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	CALIFORNIA STATE BOARD OF EDUCATION
NOVEMBER 2006 AGENDA

	SUBJECT

New West Charter Middle School: Fiscal Recovery Plan
	 FORMCHECKBOX 

	Action

	
	 FORMCHECKBOX 

	Information

	
	 FORMCHECKBOX 

	Public Hearing


	RECOMMENDATION


The California Department of Education (CDE) recommends the State Board of Education (SBE) direct CDE staff in collaboration with New West Charter Middle School (New West) to finalize and implement a fiscal recovery plan for the school responding to the matters identified in the Notice of Concern dated September 18, 2006. 

	SUMMARY OF PREVIOUS STATE BOARD OF EDUCATION DISCUSSION AND ACTION


The SBE approved the New West charter petition in December 2001, 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.
In December 2005, the FCMAT audit was released with numerous findings and recommendations regarding the lack of consistent exercise of internal controls. The audit also found that New West had made some progress in correcting fiscal and organizational deficiencies since the limited-scope review conducted by A&I. This finding was supported by New West’s annual independent audit.

	SUMMARY OF PREVIOUS STATE BOARD OF EDUCATION DISCUSSION (Cont)


In January 2006, the SBE extended the initial approval period for the school’s charter by one year (2006-07) to June 30, 2007, to allow New West time to implement the audit recommendations before the school would be required to seek renewal of its charter.

	SUMMARY OF KEY ISSUES


In September 2006, the CDE was contacted by LACOE staff concerning New West’s financial situation. The school’s payroll could not be met unless LACOE staff released funds needed for unpaid obligations to the Public Employees Retirement System (PERS) and the State Teachers Retirement System (STRS). The CDE was informed that the school had not paid PERS/STRS obligations for the entire 2004-05 fiscal year and for nine months of 2005-06. Subsequent phone conversations with New West staff revealed information about other debts to the Internal Revenue Service (IRS), the Employment Development Department (EDD), and public and private lenders.

A combination of tightly controlled releases of state apportionments by LACOE staff, plus fundraising efforts by New West, have bridged the school through immediate cash-flow problems. However, in response to the information regarding New West’s accumulated debts, the CDE sent a “Notice of Concern” to the school in September 2006, pursuant to Education Code (EC) Section 47604.32(d), in which New West was directed, among other things, to provide to the CDE a fiscal recovery plan (with specific components) to achieve fiscal solvency as quickly as possible. As stated in the Notice of Concern, New West’s accumulated debts – above and beyond normal operating expenses – were estimated (in September 2006) at $585,000. To help put that figure in context, New West’s total general purpose and categorical block grant funding in 2006-07 is projected to be approximately $1.3 million. 
The Notice of Concern directed New West to submit its fiscal recovery plan to the CDE by September 29, 2006. The school submitted a draft plan that has now been reviewed by the FCMAT. Staff of the CDE and FCMAT have collaborated with New West and are in the process of finalizing the plan. The CDE recommends that the SBE give direction to CDE staff to complete the finalization process, implement the plan, and then monitor the school’s fiscal situation closely until stability is completely restored. The goal of CDE staff is to substantially reduce the school’s major outstanding debts by June 30, 2007, which is the conclusion of New West’s charter term.
	FISCAL ANALYSIS (AS APPROPRIATE)


There would be essentially no state cost related to the recommended action. 
	ATTACHMENT(S)


Attachment 1: Notice of Concern Letter dated September 18, 2006 (3 pages)






September 18, 2006

Sharon Weir, Principal
New West Charter Middle School
11625 Pico Blvd.
Los Angeles, CA  90064

Members of the Governance Council

New West Charter Middle School

11625 Pico Blvd.

Los Angeles, CA 90064
Dear Dr. Weir and Members of the Governance Council:

Subject: Notice of Concern Pursuant to Education Code (EC) Section 47604.32(d)
As you are aware, California Department of Education (CDE) staff was recently contacted by the Los Angeles County Office of Education (LACOE) to inform us of a dire fiscal situation confronting New West Charter Middle School. They informed us that the school would be unable to make its payroll obligations in August 2006 without LACOE releasing funds needed to pay outstanding obligations totaling approximately $150,000 that are owed to the Public Employees Retirement System (PERS) and the State Teachers Retirement System (STRS). New West did not submit contributions to PERS and STRS for its employees for the entire 2004-05 fiscal year and for a number of months during the 2005-06 fiscal year. 

