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California State Controller
February 18, 2015

Superintendent Tom Torlakson
California Department of Education
1430 N Street

Sacramento, CA 95814

Dear Superiniendent Torlakson:

The California Department of Education (CDE), following its Limited Scope Review (LSR),
requested an audit of the Child Development Program (CDP) and the Nutrition Services Program
(NSP) of Golden Day Schools, Inc. (GDST). GDSI reported in its financial statements
approximately $17.1 million in charges for the CDP and NSP programs. GDSL is a not-for-profit
child care entity for which Clark E. Parker, Ph.D. is the director. Approximately 540 children
were enrolled in GDSI during the audit period. GDSI reports that its activities are overseen by a
governing board, and that Dr. Parker and his wife, Jeanette Parker, Ph.D., are two of five
members, or 40% of the board.

Our audit objectives were to determine whether:

e GDSI’s internal controls over pupil enrollment (eligibility, enrollment, and attendance} and
financial operations were adequate and whether any claims made against the State were
proper and adequately supported.

s Program activities and claims for GDSI’s CDP and NSP costs were in compliance with
applicable tequirements, laws, and regulations, specifically Title 5, California Code of
Regulations, Division 1, Chapter 19 and Title 5, Chapter 15; and United States Department
of Agriculture federal cost principles. :

Our audit found the following:

e (DSl overstated a total of 47,492 attendance days for fiscal year (FY) 2008-09, FY 2009-10,
and FY 2010-11. GDSI did not pasticipate in the CDP for FY 2011-12. The ineligible days
were due to GDSI improperly determining enrollment eligibility for the CDP. For the entire
audit period, GDSI had 1,587 pupils enrolled in the CDP. In all, GDSI reported 689,490 days
of attendance for the audit period, an average of almost 230,000 days annually.
Approximately 7% of these reporied attendances were deemed ineligible.
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« GDSI lacks adequate internal controls over financial operations. In addition, because of poor
recordkeeping and questions surrounding retated-party transactions, we were unable to
determine whether the expenditures were in compliance with the requirements, laws, and
regulations. During fieldwork, GDSI failed to provide auditors with documented accounting
policies and procedures; in fact, these were only made available after the presentation of our
findings at the exit conference. The outsourced accountant, Miller Accountancy, was
unaware of and had no such documents available during our on-site visit.

We determined that $16,166,739 of $17,173,941, or approximately 94% of the reported
costs, were questionable as they were unsupported, unallowable, or excessive as follows:

1.

Salaries — The entire $5,415,417 reported in the financial statements was unsubstantiated
due to a lack of the related entities’ accounting records and source documents.

Benefits — The entire $2,885,672 in employee benefits was unsubstantiated due to
unsupported labor costs. Furthermore, we coitld not determine whether the recorded
$1,770,220 in pension contributions was attributable to the salaries reported. GDSI
lacked accounting records and source documents to substantiate pension charges.

Triple-net (rent, property tax, and maintenance) lease expenses — The entire $3,747,459
in rent-related charges was unsupported due (o a lack of source documents, specifically,
an independent fair market rental estimate, to substantiate the annual rental charges.
Furthermore, a triple-net lease agreement, in which GDSI agreed to pay rent, property
taxes, and maintenance costs relating to buildings was in effect, but no related-party
accounting records and source documents were available. Therefore, we could not
substantiate whether the reported rent and triple-net lease charges wete for GDSI only.
Our audit also determined that the dgreement represents an operating lease arrangement,
when in fact, a capital lease arrangement exists. The entire renta] charges also are
unallowabie as a result, as the only form of reimbursement would have been depreciation.

However, depreciation expense would not be an allowable charge, as the facilities have

been fully depreciated for more than a decade.

Insurance, utilities, and housekeeping — The entire $859,219 in reported expenses was
unsubstantiated due to lack of related entities’ accounting records and source documents
to substantiate GDSI-related costs,

Auto allowance — $36,000 in auto expenses was unsubstantiated. GDSI’s accounting
records identified a $1,000 monthly recurring auto allowance charge. However, no source
documents were provided to substantiate these charges.

Instructional supplies — $18,344 in expenses recorded for FY 2009-10 was for unknown
previous fiscal years.

Legal fees — $25,000 in legal fees was deemed unallowable. These reported legal fees
were for unallowable legal defense activities. The legal fees were incurred to defend the

position that the CDP fund advances were expended on allowable and reimbursable
activities.
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8. Interest expenses — GDSI reported $247,262 in interest expenses for interest on a long-
term note. Our audit found that the entire recorded interest expenses are not reimbursable,
and therefore, are unallowable program expenses. Furthermore, the interest expenses
were with a related party, specifically, the director and president of GDSI’s governing
board. The outside auditor’s Notes to the Financial Statements explain that the interest
charges are the result of accumulation of debt, approximately $905,000, to the director.
The Notes further explain that the accumulated debt is due to the need for working capital
for daily operations in prior periods. In addition, in 2011, $37,178 in‘interest charges
were Tecorded due to delayed state funding; however, no records were provided to
substantiate that the CDE approved the delayed funding interest charges. We found that
the interest expenses were due to significant internal control deficiencies. As mentioned
in the findings, many of these questionable costs were excessive, unreasonable, or
unallowable. It appears that the deficiency in working capital arose due to expenses that
pertained to related entities.

9. Nutrition program — Due io a lack of related-entity records, $1,789,326 claimed for the
NSP was unsubstantiated. While the number of reported meals was supported by meal
counts, the cost of reported meals was unsubstantiated, as GDSI failed to provide related-
party records for Today’s Fresh Start Charter School, Inc. We further determined that had
the reported meal charges been substantiated, GDST might have received approximately
$0.5 million in excess of incurred costs.

10. Administrative salaries and wages — Despite our requests during the audit, GDSI failed to
provide duty statements for Dr. Parker’s activities as the director for GDST or its related
entities. It was only after discussion of this finding with Dr. Parker at the exit conference
that we were provided a written document delineating his GDSI activities. The document
states that the director spent approximately 73 hours per week working on GDSI
activities during the audit period. This requires a daily work schedule of approximately
10.5 hours for GDSI businesses, including non-business days (i.e., weekends). Though
the director explained his roles and daily tasks for GDSI operations, we were unable to
determine how the director conducted his many related business operations. Thetefore,
we could not determine whether the director’s duties for GDSI and related entities were
performed at the same time, and if so, whether his compensation was equitably charged
against all related entities, or whether the costs of the executive salaries for related
entities that were absorbed by GDSI'were eventually charged against public funds. As
such, all $1,143,040 in reported director’s administrative salaries was deemned
unallowable.

If you have any questions, please contact Andrew Finlayson, Chief, State Agency Audits Bureau,
at {916) 324-6310. ‘

Singerely, /
A
JE

. BROWNFIELD, CPA
Chief, Division of Audits

JVB/mh
Attachment
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Audit Report

Summary The Cajifornia Depariment of Edu_cation'(CDE), folloy\ring its Limited
Scope Review (LSR) requested an audit of the Child Development
Program {CDP) and the Nutrition Services Program (NSP) of Golden
Day Schools, Inc. (GDSI). GDSI reporied in its financial statements
approximately $17.1 million in charges for the CDP and NSP programs.
GDSI is a not-for-profit child care entity administered by Clark E.
Parker, Ph.D., Director, Mr. Parker is also the president of GDSI’s
governing board. Approximately 540 -children were enrolled in GDSI
during the audit period. GDSI reports that its activities are overseen by
the board, and that Dr. Parker and his wife, Jeanette Parker, Ph.D., are
two of five members, or 40% of the board.

The audit was performed by the State Controller’s Office (SCO) on
betialf of the CDE. The authority to conduct this andit is given by:

o Interagency agreement number CN 120338, dated January 14, 2013,
between the SCO and CDE, which provides that the SCO will
perform an audit of GDSI's CDP and NSP for fiscal year
(FY) 2008-09 through FY 2011-12,

*» ‘Government Code Section 12410, which states, “The State
Controller shall superintend the fiscal concerns of the state, The
Coniroller shall audit all claims against the state, and may audit the
disbursement of any state money, for correctness, legality, and for
sufficient provisions of law for payment.”

Our audit objectives were to determine whether:

* GDSI’s internal controls over pupil enrollment (eligibility,
enrollment, and attendance) and financial operations were adequate
and whether any claims. made against the State were proper and
adequately supporied.

* Program activities and claims for GDSI's CDP and NSP costs were
in compliance with applicable requirements, laws, and regulations,
specificalty Title 5, California Code of Regulations, Division 1,
Chapter 19 and Chapter 15; and United States Department of
Agriculture federal cost principles.

