new petition every student has daily study hall class that ensures students remain on track. Recent research indicates a correlation between the full integration of a robust visual and performing arts program and increased student achievement. Dance, choir, drama, and theater arts will remain throughout the transition.

 
	Not remedied. SEP did not provide any academic data to show that all groups of pupils are achieving. The CDE provided an analysis of publicly available data for SEP and compared it to the resident district and resident schools (Attachment 3). Based on this data, SEP students are being out performed by most pupils in the resident schools SEP students would otherwise attend.


	Additional Outstanding Documents

	California Department of Education Violation as Stated in Notice of Violation Issued on

November 5, 2015
	Summary of

Synergy Education Project’s Response to the Notice of Violation Submitted to the California Department of Education on

November 13, 2015
	California Department of Education Analysis of Synergy Education Project’s Response

	Suspension and Expulsion: The CDE noted several concerns with the suspension and expulsion policies outlined in the SEP charter petition and requested technical amendments be made to the SEP petition. To date, SEP has not addressed these technical amendments and, therefore, it is unclear to the CDE which policies are being implemented with regard to the pupils that the SEP Dean of Students reported were expelled at the beginning of the school year. The CDE issued three corrective actions related to this concern, two were due on October 30, 2015, and one is due November 30, 2015. 

	SEP will make the technical amendments to the charter petition by November 30, 2015.
	Not remedied, pending. EEC, Dean of Students, provided copies of pupil discipline files and documents to the CDE on November 2, 2015, however these documents failed to provide a reasonable description of the process followed for pupils who were recommended for expulsion. Therefore, the CDE is concerned that SEP may not have followed due process or carried out the manifestation determination for pupils with an Individualized Education Plan. The SEP Board has until November 30, 2015, to provide a copy of the SEP Board-approved suspension and expulsion policies. 

	Local Control Accountability Plan: SEP has not completed an annual update for the 2014–15 school year or a SEP Board-approved Local Control Accountability Plan (LCAP) for 2015–18. The CDE issued one corrective action related to this concern due on November 30, 2015.

	A board approved LCAP will be submitted to the CDE staff no later than November 30, 2015.
	Not remedied and pending.

SEP has not submitted a SEP Board-approved annual update for the 2014–15 school year or a SEP Board-approved LCAP for 2015–18. Pursuant to EC Section 47606.5, both of these documents are to be completed by July 1 of each year. The CDE notes that throughout 2014–15, SEP did have an operating board and had an administrator (Cheryl Townsend). However, despite these two facts, the CDE gave SEP until November 30, 2015, to provide a board approved annual update and an LCAP for 2015–18.