The August crisis was averted. However, in subsequent phone conversations with representatives of New West, CDE staff was provided specific information about other outstanding debts to the Internal Revenue Service (IRS) and State Employment Development Department (EDD), as well as to public and private lenders. It appears that the school has been unable to meet its most fundamental obligations without a continuous cycle of borrowing to do so. Our understanding of New West’s major outstanding obligations is as follows:



Name




  Amount
            PERS/STRS




$150,000


Internal Revenue Service


    60,000


EDD





    25,000


CDE Revolving Loan



  150,000


Eagles Peak Charter School


    50,000


Pacific Western Bank



  150,000


Total




$585,000
The magnitude of the debts and the continued cycle of borrowing to pay current obligations prompt this Notice of Concern regarding the current fiscal condition and ongoing financial viability of New West.  Accordingly, the CDE, on behalf of the State Board of Education as authorizer, directs New West to do the following:

· Authorize the LACOE by 9/22/2006 to retain from funds currently in New West’s account in the county treasury an amount sufficient to pay the outstanding obligations to PERS/STRS in full (approximately $150,000).

· Pay the IRS obligation (approximately $60,000) before September 30, 2006, in accordance with the school’s agreement with the IRS. The CDE requests verification from the IRS that the amount owed has been paid in full.

· Pay the EDD obligation (approximately $25,000) as quickly as is necessary to avoid the accrual of penalties and interest. The CDE requests verification from the EDD that the amount owed has been paid in full.

· Provide the CDE with an immediate recovery plan to achieve fiscal solvency as quickly as possible. Components of this plan are to include the following:

A. An immediate plan (cash flow and 2006-07 budget) for reducing current fiscal obligations over the course of the school year. The plan should include a detailed description of the reductions in staffing and/or programs that will be made and the timing of such reductions as well as a cash flow plan that clearly reflects how New West will meet its monthly obligations.

B. A two-year recovery plan that provides for the resolution of all current outstanding debts by the end of 2007-08 and that includes a detailed description of ongoing reductions in staffing and/or programs, as necessary. The recovery plan should reflect primarily revenues derived from regular educational activities (e.g., federal special education funds, state apportionments, and in-lieu property taxes). Up to five percent may be derived from grants, fundraising, and other non-ongoing revenue sources. 

C. A detailed budget for both the current year and the two-year recovery plan that displays: (1) the current year budget as it was approved by the governing board at the beginning of 2006-07; (2) the revised budget that will allow the school to operate in a fiscally prudent manner during the balance of this year; and (3) the revised budget for the second year of the recovery plan. ALL other bank accounts must be identified and incorporated, including fundraising, gifts, etc.

D. A strategic plan for achieving long-term fiscal solvency that (1) relies minimally on fundraising, grants, other “soft” money, or borrowing, and (2) maintains a prudent reserve of at least three percent for economic uncertainties. NO additional loans or lines of credit are approved at this time.

E. At monthly governing board meetings, New West will review and seek approval of budget and cash flow updates, which examine rates of expenditure and the collection of revenue. Board minutes will reflect this. New West will provide the CDE with these monthly updates regarding the school’s revenues and expenditures, and governing board minutes. CDE will provide regular updates to the SBE on the status of the New West recovery plan.

F. Acknowledgement that no additional lines of credit or loans are authorized at this time.

G. A copy of a letter to students/families currently enrolled in New West informing them of the seriousness of the situation.

Please deliver your written response to the above outlined components of the fiscal recovery plan on or before the close of business (5:00 p.m. Pacific Time) on Friday, September 29, 2006. Your response is to be delivered to:

Marta Reyes, Director

Charter Schools Division

California Department of Education

1430 N Street, Room 5401

Sacramento, CA 95814

I cannot stress strongly enough the seriousness of New West’s dire financial situation. Indeed, the continued viability of the school depends on a timely and responsible emergency financial plan. As we discussed, this is the first step in the revocation process. If these issues are not immediately addressed and resolved to the satisfaction of the SBE, the next step in this process will be a Notice to Cure and a recommendation to the State Board of Education to revoke the New West charter. 

If you have any questions or need any additional information regarding this Notice of Concern, please contact me at (916) 322-6029 or by e-mail at mareyes@cde.ca.gov, or contact Deborah Connelly at (916) 322-2694 or by e-mail at dconnell@cde.ca.gov. 

Sincerely,

Marta Reyes, Director

Charter Schools Division