Our audit found the following:

s GDSI overstated a total of 47,492 attendance days for FY 2008-09,
FY 2009-10, and FY 2010-11. GDSI did not participate in the CDP
for FY 2011-12. The ineligible days were due to GDSI impropetly
determining enroliment eligibility for the CDP. For the entire audit
period, GDSI had 1,587 pupils enrolled in the CDP. In all, GDSI
reporied 689,490 days of attendance for the audit period, an average
of almost 230,000 days annually. Approximately 7% of these
reported attendances were deemed ineligible.
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¢  GDSI lacks adequate internal controls over financial operations. In
addition, because of poor recordkeeping and questions surrounding
related-party transactions, we were unable to determine whether the
expenditures were in compliance with the requirements, laws, and
regulations. During the andit, GDSI fajled to provide auditors with
documented accounting policies and procedures; in fact, these were
only made available after the presentation of our findings at the exit
conference. The outsourced accountant, Miller Accountancy, was
unaware of and had no such documents available during our on-site
visit. All business decisions primarily are made by the director.

We determined that $16,166,739 of $17,173,941, or approximately
94% of the reported costs, were questionable as they were
unsupported, unallowable, or excessive as follows: ‘

1. Salaries — The entire $5,415,417 rteported in the financial
statements was unsubstantiated due to a lack of the related
entities’ accounting records and- source decuments.

2. Benefits — The entire $2,885,672 in employee benefits was
unsubstantiated due to unsupperted laber costs. Furthermore, we
could not determine whether the recorded $1,770,220 in pension
confributions was atiributable to the salaries reported. GDSI
lacked accounting records and source documents to. substantiate
pension charges.

3. Triple-net {rent, property tax, and maintenance) lease expenses —
The entire $3,747,459 in rent-related charges was unsupported
due to a lack of source documents, specifically, an independent
fair market rental estimate, to substantiate the annual rental
charges. Furthermore, a triple-net lease agreement, in which
GDSI agreed to pay rent, property taxes, and maintenance costs
relating to buildings was in effect, but no related-party
accounting records and source documents were available.
Therefore, we could not substantiate whether the reported rent
and triple-net lease charges were for GDSI only. Our audit also
determined that the agreement represenis an operating lease
arrangement, when in fact, -a capital lease arrangement exists.
The entire rental charges are unallowable as a result, as the only
form of reimbursement would have been for depreciation
expenses. However, the facilities have aiready been fully
depreciated for more than a decade.

4. Imsurance, utilities, and housekeeping — The entire $859,219 in
reported expenses was unsubstantiated due to lack of related
entities’ accounting records and source documents to
substantiate GDSl-related costs.

5, Auto allowance ~$36,000 in auto expenses was unsubstantiated.
GDSI’s accounting records revealed a $1,000 monthly recurring
auto allowance charge. Flowever, no source documents were
provided to substantiate these charges.

6. Imstructional supplies - $18,344 in expenses recorded for FY
2009-10 was for unknown previous fiscal years.

2.
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7. Legal fees — $25,000 in legal foes was deemed unallowable.
These reported légal fees were for unallowable legal defense
activities. The legal fees were incurred to defend the position
that the CDP fund advances were expended on allowable and
reimbursable activities.

8. Interest expenses — GDSI reported $247,262 in interest expenses
for interest on a long-term note. Our audit found that the entire
recorded interest expenses are not reimbursable, and therefore,
are unallowable program expenses. The interest expenses were
with a related party, specifically, the director and president of
GDSI’s governing board. The outside auditor’s Notes to the
Financial Statements. explain that the interest charges are the
result of accumulation of debt, approximately $905,000, to the
director. The Notes farther explain that the accumulated debt is
due to the need for working capital for daily operations in prior
periods. In addition, n 2011, $37,178 in interest charges were
recorded due to delayed state funding; however, no records were
provided to substantiate that the CDE approved the delayed
funding interest charges. We found that the interest expenses
were due to significant internal control deficiencies. As
mentioned in the findings, many of these guestionable costs were
excessive, unreasonable, or unallowable. Jt appears that the
deficiency in working capital arose due to expenses that
pertained to related entities.

9. Nutrition program — While the number of reported meals was
supported by meal counts, the cost of reported meals was
unsubstantiated, as GDSI failed to provide related-party records
for $1,789,326. We further determined that had the meal charges
beeri substantiated, GDSI might have received approximately
$0.5 miilion in excess of incurred costs.

10. Administrative salaries and wages — Despite our requests during
the audit, GDSI failed to provide duty statements for the
director’s activities for GDSI er its related entities. It was only
after discussion of this finding at the exit conference that the
director provided a written document delineating his GDSI
activities. The document states that the director spent
approximately 73 hours per week working on GDSI activities
during the audit period. This required a daily work schedule of
approximately 10.5 hours for GDSI businesses, including non-
business days (i.e., weekends). Though the director explained his
roles and daily tasks for GDSI operations, we were unabie to
determine how the director conducted his many related business
operations. Therefore, we could not determine. whether his duties
for GD'SI and related entities were performed at the same time,
and if so, whether his compensation was equitably charged
against all related entities, or whether the costs of the executive
salaries for related entities that were absorbed by GDSI were
eventually charged against public funds. As such, all $1,143,040
in reported director’s administrative salaries was deemed
unaliowable.
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Backeround GDSI, established in 1968, provides child care and develop_m‘e,:%t services
& for needy families within the City of Los Angeles and vicinity. GDSI
operates as a not-for-profit corporation. Clark Parker, Ph.D., functions as

the following for GDSL

» Founder/owner’
o President of the governing board

» Director

GDSI’s governing board exists to make decisions for GDSI. The director
and his wife, Jeanette Parker, Ph.D., are two of five members, or 40% of
the board. In addition, the director and his family members own several
businesses that often engage in business activities with GDSL

GDSI operates seven child development centers (schools) situated m four
locafions: 2255 West Adams Blvd., 6422 Crenshaw Blvd., 4470
Crenshaw Blvd., 4476, 4478, and 4480 Crenshaw Bivd., 4500 ‘Crenshaw
Blvd., 4508 Crenshaw Blvd., and 4514 Crenshaw Blvd., within Los
Angeles and vicinity cities. These locations are jointly occupied by a
related charter school program. The charter school, Today’s Fresh Start
Charter School, Inc. (TFSI), also was established as a not-for-profit
corporation. Dr. Jeanette Parker is the president of TFSI and
superintendent of TFSI Schools. During fiscal year (FY) 2008-09, FY
2009-10, and FY 2010-11, approximately 540 students attended GDSI
schools annually, and approximately 1,100 students were enrolled in the
charter school program. In addition, these addresses are common to
many of the related Parker entities, such as Spectrum Surveillance
Systemns, Pacific Books & Supplies, and Natural Solutions.

The school sites are structured similar to traditional California
elementary schools, with child development centers and classrooms for
kindergarten through eighth-grade students. A building with multiple
classrooms or several buildings with multiple classrooms are situated at
each of the above-mentioned locations. The fixed assets, buildings,
equipment, and furniture are owned by the Parkers, and the facilities are
leased to GDSIL. GDSI reports that it-subleases the classrooms to TFSL. In
addition, the businesses that share the same compounds engage in related
business- transactions, such as sales to GDSI for cleaning, instractional
materials, and facility lease-back charges.

California The CDE conducted an LSR for the CDP for FY 2006-07 and FY
2007-08. The CDE found that GDSI lacked procedures to ensure that
Departr.nent Qf: . eligibility and attendance were properly documented and accurately
Education’s Limited reported to the CDE. As a result, the LSR. found that 23,674 days of
Scope Review attendance for 250 of the 1,232 children were not properly certified for
program services. The LSR found that the family data files did not
contain a parent’s or GDSI representative’s signature on the applications
for service, and some family files did not contain supporfing
documentation that eligibility was properly recertified each year.

! Golden Day Schools, Iné. v California Department of Education (CCTR 6150
and CCTR 7150).

-4-
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In addition, the CDE determined that GDSI lacked sufficient controls
over its fiscal operations to ensure compliance with the CDP laws,
regulations, and requirements. The CDE found that GDSI inappropriately

* charged approximately $2.5 million for program expenses that primarily
were due to unsupported payroll costs, unallowable related party costs,
and excessive administrator compensation.

GDSI disagreed with the CDE and appealed the LSR results to the Office
of Administrative Hearings. The matter was heard by Honorable
Rebecca M. Westmore, Administrative Law Judge (ALIT). The AL
agreed with the CDE that GDSI lacked sufficient internal controls over
its fiscal operations. In addition, the ALJ agreed with the CDE’s
observations on unsupported and excessive payroll and related party
expenses. The attached findings and recommendations, as applicable,
include the CDE’s observations and the ALJ"s decisions.

Objectives, Scope, As a practice, when the CDE’s LSR, which is essentially a program
\ evaluation, reveals deficiencies, the CDE has the responsibility to
and Methodology conduct follow-up audits. Therefore, the CDE requested the SCO to
conduct an audit of GDSI to include the CDP and NSP programs for FY

2008-09, FY 2009-10, FY 2010-11, and FY 2011-12.

GDSI received the following reimbursement for the CDP and NSP

Programs:
Programs
Child Child and School
Development Adult Care Nutrition

Fiscal Year Program ' Food Program Program Total
2008-09 $ 4628469 § 3356132 § 20L137 $ 5,165,738
2009-10 4,525,259 304,930 213,816 5,044,005
2010-11 4,331,358 386,212 189,649 4,907,219
2011-12 — 370,215 288,981 659,196
Total $ 13,485,086 § 1,397489 % 893,583 § 15,776,158

! The CDE suspended GDSI’s CDP effective June 30, 2011.

