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	SUBJECT

New West Charter Middle School: Approve with Conditions a Material Revision to the Charter to Extend the Initial Approval Period by One Year (2006-07) to June 30, 2007
	 FORMCHECKBOX 

	Action

	
	 FORMCHECKBOX 

	Information

	
	 FORMCHECKBOX 

	Public Hearing


	RECOMMENDATION


The California Department of Education (CDE) recommends that the State Board of Education (SBE) approve with the following conditions a material revision to the charter of the New West Charter Middle School (New West) to extend the initial approval period by one year (2006-07) to June 30, 2007, consistent with the five-year limit on an initial charter approval period, as specified in Education Code (EC) Section 47607(a)(1):

· On a continuing basis, New West shall implement all of the recommendations contained in the follow-up audit (Key recommendations are listed in table on page 2 of this item. All recommendations are reflected in Attachment 1 on pages 32, 33, 42, 45, 52, 63, and 64.)

· New West shall present an action plan to the CDE addressing all of the follow-up audit recommendations. Further, New West shall report to the CDE each month documenting its implementation of the audit’s recommendations, until such time as New West’s charter is renewed.

	SUMMARY OF PREVIOUS STATE BOARD OF EDUCATION DISCUSSION AND ACTION


In December 2001, the SBE approved the New West charter for an initial period of three years (2002-03 through 2004-05). However, for a variety of reasons (principally related to facilities and special education), the school’s opening was delayed to 2003-04. Therefore, in November 2004, the SBE extended the initial charter approval period by one year (2005-06) to June 30, 2006.

In January 2005, the CDE Audits and Investigations (A&I) Division completed a limited-scope review of New West that noted, among other things, weak internal controls and related-party transactions. New West’s independent audit for 2003-04 found similar deficiencies. 

In May 2005, the SBE directed that a “Notice to Cure” be sent to New West and that arrangements be made for a follow-up audit to the limited-scope review performed by the CDE A&I Division. The follow-up audit was conducted under the auspices of the Fiscal Crisis and Management Assistance Team (FCMAT) and the Los Angeles County Office of Education (LACOE) by MGT of America, Inc.

	SUMMARY OF KEY ISSUES


In December 2005, the follow-up audit was released, and a copy is included as Attachment 1. The audit findings present a picture that is at once heartening and troubling. For example, the audit found that New West has “shown signs of improvement” since the CDE A&I Division’s review, but also found that school staff “do not consistently exercise proper internal controls.” As for prior-year (2003-04) issues identified by the CDE A&I Division, the auditor was able to resolve many, but not all. The audit includes numerous recommendations to help ensure that past deficiencies do not recur. The following table presents the key recommendations.

	To improve administrative and accounting internal controls:

	· Consistently implement and monitor procedures requiring the use of purchase orders and requisitions for purchases, original invoices prior to making payments, and goods received reports with dual signatures.

	· Promptly investigate and resolve all items not in compliance with fiscal procedures.

	· Closely control and monitor the use of the school’s debit card.

	To improve cash position and cash management abilities:

	· Strive to accumulate cash reserves of at least one full payroll and continue efforts to secure a revolving line of credit for contingencies.

	· Establish and implement policies for cash-flow management and cash budgeting, including a cash-flow contingency plan.

	To improve contracting practices, update the school’s contracting procedures to:

	· Require contract monitoring to ensure all parties fulfill the terms of contracts.

	· Ensure that staff maintain documentation in the contract file evidencing the competitive bids obtained and the justification of need.

	· Require all contract modifications to be made in writing.

	· Prohibit initiation of services or continuance of a contract until the contract is properly executed, including prior governing council authorization.

	To address the deficiencies identified in the A&I Division’s review:

	· Implement and adhere to all the recommendations in the A&I Division’s memorandum.

	· Prohibit payments for items that are (1) shipped to an address other than New West or (2) billed to an entity or individual other than New West or to personal credit cards without approval and proper receipts.

	· Create a proper paper trail for all loans including (1) a loan agreement, (2) evidence of governing council approval, and (3) documentation showing approved loan repayment methods.

	· Continue to seek evidence/justification or seek reimbursement for the unsupported expenditures identified in the audit.


	SUMMARY OF KEY ISSUES (cont)


New West’s students produced a solid record of academic achievement in 2003-04 (the school’s first year of operation) and again in 2004-05. The following table displays key data, along with comparison figures for the Los Angeles Unified School District (LAUSD), the school district in which New West is situated.

	
	2003-04
	2004-05

	ACADEMIC PERFORMANCE INDEX

	2004 Ranking (Statewide / Similar Schools)
	n/a
	7 / 9

	2004 Base
	n/a
	752

	2005 Growth
	n/a
	783

	Growth Target
	n/a
	2

	Actual Growth
	n/a
	31

	CALIFORNIA STANDARDS TESTS (Percent Proficient and Advanced)

	English/Language Arts (grades 6-8 combined)
	45%
	58%

	LAUSD Comparison Figure
	21%
	25%

	Mathematics (grades 6-7 combined)
	37%
	46%

	LAUSD Comparison Figure
	21%
	25%

	Algebra I (grade 8)
	7%
	20%

	LAUSD Comparison Figure
	14%
	11%

	History-Social Science (grade 8)
	35%
	40%

	LAUSD Comparison Figure
	16%
	17%

	STUDENT DEMOGRAPHICS

	African American 
	40%
	39%

	LAUSD Comparison Figure
	12%
	12%

	Asian 
	4%
	6%

	LAUSD Comparison Figure
	4%
	4%

	Hispanic or Latino 
	14%
	18%

	LAUSD Comparison Figure
	73%
	73%

	White 
	36%
	37%

	LAUSD Comparison Figure
	9%
	9%

	Economically Disadvantaged* 
	22%
	35%

	LAUSD Comparison Figure*
	73%
	77%

	English Learners 
	0%
	<1%

	LAUSD Comparison Figure
	44%
	43%

	Students with Disabilities*
	10%
	9%

	LAUSD Comparison Figure*
	11%
	11%


* Based on students participating in the state assessment program.

