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	SUBJECT

Subject: Synergy Charter School: Consider a Material Revision of the Charter Petition to Revise the Governance Structure and the Educational Program. 

	
	Action

	
	
	Information

	
	
	


SUMMARY OF THE ISSUE
Synergy Charter School (SCS), a State Board of Education (SBE)-authorized charter school, requests a material revision of its charter to revise its governance structure and educational program to begin in the 2015–16 school year. SCS was authorized on November 10, 2011, to serve pupils in grade six through grade twelve.
PROPOSED RECOMMENDATION

The California Department of Education (CDE) proposes to recommend that the SBE hold a public meeting regarding the charter petition, and thereafter to conditionally approve, with five conditions and seven technical amendments, the request for a material revision to the SCS petition to revise the governance structure and educational program. Inherent to this recommendation, the CDE proposes the following conditions: (1) a signed agreement between SCS and Encore Education Corporation (EEC) is provided to CDE by July 1, 2015; (2) a description of annual goals for each subgroup of pupils to be achieved in the eight state priorities identified pursuant to California Education Code (EC) Section 52052 to be incorporated into the SCS petition and provided to CDE by June 15, 2015; (3) SCS must provide an outreach or recruitment plan by August 1, 2015, which details how SCS will meet or exceed 255 pupils (as indicated in the SCS material revision build out plan); (4) SCS will provide the CDE with an updated multi-year budget projection, updated narratives and assumptions along with their fiscal year (FY) Unaudited Report on or before September 15, 2015. If the multi-year projections are inconsistent with SCS’s projected estimates for significant improvements in its financial condition, then a budget plan with timelines that addresses how the inconsistencies will be resolved must also be provided; and (5) submit a specific plan to CDE by July 1, 2015, to address how SCS plans to repay their revenue anticipation note (RAN) of approximately $1.7 million, which matures

September 15, 2015. 
If any of these conditions are not met by the timelines established, the CDE will consider this a material violation of any of the conditions, standards, or procedures set forth in the charter pursuant to EC Section 47607(c)(1)(A) and may propose further action be taken by the SBE. 

BRIEF ANALYSIS OF THE ISSUE
SCS is an SBE-authorized charter school, located in Pittsburg. On November 10, 2011, the SBE approved the SCS petition for a five-year term to serve grade six through grade twelve. The current SCS petition was approved by the SBE with the condition that SCS adhere to a Memorandum of Understanding between SCS and the SBE that requires a material revision of the petition if the school makes significant changes in the governance structure and the educational program. 

In considering the request for a material revision, CDE reviewed the following:

· The SCS petition (Attachment 3)
· Educational and demographic data of schools where pupils would otherwise be required to attend (Attachment 2)
· The SCS multi-year budget and financial projections (Attachment 4)
· Financial Condition of State Board of Education-Authorized Charter Schools Memorandum Dated April 1, 2014 (Attachment 5) 
· Financial Condition of State Board of Education-Authorized Charter Schools Memorandum Dated April 1, 2015 (Attachment 6) 

Pursuant to EC sections 47607(a)(1),(2), 47605(b), and California Code of Regulations, Title 5 (5 CCR) Section 11967.5.1, a material revision to a charter petition must provide a reasonably comprehensive description of multiple required elements (Attachment 1). 
The CDE finds that the SCS petition does provide a reasonably comprehensive description for some of the required elements, as indicated by a “Yes”. Others require a technical amendment and are identified by a “*Yes”. These amendments strengthen or clarify elements for monitoring and accountability purposes. Two of the additional required elements is marked by a “No” (Attachment 1). 

The CDE proposes to recommend that the SBE approve the request for a material revision of the SCS charter, with the recommended technical amendments and conditions, for the following reasons:

· The SCS administration and Governing Board evaluated the fiscal sustainability of SCS and determined that SCS needed assistance in order to improve fiscal sustainability and strengthen internal fiscal controls. Additionally, SCS proposes to modify their educational program to include an art focus model. Therefore, 
SCS proposes to enter into a partnership with EEC as a means of ensuring educational goals are being met and fiscal solvency is established. EEC is an independent nonprofit corporation in California. EEC provides an art focus education program and currently operates two charter schools serving middle and high school pupils: Encore High School for the Performing and Visual Arts authorized by San Bernardino County Office of Education in Hesperia, and Encore High School for the Arts, which will open in the Riverside area in fall 2015. 

· SCS has submitted all required documentation to the CDE including, but not limited to, attendance reports, compliance documents, budgets, and audit reports.