The purpose of our audit was to determine whether:

¢ GDSI's interpal comtrols over pupil enroliment (eligibility,
enroliment, and attendance) and financial operations were adequate
and whether any claims made against the State were proper and
adequately supported.

e Program activities and claims for GDSI’s CDP and NSP costs were
in compliance with applicable requirements, laws, and regulations,
specifically Californiia Code of Regulations (CCR) Title 5, Division
1, Chapter 19; CCR Title 5, Division 1, Chapter 15; and USDA
federal cost principles.

-5-
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We conducted this performance audit in accordance with generally
accepted povernment auditing standards. Those standards require that we
plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions hased on our
audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit
objectives.

We limited our review of the GDSI’s internal controls to gaining an
understanding of the transaction flow and claim preparation process as
necessary to develop appropriate auditing procedures.

Conclusion GDSI recorded and claimed approximately $17.1 million in costs for the
CDP and NSP programs. The CDE reimbursed approximately $15.8
million of these claimed costs, The purpose of our audit was to determine
whether (1) GDSI’s internal controls over pupil enroliment (eligibility,
enrollment, and attendance) and financial operations were adequate and
that any claims made against the State were proper and adequately
supported; and (2) claimed costs were in compliance with applicable
requirements, laws, and regulations, specifically Title 5, California Code
of Regulations, Division 1, Chapter 19 and Chapter 15; and USDA
federal cost principles.

Our audit determined the following;

o GDSI overstated a total of 47,492 attendance days for FY 2008-09,
FY 2009-10, and FY 2010-11. GDSI did not participate in the CDP
for FY 2011-12. The ineligible days. were due to GDSI improperly
determining enrollment eligibility for the CDP. For the entire audit
period, GDSE had 1,587 pupils enirolled in the CDP. In ali, GDSI
reported 689,490 days of attendance for the audit period, an average
of almost 230,000 days annually: Approximately 7% of these
reported attendances were deemed ineligible.

e GDSI lacks important internal control safeguards over financial
operations. The director-and his wife are two of five governing board
members of GDSI Although GDSI hired an owtside accounting
service provider, the .director had complete control of preparing
GDSI’s general ledger. The director limited the outside accountant’s
responsibilities to recording monthly transactions and printing
electronic payroll and vendor checks. We also observed that many of
the business decisions involve the related entity, TFSI. TFSI jointly
operates its charter scheol program at the GDSI facilities. These
facilities are owned by the director and his wife and, since inception,
GDSI has been the lessee; however, many of the facilities are
subleased to TFSIL Qur audit determined that GDSI and TEFSI have
many common and shared personnel and operations costs, such as
labor, services, supplies, and facilities,. We requested, but GDSI
failed to provide all accounting records including those of the related
entities to validate GDSI’s recorded and claimed costs. In fact,
during our audit, for every document request, the director would not
show us file rocms, nor would he make -available all of the
accounting records. and source documents, Upon our request, the

-6-
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director would review and edit. information, stating, that an audit of
“recorded information” may not provide a logical audit trail. We
were not shown any of this “recerded information.”

As a result, we defermined that $16,166,739 of $17,173,941, or
approximately 94% of the reported costs, aré unallowable as they were
either unsupported, unallowabie, or excessive.

Views of We issued a draft report on June 20, 2014, The director responded via
s letter dated September 8, 2014, disagreeing with the audit results. The
Resp(.)nSlble director conterf)ds that this was not a per%ormance audit. Instead, the
Official director argues that the SCO performed a financial and compliance audit
and that such an audit is improper, as GDSI has previously submitted
said audit to the CDE. Furthermore, GDSI contends that the audit results
are flawed because the audit is biased and provides no evidence that
recorded and charged operating expenses are unreasonable and
unnecessary: GDSI requests that the CDE reject the SCO’s findings and

recommendations.

SCO’s Comment
The findings and recommendations remain unchanged,

The SCO did not conduct a financial and compliance audit, the objective
of which is to render an opinion on GDSI’s financial position. Instead,
the SCO conducted a performance audit, the objective of which is to
provide findings or conclusions based on an evaluation of sufficient,
appropriate evidence weighed, against criteria. Accordingly, the objective
of our audit was to provide objective analysis to assist those charged with
governance and oversight, specifically the CDE, in using the information
to improve program performance and operations, reduce costs, facilitate
decision making by parties with responsibilities to oversee or initiate
corrective action, and contribute to public accountability.

GDS] provided a detajled narrative, but no evidence, such as accounting
records and supporting documents, to substantiate the actual operating
expenses. for the CDP and NSP. GDS], a related charter school, and
several other related businesses appear 1o have shared operating
expenses, such as payroll, payroll-related benefits, and facility costs,
GDSI refused to provide all accountinig records and source documents,
and thus, the SCO is unable to determine if the recorded and claimed
CDP and NSP expenses are acinal costs and whether these charges are
reasonable and necessary.

Had GDSI submitted these records, our audit would have evalnated these
documents against the applicable criteria to determine if recorded
operating expenses are substantiated.

The Summary section of this report has been updated to include the
SCO’s audit anthority.
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Restricted Use

This report is sclely for the information and use of the California
Department of Education, the Golden Day Schools, Inc., and the SCO; it
is niot intended to be and should not be used by anyone other than these
specified parties. This restriction is not intended to limit distribution of
this report, which is a matter of public record.

/

FFREY V. BROWNEIELD, CPA
Chief, Division of Audits

February 18, 2015

-8-
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Programs and Revenues
For Fiscal Years 2008-09, 2009-10, 2010-11, and 2011-12

GDSL, since being established in 1968, has provided private and state-funded child development
programs for disadvantaged children. The program prepares these disadvantaged children for kindergarten
thfough eighth grade for the public school system.

GDST operates seven child development centers situated in four locations within the Los Angeles and
vicinity cities:

1. 2255 West Adams Blvd, 6422 Crenshaw Blvd

2. 4470 Crenshaw Blvd

3. 4476, 4478, arid 4480 Crenshaw Blvd

4. 4500 Crenshaw Blvd, 4508 Crenshaw Blvd, and 4514 Crenshaw Blvd

For the audit petiod, GDSI reported the following enrollment:

School Year Errollment *
2008-09 949
2009-10 821
2010-1t 952
2011-12 —

Average Enroliment 907

! Approximately 540 children attended the CDP on a daily basis.

All of the children are enrolled under the subsidized child care program. Children either attend full-day or
partial school days. Approximately 92% of the program revepues were from state apportionments, and
private/parent fees provided the remainder of the program revenues as follows:

Percentage of state

‘Fiscal State apportionment to
Year Parent fees Apportionments Others Total total revenue
2008-09 § 114,160 $ 4,528,980 § 369,724 § 5,012,864 90.35%
2009-10 90,893 4,521,211 237,311 4,849,415 93.23%
2010-11 93,680 4,674,410 299,096 5,067,195 92.25%
Total $ 298742 § 13,724,601 § 906,131 § 14,929474 91.94%
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‘Claims Process
Child Development and Nutrition Services Program
For Fiscal Years 2008-09, 2009-10, 2010-11, and 2011-12

Effective July 1, 2011, GDSI does not participate in the State’s Child Development Program (CDP). Prior
to July 1, 2011, on a quarterly basis, GDSI submitted claims for costs incurred for the CDP.

Quarterly reports included Form DCFS 8501, Attendance and Fiscal Report For California State
Preschool Programs; and Form CDFS 9529, Fiscal Report For Child Development Support Contracts.
The California Department of Education (CDE) processed the attendance and fiscal data and determined
the reimbursements due to the provider. The reimbursement base, also referred to as “reimbursement
Limit” was the least of the following:

1. The maximuin reimbursable amount as stated in the annual child development contract
2. The actual and allowable net costs

3. Contract service earnings — The adjusted child-days/hours of enrollment for certified children, times
the contract rate per child-day/hour of enrollment, times the actual percentage of attendance plus five
percent (5%), but in no case to exceed one hundred percent (100%) of enrollment

On an annual basis, GDSI submitted forms 8501 and 9529 to adjust for any overages or understated
attendance and costs. The CDE determined the over- or underpayments and tock action to resolve these
differences.

Annual claimed expenses and reimbursement limits were as follows:

Claimed CDP Reimbursement
Fiscal Year Costs Limit Reimbursement Bases
2008-09 $ 5,054,512 g 4,628,469 Maximum Reimbursable Amount
2009-10 4,885,101 4,525,239 Maximum Reimbursable Amount
2010-11 5,117,467 4,331,358 CDFS 9500 not finalized .
Total $ 15,057,080 $ 13,485,086

For the Nutritional Services Program, each meal (breakfast, lunch, supplement, PM Snacks, and Other)
was subsidized at preset and approved rates from the CDE. Each ‘month, the provider elecironically
submitted meal counts tc the CDE. Based on the preset rates, the CDE reimbursed the provider for the
quantity of each meal type served.