	SUMMARY OF KEY ISSUES (cont)


The situation confronting the SBE with respect to New West presents a unique and challenging combination of circumstances:

· The follow-up audit finds that progress has been made in correcting fiscal and organizational deficiencies, but it also expresses some continuing concerns and makes numerous recommendations.

· The school has performed quite well in the state assessment and accountability system.

The CDE believes that it would be appropriate to give New West an adequate opportunity to address the follow-up audit’s recommendations while continuing to focus on student academic achievement. Accordingly, the CDE recommends that the SBE conditionally approve a material amendment to New West’s charter that extends the initial charter approval period by one year (2006-07) to June 30, 2007. This action would be distinct from a renewal, and it would be consistent with EC Section 47607(a)(1), which specifies that an initial charter approval period may be up to five years at the discretion of the charter authorizer. The CDE recommends that approval of the material amendment (i.e., the one-year extension) be subject to the following conditions:

· On a continuing basis, New West shall implement all of the recommendations contained in the follow-up audit.

· New West shall present an action plan to the CDE addressing all of the follow-up audit recommendations. Further, New West shall report to the CDE each month documenting its implementation of the audit’s recommendations, until such time as New West’s charter is renewed.

If the SBE chooses to extend for one year the initial charter approval period for New West, the CDE anticipates conducting periodic site visits to the school (both announced and unannounced) to observe operations and review records.

Moreover, if the initial charter approval period is extended, New West will have the opportunity to present its charter for renewal to the LAUSD Board of Education, in accordance with EC Section 47605(k)(3), in the fall of 2006. If the request for renewal is denied by the LAUSD, there will be ample time for the Advisory Commission on Charter Schools and the SBE to consider New West’s renewal request during the end of 2006 and beginning of 2007. 

	FISCAL ANALYSIS (AS APPROPRIATE)


Operation of New West, per se, has essentially no fiscal impact on the state as a whole. If affected students were not being served at New West, they would most likely be served at another public school. The CDE receives approximately one percent of New West’s general purpose and categorical program revenues for CDE’s oversight activities.

	ATTACHMENT(S)


Attachment 1:
Report of the New West Charter Middle School Follow-Up Audit by MGT of America, Inc. (86 pages)

Attachment 2:
Letter from New West requesting one-year extension of initial charter approval period (1 page)

December 2, 2005

Ms. Marta Reyes

Dear Marta:

Please regard this letter as a formal request by New West Charter Middle School for a one-year extension of the term of the school’s charter now scheduled to end on June 30, 2006. If the extension is granted, the new ending date would be June 30, 2007. This extension would allow New West the full five-year charter term allowed by California’s charter school law (i.e., July 1, 2002 – June 30, 2007). New West’s Governance Council passed a motion at its November 29, 2005, meeting asking for this extension.

Since this is a material change to the school’s charter, it must be approved by the State Board of Education (SBE). We ask you to have this matter put on the agenda of the SBE for its January 2006 meeting. We suggest that our request for an extension of the charter’s term should be heard immediately after the SBE considers the results of the MGT audit that is now concluding. I and other New West representatives will be at the SBE meeting in January to address the board and answer their questions about both the extension and the audit. It is our understanding in preliminary discussions with you that your office would be supportive of our request for an extension to June 30, 2007.

New West is seeking an extension of the charter’s term to end June 30, 2007, in order to have sufficient time before charter renewal to prove that the school can manage its financial affairs at the same high level as its already exemplary academic achievement. New West is proposing the development of an Implementation Plan in response to the MGT of Americas follow-up audit that will be released December 5, 2005. This plan will specify the actions New West must take to comply with the auditors recommendations for improving various aspects of the school’s financial affairs. The plan calls for 60 day, 6 month, and 12 month follow-up reports to the CDE that assess the school’s success in meeting the objectives of the Implementation Plan. The extension of the charter term to June 30, 2007, provides time to complete this Implementation Plan and present a charter renewal to the LAUSD or SBE that is without question in regard to fiscal policies and practices.

A secondary reason to request an extension to the charter term is so that the school can demonstrate stability in leadership.  In my 10 months as Principal/Director, I have come to appreciate New West as a great school that has tremendous potential to be an exemplary model of charter school reform (including financial affairs).  I am excited about my leadership role in fully developing the school into the dream the founders expressed in the charter.  The one-year extension gives both me and the school time to show you how successful we can be.

Thank you for arranging to have our request for a one-year extension of the charter term put on the agenda of the January meeting of the SBE.  As always, we thank you for your guidance and support.

Sincerely,

Dr. Sharon Weir.
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