· SCS provides pupils with a sound educational program providing a creative, challenging, and nurturing environment that offers students the opportunity to combine rigorous academics with project based learning and arts integration. 
Budget

SCS reported deficit spending of $104,672 with a negative fund balance of $695,688 during FY 2014–15 and projected negative ending fund balances with no reserves for FY 2015–16 through FY 2016–17. SCS is considered to be in poor financial condition for FY 2014–15 as noted in the Financial Condition of State Board of Education-Authorized Charter Schools Memorandum dated April 1, 2015, (pp. 11–12, Attachment 6). CDE has sent four letters of fiscal concern with requests for Corrective Action Plans (CAP) since 2013 as follows:

Letter of Concern issued April 11, 2013:

· No reserves

· Negative fund balance

· Budget out of balance

CDE requested that SCS provide a CAP to include a narrative to ensure enrollment growth and facility expansion to address the fiscal concerns. The CAP addressed the enrollment growth with slight increases, including a projected positive ending fund balance with adequate reserves, but did not include a detailed plan of a facility expansion.
Letter of Concern issued March 13, 2014:
· Budget out of balance
· High debt ratio

CDE requested that SCS provide a CAP to include a revised balanced budget with details to explain how the negative fund balance would be eliminated. Additionally, CDE requested board minutes reflecting the approval of the amended budget and board discussion regarding the proposed plan to address and eliminate the budget deficit. The budget submitted with the CAP was out of balance with overestimated ADA. 
Letter of Concern issued September 19, 2014:

· Budget out of balance

· Overestimated ADA
· Failure to provide board minutes discussing Letter of Concern

CDE requested that SCS provide a CAP to include revised enrollment and ADA projections, and a revised balanced budget with adequate reserves. Additionally, CDE requested board minutes reflecting the approval of the amended budget and board discussion regarding the proposed CAP to address and eliminate the budget concerns. The budget submitted with the CAP was out of balance, showed a decline in enrollment, and an overestimated ADA projection. SCS still failed to provide board minutes reflecting the approval of the amended budget and board discussion regarding the proposed plan to address and eliminate the budget deficit.
Letter of Concern issued February 6, 2015:

· SCS charged unallowable costs for FY 2012–13 and FY 2013–14 of $248,195.67 to SCS’s Public Charter Schools Grant Program (PCSGP). 
· SCS must provide specific information of how SCS plans to recruit and retain new pupils for existing grade levels and include specific details of the plan of adding grade eleven for FYs 2015–16 and 2016–17.

· SCS must provide a legally binding written commitment or confirmation of such commitment in regards to the partnership with Acre Development to procure a new and expanded site for SCS.
· SCS must provide a detailed back-up plan if a partnership with Acre Development is not established. 
· SCS must provide SCS board minutes reflecting approval of the CAP and First Interim Report regarding the proposed plan to address and eliminate the budget deficit after the September 19, 2014, letter was sent.
CDE requested that SCS provide a CAP by February 12, 2015. The SCS CAP proposed to repay the PCSGP in full in 24 equal monthly payments from July 1, 2015, through June 20, 2017, which is the end of SCS’s initial charter term. CDE staff worked with SCS to remove the unallowable costs. Allowable grant expenditures have since been reported by SCS and approved by the CDE, which will result in additional PCSGP funds to be paid to SCS. However, the SCS CAP did not provide specific information of recruiting or retaining students, a legally binding written commitment or confirmation with the proposed partnership with Acre Development, an alternative plan if the partnership is not established, or board minutes reflecting approval of the CAP. SCS added that enrollment and ADA have declined further since the first interim report. Even with the reduction of expenditures, SCS will have a budget deficit for FY 2014–15.
Additionally, CDE reviewed audited financial data from the FY 2013–14 audit report that reflected deficit spending of $396,857 with a negative ending fund balance of $591,015 and no reserve designated for economic uncertainty. SCS also reported the total amount of $1,600,000 in FY 2013–14 of their RAN, which will be due by 
September 15, 2015. SCS has no plans for additional cash flow borrowing for
FY 2014–15 but is proposing an extended repayment term with Comerica Securities over the remaining two years of the current charter. In the interim, SCS is paying interest in the amount of $138,667 for the RAN. The SCS debt ratio reported for the
FY 2013–14 at 1.25 is high. The reliance on borrowing has affected the cash flow of SCS; a high debt ratio could jeopardize SCS’s ability to obtain financing, which may result in higher financing costs. 
SCS was required to comply with EC Section 47605(b)(ii), which requires a charter petition to state the annual goals for all pupil subgroups identified pursuant to EC Section 52052, to be achieved in the eight state priorities, as described in EC Section 52060. The SCS petition addresses annual goals and actions to achieve the eight state priorities (pp. 76–88, Attachment 3). However, the petition does not include a description of annual goals for each subgroup of pupils identified pursuant to EC Section 52052. The SCS board approved a Local Control and Accountability Plan (LCAP); SCS submitted the approved LCAP to the CDE on July 1, 2014. 
A detailed analysis of the review of the entire petition is provided in Attachment 1.
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