-10-
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Schedule 1—
Summary of Recorded, Allowable, and Unallowable
Child Development and Nutrition Service Program Costs
July 1, 2008, through June 30, 2012

. FY 2008-09 FY 2009-10 FY 201011 . _FY201i-12 Tatal .

Cost Desciiption Recorded  Allowable Unallowable Recorded  Allowable Unallowable  Recorded  Allowable Unallowsble Recorded Allowable Unallowable  Recorded  Allowable  Unallowable Reference
Child Developinent

Program’(CDP):
Certificated and classified

salariés 3 1,914,550 $ — § 1.914,550 § 1640241 § — § 1,640,241 § 1,860,626 $ — § 1,860,626 $ 5415417 % — § 5415417 Finding3
Eimployes benefits 926,083 — 926083 968,315 — o583l 991274 —  8oaM 2,885,672 —~ 2,885,672 Tinding4
Triple-net lease 1,137,036 e 1,137,036 1,466,944 — 1,466,944 1,143,479 — 1,143,479 3,747,459 — 3,747,459 Finding 6
Insurance, wtilities and

housekeeping, other 234,412 — 234412 323,966 — 323,966 300,841 — 300,841 859,219 — §59,21% Finding 7
Instructional supplies 23,025 23,025 - 56,513 38,169 18,344 15,069 15,069 — 94,607 76,263 18,344 Finding 10
Othér supplies znd éxpenses 54,152 54,152 — 34,992 34,992 — 38,528 38,528 — 127,672 122,672 —
Transportation ’ — e — — — — 1,597 1,597 — 1,597 1,597 —
Student transportation 79,976 79,976 — 53,965 53,965 —_ 57,473 57473 — 191414 191,414 nn
Travel 7,177 17 - 1.720 1,720 — 2,500 2,500 — 11,397 11,397 —
Subtotal 4376411 164,330 4,212,081 4,546,656 128,846 4,417,810 4,411,387 115167 _ 4,296,220 13,334,454 408,343 12,926,111
Administrative support

services cosfs .
Administrative salaries 362,152 — 362,152 374,826 e 374,826 406,062 — 406,062 1,143,040 — 1,143,040 Finding 5
Deprectation and use

allowance 49,723 37,723 12,600 49,723 31723 12,000 50,232 38232 12,600 149,678 113,678 36,000 Finding8
Audit, accounting, and legal .

fees 85,934 85,934 e 110,335 110,335 — 169912 144,912 25,000 366,181 341,181 25,000 Finding 9
Interest 84,028 - 84,028 63,028 —_ 63,028 100,206 — 100,206 247,262 _— 247,262 Finding 11
Other 48,000 48,000 - 48,000 48,000 — 48,000 48000 — 144,000 144,000 —
Subtotal 629,837 171,657 458,180 645912 196,058 449,854 THAL2 231,144 543,268 2,058,161 598,859 1,451,302
Total CDP Cost 5,006,248 335987 4,670,261 5,192,568 324904 4,867,664 5,183,799 346,511 4,830,488 15,384,615 1,007,202 14,377,413
Nulrition Services Program

(NSP)
Food service persontel 54,342 — 94,342 94,200 —_ 94,200 93,318 — 93318 85,504 — 85,594 367,454 —_ 367,454
Fond and food services -

{materials) 380,946 — 380,946 386,809 — 386,809 367473 — 367473 286,644 e 286,644 1,421,872 — 1,421,872
Total NSP Casts 475,288 —_— 475,288 481,009 . 485009 460,791 — 460,791 372,238 - 372,238 1,789,326 - 1,789,326 Finding 12
Total CDP and NSP Costs”  § 5,481,536 § 335987 § 5,145,54% § 5,673,577 § 324904 § 5348673 § 5646300 § 346311 § 5300279 § 372238 % — § 372238 .§ 17,173,941 § 1,007,202 § 16,166,739

-1q-
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Schedule 2—
Summary of Reported, Ineligible, and
Eligible Child Development Enrollment Days
July 1, 2008, through June 30, 2012

Fiscal Year Reported Days Ineligible Days’ Eligible Days
2008-09 236,237 31,670 204,567
2009-10 211,862 8,949 202,913
2010-11 241,391 6,872 234,519

Total 689,490 47,492 ° 641,999

! See Finding 2 of the. Findings and Recommendation Section.
? Difference due to rounding,

2.
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Findings and Recommendations

FINDING 1— GDSI engaged in various related-party transactions with the director, and
his wife, as well as several other related entities: TFSI, Natural Solutions,
Spectrum Surveillance Systems, and Pacific Books & Supplies. The
GDSI’s General Ledger Detail revealed related-party transactions such as
salaries, fringe benefits, a triple-net lease, and others (Findings 3 through
12) amongst these entities. The director’s wife is the administrator of
TFSI. Spectrum Surveillance Systems is owned and operated by the
director. Natural Solutions is owned and operated by the director’s som;
and Pacific Books & Supplies is a function of TFSi Spectrum
Surveillance Systems, TFSL Pacific Books & Supplies, and Natural
Solutions have addresses common to GDSL

Lack of internal
controls over related
party trapsactions

We observed that GDST lacked internal controls over financial operations
for ‘the entire audit period. The director attests to the presence of a
governing board, independent of daily operations, that helps create
policies for GDSI. However, there is significant doubt as to whether a
governing board actually existed. GDSI lacked written accounting
policies and procedures for financial accounting bookkeeping purposes
for the audit period. Furthermore, GDSI lacked an adequate
recordkeeping system, maintaining accounting records and source
documents to substantiate costs reperted in the financial statements.
GDS! lacked accounting records and source documents substantiating
that costs were incurred sclely for GDSI purposes. GDSI also lacked
supporting documentation for related-party transactions, demonstrating
that they were arms-length transactions at fair value. The director refused
to provide related-party accounting records for TFSI, Pacific Books &
Supplies, Natural Selutions, and Spectrum Surveillance Systems.

During fieldwork, we requested board minutes to establish the existence
of a governing board making decisions on behalf of GDS], independent
of the director. However, GDSI failed to- provide minutes until after the
presentation of our findings at the exit conference. Due to the lateness of
GDSI’s response, we are uncertain as to whether these board minutes
were maintained during the audit period. The board minutes provided to
us by the director did not include a roll call of board members attending
the meetings. The minutes were signed by Maria Iniquez, who -was
designated as the secretary of the board. However, Ms. Iniquez was not
listed as a board secretary, nor was she declared a board member te the
Internal Revenue Service (IRS). Nonetheless, we reviewed these board
minutes and determined that all key financial duties and responsibilities
were vested solely with the director.

Thus, we question the purpose and presence of the governing board, as
all business decisions were made by the director. We also question the
validity of the board members. During the audit, we had requested the
director to provide a list of board members, to which the director
responded that such -a document was not readily available, and that he

13-
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did not recall the names of board members active during the audit period.
Subsequently, the director did provide a list of board members. We noted
that a few members were not consistent with the IRS declaration. We
identified the following individuals as being listed/declared as board

members:
Fiscal Year

Member 2008-09 2009-10 2010-11 2011-12
Clark E; Parker X X X X.
Erbie Phillips * x x X X
Glen Sterling X X X X
George Rogers X X X .4
Charles Stone X X X
Jeanette Parker > X X X X

' Not declared as a board member to the IRS (Form 990, Reiwrn of
Organization Exémpt From Income Tax)

2 Not included as a board member by the director

Also, during the fieldwork, the director failed to provide written
accounting policies and procedures. These were only made available
after the presentation of our findings at the exit conference. We are
uncertain if these documents were in existence during the audit period,
as the outsourced accountant, Miller Accountancy, was unaware of and
had no such dociuments available during our onsite visit.

The key financial responsibilities were:

s Accounting records and source documents for GDSI and related
parties

s (General ledger
»  Audited financial statements

s (Claims to the CDE

Consistent with our observation, the CDE, in their LSR, have also
determined that GDSI “did not have adequate policies and procedures in
place to ensure that expendifures claimed for reimbursement were
properly supported, reasonable, and necessary to the operation of the
child development program.” The CDE determined that GDSI's
oversight of their fiscal operations lacks checks and balances in place to
ensure that the director’s management of fiscal operations.is adequate or
in compliance with program requirements. In fact, the ALY asked GDSI
to separate the key financial duties and responsibilities from the director
in order to maintain effective internal controls and oversight over iis
fiscal operations.

GDSI’s external auditor, Steven A. Flores, Certified Public Accountant

(CPA), had also observed that all business matters were decided by the
director of GDSL

44
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Golden-Dav Schools, Inc.

This continued significant internal control weakness has become the
primary cause for possible misuse of public funds charged for these
several related party activities;

¢ GDSI lacked prudent procurement practices to ensure fair values of
related party transactions. The GDSI facilities are owned by Dr. and
Mrs. Parker'. Annually, GDSI pays the Parkers approximately $1
million in rent. The rent was a related pariy transaction, as Dr. and
Mrs. Parker were related parties of GDSL As such, GDSI was
required to obtain fair market rental estimates from an independent
licensed appraiser to substantiate rent. Flowever, GDSI refused to
provide such estimates. As a result, we could net determine the
validity of rental expenses claimed and paid by the public funds.

The director draws an annual salary of approximately $350,000 that
he claims has been approved by the goveming board. The director
drew $1,143,040 in total salaries for the audit period. While the
director has many GDSI responsibilities, we found that he has many
related-entity responsibilities ‘as well. The director is the Chief
Executive Officer of Spectrum Surveillance Systems, a 10-19
employee erganization with at least $2.5 million in annual revenue;
and owner of View Park Development Corporation, a 50-employee
organization with at least $50 million in annual revenue. The director
has developed hundreds of commercial and residential properties
thronghout Southern California. He is a Licensed General
Contractor, Real Estate Developer, and California Licensed Real
Estate Broker. In addition, the director is a TFSI board member.
During our andit, the director did not provide any documents, such as
a duty statement, to substantiate his daily GDSI activities until after
the presentation of cur findings at the exit conference: In fact, it was
only after the discussion of the audit results that the director provided
a written description of his daily GDSI tasks. The director asserts
that he spent in excess of 73 hours weekly, more than 10 hours daily,
for GDSI operations Though the director explained his roles and
daily tasks for GDSI operations, we were unable to determine how
the director conducted his reldated business operations. As such, we
could not determine. whether his duties for GDSI and related entities
were performed at the same time, and if so, whether his
compensation was equitably charged against all related entities, or
whether the costs of the executive salaries for related entities that
were absorbed by (GGDSI were eventually charged against public
funds.

s We also observed several transactions for instructional materials and
cleaning supplies with Pacific Books & Supplies and Natural
Solutions. However, as was also observed by the CDE during its
LSR, there is a lack of procurement policies that would substantiate
that these related-party transactions charged against public funds
were indeed at fair values.

! Golden Day Schools, Inc. v California Department of Education (CCTR 6150
and CCTR.7150).

-15-
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e GDSI reported $247,262 in unallowable interest expenses. The
CPA’s notes to the financial statements explain the interest charges
as an accumulation of debt, approximately $905,000, owed to the
director. The CPA explained that the debt is necessary to provide
working capital (cash) for daily operations in prior pericds. We
found that the $905,000 note accumulated $0.5 million in finance
charges that are due to the unsupported, excessive, unreasonable, and
allowable costs questioned in the findings, including more than $1.0
million in annual rent charges due the director and Jeanette: Parker,
board secretary. Had it not been for these costs, borrowed working
capital would'not have been necessary.

Although GDSI hired an outside accountant, the director had complete
control of preparing GDSI’s géneral ledger, according to our interview
with the accountant. The director limited the outside accountant’s
responsibilities to recording monthly transactions and printing electronic
payroll and vendor checks. The accountant did not have any fiscal
authority to make financial accounting decisions. Furthermare, the
outside accountant was not allowed by the director to have access to
GDSI source documentation.

After the presentation of our findings to the director af the exit
conference, we were provided an engagement letter explaining the-
accountant’s duties and responsibilities. The letter provided no evidence
that the accountant had any fiscal authority, as the accountant agreed
only to process data for accounting purposes. In addition, the letter
explained that the accountant was privy only to “information extracted
from original source documents,” not to the actual source documents
themselves.

GDSI’s CPA -also did not have access to source documents for audit
documentation. Our audit findings denote a similar lack of accounting
records and source documents to substantiate a recorded transaction. In
fact, during our audit, for every document request, the director would not
show us file rooms, nor would he make available. all of the accounting
records and source documents. Upen our request, the director would
review and edit information, stating that an audit of “recorded
information” may not provide a logical audit trail. We were not shown
any of this “recorded information.”

The director had complete control of preparing and submitting cost
claims to the CDE for the CDP and NSP. The director created these
claims on behalf of GDSL, based on overall total costs reported in the

. audited financial statements and general ledger. Neither the CPA nor the
outsourced accountant was involved with the preparation and submission
of cost claims to CDE for CDP and NSP.

The director significantly limited the availability of accounting records
and source documents to the CPA for the required annual financial
staternent audits for fiscal years 2008-09 through 2011-12. In our review
of the CPA’s audit file, we observed mo copies of GDSI source

-16-
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documents in the audit files. When inquired, Mr. Flores explained that
the director would not allow copies to be made of source documentation.
GDSI has miaintained the same CPA for the past several years for its
annual audit. Per the director, a separate accountant and CPA -exist for
TFSL. We found that the GDSI’s CPA has limited his audit efforts for
GDSI to only those specific assertions made by the director, and as such,
no.independént test procedures and cenclusions have been rendered for
exchange of assets with TFSI.

Our audit revealed shared facilities, operations, and personnel costs: The
CPA relied on cost allocation plans and cost estimates generated by the
director, but performed no test procedures to determine whether the
related-party activitiess were indeed reasonable, allowable, and
chargeable against the CDP and NSP programs.

Prudent business practices suggest that entities establish a system of
internal conirols to help meet its goals. As such, practical conicerns for
establishing internal controls include the ability to:

» have accurate information to carryout businiess operaticns;
s safeguard assets and records;

e promote. operational efficiency by preventing unnecessary
duplication of effort and waste in all aspects of business operations;
and

s ensure compliance with prescribed policies.

California State Preschool Programs (CSPP) Funding Terms and
Conditions (FT&C), Section I, Q. Conflicts of Interest, states in part,

For any transaction to which the contractor is a party and the other
party is: (1) ‘An officer or employee of the contractor or of an
organization having financial interest in the contractor; or (2) A partner
or controlling stockholder or an organization having a financial interest
in the contractor; or (3) A family member of a person having a financial
interest in the contractor, the transaction(s) shall be fair and reasonable:
and conducted at arm’s length. Based on corporate law (Corporations
Code sections 310, 5233-5234, 7233 and 9243 as applicable) the
general rules that would be followed to ensure that transactions are
conducted “at arm’s length” include: (1) Prior to consummating the
transaction, the governing body should authorize or appiove the
transaction in good faith and the board should require the interested
party, or parties, to make full disclosure to the board both in writing
and during the board meeting where the transaction is being discussed;
and (2) All parties having a financial interest in the fransaction should
reftain from voting on the transaction and it should be so noted in the
board minutes. ..

As the director has disregarded these best practices, GDSI’s assets and

records have lacked necessary safegnards, causing ‘possible
mismanagement of public funds.

A17-
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Recommendation

Although GDSI no longer participates in the CDP, it continues to
participate in the NSP program. Therefore, we recommend that the CDE
require GDSI to establish policies, procedures, and internal control
standards. Doing so would ensure that the NSP funds are claimed only
for reasonable, allowable, and allocable costs.

GDST’s Response

GDSI provided a detailed explanation, disagreeing with the finding. For
the. complete text, see GDSI’s response (attached). GDSI contends the
following:

+ The audit staff was: biased

» Procurement practices were in place to ensure that related-party
transactions were properly valued

» TFSI, Spectrum Surveillance Systems, Pacific Books & Supplies,
and Natural Solutions were not related parties of GDSI

» GDSI provided accounting policies, procedures, records; ard source
documents during fieldwork '

s  (GDSI provided actual source documents to the outside accountant

e GDSI has a governinig board, independent of operations, that
segregates key financial duties from the director

SCO’s Comment
The finding remains unchanged.

For clarity, we have numbered GDSI’s responses to correspond to our
comments, as follows:

1.1  The audit did not state that GDSI’s lease transactions with the
director and his wife were improper. GDSI lacked and the director
refused to provide the required fair market rental estimates from an
independent licensed appraiser to substantiate the rent charges.

1.2 The -audit disclosed that Spectrum Surveillance Systems
(Spectrum), owned by the director, shared an address common to
GDSI. Though we did not examine accounts and ownership
records of Spectrum, various audit evidence, such as newspaper
articles and social media identified the director as the owner.

We neither examined nor did we take exceptions to any
transactions of Spectrum Electronics.

-18-
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1.3 The director states that GDSI has not conducted business with
Pacific Books for the past 6 years, ie. since 2008; however,
GDSI’s General Ledger revealed approximately $3,000 of
transactions between GDSI and Pacific Books during the audit
period. Our audit disclosed that Pacific Books was a function of
related entity TFSI. The director’s wife, Jeanette Parker, serves as:
(1) secretary of GDSI governing board, (2) administrator of TFS],
and (3) landlord of buildings leased to GDSI that are also
subleased to TFSIL.

1.4 Natural Solutions is a related entity; it is owred by the director’s
son, Clark Parker, Jr., who is also listed as an employee of GDSI
and related entity TFSL Natural Selutions has a business address
common to GDSIL. GDSI lacked established procurement practices
to substantiate that these related-party transactions were valued
faitly. GDSI did not provide accounting records and Ssource
documents to substantiate that the related-party transactions with
Natural Solutions were properly valued,

1.5 GDSI did not provide writien accounting policies and procedures
during the audit; these were only made available subsequent to the
exit conference with the director, which included the discussion of
the audit results. Distinct groups of audit staff were assigned this
engagement, as the examination was conducted in phases: (1)
student eligibility, (2) student attendance, and (3) expenditures.
The test. of expenditures required an evaluation of the related
accounting policies and procedures.

In August 2013, as we commenced examination of recorded
salaries, benefits, supplies, materials, and service transactions, we,
once again, requested copies of the accounting policies and
procedures. The direcior referred the audit team to its outsourced
accountant, Miller Accountancy, for all accounting policies,
records, and source documents. Miller Accountancy was unaware
of the existence of such policies and procedures, and provided
documents that were consistent- with the contractual agreement
with GDSI; “information extracted from original source
documents,” and not the actual source documents.

1.6  Steve Flores, CPA, informed us, during our review of his financial
and compliance audit documentation, that the director did not
make available copies of source documents for the CPA’s audit
work papers.

1.7 Please refer to comment 1.1. GDSI did not provide any policies,
procedures, or practices to ensure that the related-party
{ransactions were charged at arm’s length and fair value.

1.8  Our audit revealed that all business matters were decided by the
director. There is a lack of the necessary checks and balances to
assure that the claimed program expenses were properly supported,
reasonable, and necessary for the CDP operations.

10-
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Furthermore, the requirement for fair market rent assessment was
discussed with the diréctor during the course of the audit, at the
conclusion of the fieidwork, and during the exit conference. The
director was adamant and had advised that no such records will be
made available. The director understood that related recorded
expenses were questionable as a resull.

1.9. GDSI provided no new information to support the purpose and
presence of the GDSI Board. Board minutes were only made
available afier the exit conference. Furthermore, GDSI reported a
list of board members on Form 990 to the IRS for fiscal years
200809 through 2011-12 that was different from what GDSI
provided for the audit. Board minutes do not indicate that the board
properly segregated key financial duties from the director.
Furthermore, the minutes did not include a roll call of members.
As such, we could not determine which members, if any, attended
the board meetings.

1.10 The director is mistaken that the audit results are flawed due to
bias. In addition to the CDE’s request for an independent audit, it
is the SCO’s responsibility to be an independent protector of public
funds. We accomplish this through independent examinations of a
claimant’s accounts and records. The audit staff assigned to this
engagement performed a series of audit procedures pursuant to the
aforementioned standards independently and methodically. Audit
results were based on evaluation of sufficient evidence evaluated
against the applicable criteria.

1.11 Please see the SCO’s comments for Finding 5.

FINDING 2— Qur audit determnined that GDSI overstated a total of 47,492 attendance
. - days for FY 2008-09, FY 2009-10, and FY 2010-11. GDSI did not
Incligible attendance @ . i oate in the CDP for FY 2011-12. The incligible days were due 1o
GDSI improperly determining enrollment eligibility for the CDP. For the
entire audit period, GDSI had 1,587 pupils enrolled in the CDP. In all,
GDSI reported 689,490 days of attendance for the audit period, an
average of almost 230,000 days annually. Appsoximately 7% of these

reported attendances were deemed ineligible.

The CDP prepares disadvantaged children for the kindergarten through
eighth-grade public school system. This program is a federal- and state-
subsidized service for which eligibility is based primarily on income and
need. GDSI provides the necessary child development services on a fee-
for-service basis. Needy families receive child care service for free or at
reduced costs. For families eligible for free child development services,
state apportionments allowed GDSI approximately $33 per day to be
charged against program-related costs. All of the GDSI pupils were
enrolled under the subsidized child care program. Children either
attended full-day or partial school days. Approximately 92% of the
program revenues were from state apportionments, and private/parent
fees (share of costs) provided the remainder of resources for the program.

To claim the subsidized service fee, GDSI submitted to the CDE
quarterly reports (Form DCFS 8501, Attendance and Fiscal Report For
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California State Preschool Programs; and Ferm CDFS 9529, Fiscal
Report For Child Development Support Contracts). The CDE processed
the attendance and fiscal data and determined the reimbursements due
the provider. The reimbursement base, also referred to as
“reimbursement limit” was the least of the following:

1. The maximum reimbursable amount as stated in the annual child
development contract

2. The actual and allowable net costs

3. Contract service earnings — The adjusted child-days/hours of
enrollment for certified children, times the contract rate per child-
day/hour of enrollment, times the actual percentage of aftendance
plus five percent (5%), but in no case to exceed one hundred percent
{100%) of enroliment

GDSI was required to establish and maintain family data files pursuant to
California Code of Regulations (CCR), Title 5, section 18081. CCR
requires that the family data files contain completed and signed
application for services; docurentation. of incorme ¢ligibility and need in
accordance with Education Code Section 8263 (a)(1) and (a)(2). Each
family’s data file requires annual recertification for continued eligibility
and reassessment of share of costs.

Due to a large number of family data files, we created a statistical sample
plan with a sample size of 267 farnily data files. This sample size gave us
an estimated 3.4% margin of error at a 94% confidence level. Doing so
enabled us to conclude with high confidence that the sample estimate
was within 3.4% of the percent ineligible that would be obtained if all
1,587 family data files were examined.

For the sample family data files selected, we conducted tests procedures
to determine if:

¢ The family data file- contained eligibility documentation in
accordance with the applicable CCR section.

» The family income and employment was documented in accordance
with CCR §18096, §18086, and §18084; specifically, that:

o An income calculation worksheet was used to specify frequency
and amount of pay and all other income.

o The applicant provided pay stubs, tax returns, or contractor-
attested self-certification of income/employment.

o The applicant provided total income for all individuals counted
in the family size.

o The applicant had signed a release authorizing the contractor to
contact the employer (§ 18084(a)(1)}(B)).

¢ The family fee specified on the Notice of Action was correct.

e Both parents’ addresses were documented and, if not, supporting
documents explaining why.
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Of the sampled 267 family data files reviewed, 85 data files lacked the
required eligibility processes and documentation. These files contained
many of these rregularities as follows:

o 7 inStances of missing c¢alculation worksheets or errors on the
calculation worksheet.

» 3 instances of missing or incomplete income documentation.

» 65 mstances of lack of all income in the household. Sixty of the
exceptions taken in this area were due to being unable to verify
whether one or both parents were present in the household.

* 4 instances of missimg information release forms authorizing GDSI
to contact the applicant’s employer to verify' ihcome and
employment status.

» 10 instances of incorrect assessment of parent fees. Incorrect parent
fees resulted from calculation errors, changes in income, or incorrect
information used in the calculation, such as family size or payment
frequency.

s 65 instances of missing documentation verifying the absence or
presence of a parent who was claimed to not be part of the
household.

s 23 instances of children who were claimed for attendance outside of
the certification period,

As a result, we identified a total of 10,928 ineligible attendance days for
85 of the 267 sampled students. We extrapolated these resulis for the
entire pupil popalation for the audit period to determine that total number
of days in question for FY 2008-09, FY 2009-10, and FY 2010-11 as

foliows:
Fiscal Year
Fiscal Year 2008-09 2009-10 2010-11  Total
A Population 040 821 952
B Sample size 152 121 135
‘C Ineligible sample size 64 34 20
D Error Rate (C/B) 42.11% 28.10% 14.81%
E Ineligible days (per CDE form
9500) 6,819 2,168 1,941 10,928
F Standard deviation 79 43 46
G Average ineligible days (E/B) 44.86 17.92 14.38
H Margin of érror at 5%
confidence level 10,904 5,761 6,815 23.480-

—

Total ineligible days (A X G) 42572 14712 13,690 70,974
Total ineligible days, net of
Margin of error (1-H) 31,670 8,949 6,872 47,492

—_

Title 5, California Code of Regulations, section 18083 (5 CCR §18083)
states that application for service must contain the parent’s signature and
the date of the sighature and the signature of the contractor’s
representative certifying the eligibility.
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5 CCR §1808! states,

(a) Contractors shall establish and maintain a family data file for each
family receiving chiid care and developmerit services,

(b) The family data file shall comtain a completed and signed
application for services and the following records as applicable to
determine eligibility and need in-accordance with Education Code
section 8263(a)(1) and (a)(2):

(1) Documentation of income eligibility, including an income
caloulation worksheet;

(2) Documentation of employment;

(3) Documentation of seeking employment;

{4) Documentation of training;

(3) Documentation of parental incapacity;

{6) Documentation of child's exceptional needs;
(7) Documentation of homeiessness;

(8) Documentation of seeking permanent housing for .faﬁlily
stability;

(9) Written referral from a legally qualified professional from a
legal, medical, or social services agency, or emergency shelter
for children at risk of abuse, neglect, or exploitation.

(10)Written referral from a county welfare department, child
welfare services worker, certifying that the child is receiving
protective services and the family requires child care and
development services as part of the case plan.

(11)If the parent of the child was on cash assistance, the date the
parental cash aid was terminated.

(c) -A signed Child Care Data Collection Privacy Notice and Consent
Form CD 9600A (Rev. 01/04) shall be‘included.

(d) Notice of Action, Application for Services and/or Recipient of
Services shall be included.

5 CCR §18084 states,

(b) The contractor:

(1) Shall retain copies. of the documentation of total countable
income and adjusted monthly income in the family data file.

(2) When the parent is employed, shall, as applicable, verify the
parent's salary/wage; rate(s) of pay; potential for overtime, tips
or additional compensation; hours and days of work;
variability of hours and days of work; pay periods and
frequency of pay, start date for the employse. If the employer
refuses or is non-responsive in providing requested
information or a request for employer documentation would
adversely affect the parents employment, and if the
information provided pursuant to subdivision (a)(3) is
mconsistent with the contractor's knowledge or community
practice, shall request clarification in the self-certification of
mcome, additional income Information or a reasonable basis
for concluding that the employer exists.
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(3) When the parent is self-employed, shall obtain and make a
record of independent wverification regarding the cost for
services provided by the parent that may be obtained by
comacting clients, reviewing bank statements, or confirming
the information in the parent's advertisements or website.

If the income cannot be independently verified, the contractor
shall assess whether the reported income is reasonable or
consistent with the community practice for this employment.

(4) May request additional documentation fo verify total

" countable income to the extent that the information provided
by the parent or.the employer is insufficient to make a
reasonable assessment of income eligibility.

(5) To establish eligibility, shall, by signing the application for
services, certify to the contractor's reasonable belief that the
income documentation obtained and, if applicable, the self-
certification, support the réported income, are reliable and are
consistent with all other family -information and the
contractor’s knowledge, if applicable, of this type of
employment or employet.

5 CCR §18086 states,

{a) If the basis of need as stated on the application for services is
employment. of the parent, the documentation of the parent's
employment shall include the days and hours of employment.

(b) If the parent has an employer, the documentation of need based on
employment shall consist of one of the following:

{1) The pay stubs provided to determine income eligibility that
indicates the days and hours of employment;

(2) When the provided pay stibs do not indicate the days and
hours of employment, the contractor shall verify the days and
hours of employment by doing one of the following:

(A) Secure an independént written statement from the.
employer;

(B) Telephone the employer and maintain a record;

(C) If the provided pay stubs indicate the total hours of
employment per pay period and if the contractor is
satisfied that the pay stubs have been issued by the
employer, specify on the application for services the days
and hours of employment to correlate with the total hours
of employment and the parent's riced,;

(D) If the wvariability of the parent's employment is
unpredictable and precludes the contractor from verifying
specific days and hours of employment or work week
cycles, specify on the application for services that the
parent is authorized for a variable schedule for the actual
hours worked, identifying the maximum number of hours
of need based on the week with the greatest number of
hours within the preceding four weeks and the verification
pursuant to subdivisions (A), (B), or (C) above. Until such
time as- the employment pattern becomes predictable,
need for services shall be updated at least every four
months and shall be based on the requirements of
subdivision (b) and the child care services utilized;
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(E) If the employer refises or is non-responsive in providing
the requested information, record the contractor's attempts
to contact the employer; and specify and attest on the
application for services to the reasonableness of the days
and hours of employment based on the description of the
employment and community practice; or

(F} If the parent asserts in a declaration signed under penalty
of perjury that a request for employer documentation
would adversely affect the parent's employment, on the
application for services:

(i) Attest to the reasonableness of the parent's assertion;
and

(i) Specify and attest to the reasonableness of the days
and hours of employment based on the description of
the employment and community practice.

{3) When the employed parent does not have pay stubs or other record
of wages from the employer and has provided a self-certification of
income, as defined in"section 18078(0), the contractor shall assess
the reasonableness of the days and hours of employient, based on
the description of the employment and the documentation provided
pursuant to section -18084(a)(3), and authorize only the time
determined to be reasonable.

5 CCR §18096 states,

The contractor shall calculate total countable income based on income
information reflecting the family's current and on+going income:

(a) Using an income calculation worksheet that specifies the frequency
and amount of the payroll check stubs provided by the parent and
all other sources of income pursuantto section 18078(q).

Recommendation

Although GDSI no longer participates in the CDP, we recommend that
the CDE calculate the reimbursement jimit and determine overpayments
resulting from these ineligible days. We also recommend that the CDE

take action to promptly recover these overpaid funds.

(GDSI’s Response

We have presented herewith our tesponse to the proposed eligibility
and attendance findings for the 96 childrén and family files the SCO
allege. they found errors with. Each stack of names addresses a certain
issue that the SCO raised in their draft audit report.

We disagree with all error findings set forth in your finding Number 2
except two income calculation errors that have no bearing on the
family’s eligibility for subsidized child care.

The sample error method the SCO propose to use to. randomize the
error rate-across the total population of "approximately 1600 family files
is improper. The data it not fiomogeneous and as such a randomize
etTor rate sample is not appropriate for 2 data base with these many
variables. There are over 32 variable scénarios that must be taken into
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consideration in order to use a stratum that will work in this scenario,
For example the attendance is broken down into 5 different categories
and can vary this much for one child over any time period. The
categories for eligibility varies by 7 ¢ligibility criteria (e.g., Limited
English Deficiency, Handicapped, Special Needs, No Special needs,
Infants/Toddlers, Preschool and School Age) and for diffsrént time
periods within these categoties, half-time, three-quarter time, full-time
and full-time plus. A child can go. from one category to the next within
one week and multiple times Within the same month. Any type of
randomizing error sampling technique must be limited to a
homogenous group for all categories because the standard deviation (1?)
will vary greater than >.0.50 for any group and this will render the
sample error results veid for a lack of homogeneity.

Further, CDE field supervisor, Mr. Greg Hudson, has stated to GDS in
writing that any error rate less than 25% will not be considered an out
of compliance issue, therefore, if there are only two errors, GDSI's
error rate is less than 0.50%, simply put, we are in compliance with our
performance audit based on CDE’s standard of measurement,

SCO’s Commient
The finding remains unchanged.

We did not create a statistical random sample plan for a non-
homogenous population. GDSI had in excess of 1,580 family data files;
each file represented a child. Each file contained the required family
data, the content of which depended on applicable eligibility criteria for
the respective family. The statistically selected sample was not for the
individual criteria applicable for a family data file, but for the family data
file. These family data files were defined as the population for our
examination. Each file represented a sample item; each of these family
data files had an equal chance of being statistically selected. Once
selected, each sample family data file was then reviewed against the
applicable criteria.

The CDE is unaware of the alleged error rate threshold for variances of
less than 25% as out of compliance. This error raté does not pertain to
this audit.

GDSI also provided six sets of confidential information as evidence. To
the extent these documents contained personal confidential data, we have
either excluded or redacted them from this final report. The non-
confidential information is included in the attachment, and, for clarity,
we have numbered GDSI’s responses to correspond to our comments as
fellows:

2.1 Our audit identified 85, not 96, family data files that lacked the
required eligibility processes and documentation. Of the additional
11 children that GDSI assumed the audit had deemed ineligible,
only one child was deemed ineligible due to lack of
documentation. For the remaining ten students, our audit
procedures did not reveal them to be ineligible, and therefore, their
attendance femained unquestioned.
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2.2 The second set of documents refers to 12 children’s eligibility
questioned due to “gap in recerts between days.” The additional
documentation did not provide any new information to support that
each of these respective children’s family data file was recertified
in a timely manner, i.e., as authorized, “at least once each contract
period and at intervals not to exceed twelve (12) months,” pursuant
to 5 CCR §18103.

Furthermore, while GDSI asserts that the process of recertification
began at least 2 month before the end of current contract peried, no
evidence exists in the respective child’s family data file to support
that the eligibility was recertified at the time a new contract period
began. Cur audit found that there was a lapse of time in which a
child was deemed eligible; therefore, only the days ineligible were
guestioned.

2.3 The third set of documents refers to five children’s ineligibility due
to lack of information to support that parents scught
employment pursuant to 5 CCR §18086.5 (b). The additional
documentation does not provide any new information to suggest
otherwise. Furthermore, GDSI asseits that 5 CCR §18086.5(b)
was not effective until- October 1, 2008. To the contrary,
5 CCR §18086.5 was renumbered, amended, and filed on May 28,
2008, and was operative effective June 27, 2008. The code section
was in effect prior to the aundit period.

2.4 The fourth set of documents refers to six children’s eligibility
questioned for lack of documentation for “family change in
income” pursuant to 5 CCR §18102. "We did not question
eligibility for two of these children. For another child, out audit
found that the additional family income, specifically, the mother’s,
was to increase after six weeks -of employment. No additional
documentation was included in the family data file. Furthermore,
the family- data file was not updated to: determine eligibility. The
additional two of these six children were already deemed ineligible
due to lack of. evidence to support that the parent sought
employment pursuant to 5 CCR §18086.5 (b). For the last child,
we examined 2ll available documents including the CDE form
9660.

25 The fifth set of documents refers to 55 children’s eligibility
questioned due to lack of evidence to verify the presence or
absence of parents. This additional documentation does not
provide information to-suggest otherwise. GDSI is incorrect that 5
CCR §1800 (a) and (b), which required such evidence for
determining a child’s eligibility, was ineffective for the audit
period. To the contrary, the above referenced authority was
amended on August 16, 2007, and became effective on
September 15, 2007; this regulation was. effective for the audit
period.

2.6 GDSI identified seven children but provided no records to
substantiate proper income calculation.
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FINDING 3— GDSI reported, in total, $5,415,417 in salaries but did not provide. all
Unsupported salaries accounting records and source documents to substantiate GDSI-related

certificated and classified salaries for FY 2008-09, FY 2009-10, and FY
2010-11. As a result, the recorded salaries were deemied unallowable.
The unallowable salaries are as follows:

FY 2008-09 FY 2009-10 FY 2010-11
Average # of Average # of Average # of
Employees Salarics Employees Salaries Employees Salaries Total.

Teacher 60 $ 1,068,071 56 $ 875,153 51 $ 889437 §2,832,661
Clerical and

others 6 144,207 4 86,027 4 85,980 326,214
Instructional

aides 26 399,243 23 337,167 31 504,525 1,240,935
Maintenance

and operations 17 303,029 16 341,894 16 370,684 1,013,607
Total $ 1,914,550 $ 1,640,241 $1,860,626 $ 5,415,417

GDSI operates child development centers in four locations for
approximately 540 enrolled children. The related charter school, TFSL, as
discussed below, serves approximately 1,100 kindergarten through
eighth-grade students at these and two additional locations. In all, GDSI
had eight classrooms at all four locations, which were. primarily used for
the child development program. Approximate student and age group
enrollment for each of the locations were as follows:

Percentage by age group

Before & No. of

Site Location Pre-school After Students
1 2255 90% 10% 130
2 6422 90% 10% 120
3 4508 00% 1% 140
4 4476 0% 100% 150
‘Total students 540

Within each child development classroom, pupils were enrolled in
multiple groups. Each group formed a class and each class was: staffed
with one teacher and a teacher’s aide. GDSI’s outsourced accounting
processor explained that the GDSI-related staff costs for teachers,
instructional aides, and maintenance staff hours were determined by the
director. The accountant then recorded these hours to a specific code in
GDST’s account code structure. The annual auditor’s report validated
these recorded costs. GDSI paid their employees bi-weekly.

GDSI and TFSI jointly function at the four locations. GDSI is eperated
by the director and TFSI is operated by the director’s wife who is also
GDSI’s governing board secretary. The director asserts. that the two
entities are unrelated as each is operated individually as not-for-profit
entities. For operations and record keeping, the director asserts that
during the audit period, GDSI was open for business for approximately
12 hours daily, except weekends, beginning at 6:00 a.m.. whereas TFSI
operated from 9:00 a.m. to 3:00 p.m. '
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Qur review of GDSI’s chart of accounts and account codé. structure
revealed that separate entity records, or transactions, were identified and
recorded as GDSI business. While the accounts and records give the
appearance. of separate entitiés, the two organizations are related, and as
such, a review of related-party transactions is necessary to determine the
existence, valuation, and. proper recording of related activities. We
compared the GDSI staff roster to the TFSI staff roster for FY 2008-09
and FY 2009-10 and identified 43 employee names, representing 29
teachers and 14 non-teacher staff, or approximately 40% of the GDSI
employee roster, common to both entities.” Approximately 29 of 40
TFSI's teachers {72%) and 14 of 34 non-teacher TFSI staff (41%)
répresented personnel common to GDSI.

The CDE, for its LSR, requested but was refused TFSI records. The CDE
had determined that GDSI charged payroll costs to the child development
program for 48 employees who also worked for TFSI. The CDE
requested supporting payroll documents from TFSI in an effort to resolve
payroll inconsistencies identified during its review. However, the
director and TFSI refused to provide any TFSI payroll documentation.
The ALJ agreed with the CDE’s conclusion and noted that it was “very
troubling” that GDSI failed to provide payroll records from TFSL

Similarly, in order to determine whether the recorded salaries were only
for GDSI and that they were valued and recorded properly, we requested
but the director refused to provide related-entity accounting records. The
director argued that TFSI was unrelated to GDSI as his wife is one of the
many officers of the charter school. TFSI’s annual audit reports for FY
2008-09, FY 2009-10, FY 2010-11, and FY 2011-12 notes Mrs. Parker
as TFST’s administrator, a position equivalent to the director of GDSIL
We informed the director that while we understood GDSI’s accounting
processes and that the two entities maintained separate accounting
records, a review of the TFSI account and records was necessary to
validate the processes and recorded costs. Absent this velidation, we
would not be. able to determine whether the fransactions are properly
charged and recorded to each respective entity. The director understood
that these labor -costs would be deemed unsubstantiated without TFSI
accounting records and source documents.

Statements of Financial Accounting Standards 57 defines a related party
as “an entity that can control or significantly influence the management
or operating policies of another entity to the extent one of the entities
may be prevented from pursuing its own interests. A related party may
be any party the entity deals with that can exercise that control.
Examples of related parties include members of management, the
governing board, and their immediate families.”

California State Preschool Programs Funding Terms and Conditions
(FT&C) for FY 2008-09, FY 2009-10, and FY 2010-11, Section VI,
Accounting and Reporting Requirements, Subsection E, General Record
Keeping Requirements, states, in part, “If an employee is multi-funded
on a time accounting basis, then the employee’s timesheet must indicate
the actual amount of time spent in each program per day.”

? TFSI Staff List — Los Angeles County Office of Education.
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FT&C, Section II, Q. Conflicts of Interest, states in part, “For any
transaction to which the contractor is a party and the other party is: (1)
An officer or employee of the contractor or of an organization having
financial interest in the contractor; or (2) A partner or controlling
stockholder or an organization having a financial interest in the
contractor; or (3) A family member of a person having a financial
mterest in the contractor, the transaction(s) shall be fair and reasonabie
and conducted at arm’s length...”

FT&C, Section V. Costs; Earnings, and Reimbursement A. Reasonable
and Necessary Costs, states, “Contractors will be reimbursed for actual
costs-that are reasonable and necessary to the performance of the centract
as defined in Section 1 above.”

Recommendation

Although GDSI no longer participates in the CDP, we recommend that
the CDE calculate the reimbursement limit and determine overpayinents,
as the net program costs have been -significantly disallowed due.to
unsupported Jabor costs. We also recommend that the CDE take action to
promptiy recover these overpaid funds.

GDSI’s Response

GDSI provided a detailed explanation, disagreeing with the finding. For
the complete text, see GDSI’s response (attached). In addition, GDSI’s
accountant and the CPA provided several declarations disputing the audit
results.

GDSI contends the following:

*  GDSI conducted and administered one program

e GDSI and TFSI are not prohibited from doing business with each
other

s Time card source documentation, signed by the employee and
supervisor, were maintained

* Employees did not work for TFSI or any other employer during the
hours recorded on time cards for GDSI

e The SCO’s reference to the ruling of the administrative law judge
(ALI) in the matter of Golden Day Schools’ appeal before the Office
of Administrative Hearings is improper

e GDSI is.controlled by a separate and independent Board. of Directors

e Dr. Jeanette Parker was not a member of the Board of Directors
during the audit period

¢ GDSI staff” possessed proper qualifications and maintained at least
the required number of staff

Accountant’s declarations:

See accountant’s declaration numbers 3, 5, 6, 8, 9, and 11 (aftached).
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CPA’s declarations:

See CPA’s declaration numbers 5, 9, and 10 (attached).
SCO’s Comment

The finding reinains unchanged.

For clarity, we have numbered GDSI’s responses to correspond 1o
our comments as follows:

3.1 GDSI and related TFSI operations are funded by multiple
sources of CDE-administered federal and state funds. The
accounting records and audited financial statements identify that
GDSI operations inciude federal- and state-funded CDP and NSP
funds. The NSP provides GDSI two types of funds for the
mutrition program. For the related charter school that conducts
business in the same location and appears to share common
certificated and classified staff, the outside auditors report
identifies various forms of federal- and state-funded programs,
such as Attendance Revenue, NSP, Block Grant, and Class Size-
Reduction.

A review of TFSI records might have validated that GDSI’s
program costs were actual, reasonable, and necessary.

3.2 GDSI did not make available all time records. As such, we could
not determine whether recorded employee hours and related
costs were proper.

3.3 We requested TFSI financial records and source decuments to
substantiate that employees did not work for TFSI during
recorded hours for GDSI. This complete set of records was
necessary to validate that GDSI employees did not provide
concurrent services to TESI or any other related entity. Our
results are consistent with the CDE’s L.SR. GDSI disagreed with
the 1SR, but was unsuccessful in its appeal to the Office of
Administrative: Hearings. The Court ruled that TFSI records
were necessary to substantiate the CDP claims.

3.4 OQur andit does not question GDSI staff qualification and staff
ratio.

3.5 The ALJ decision is not the basis for our finding. Our audit
results are based on the facts that were applied against the
applicable criteria.

3.6 Please see Finding 1 for GDSI’s concerns and our comments
regarding the GDSI governing board. GDSI asserts that it is
controlled by a separate and independent board of directors,
however, our audit questioned the purpose and presence of the
governing board as all business decisions were made by the
director:

231-




accs-jun20item08
Attachment 10
Golden Day Schools, Inc. Audit Report, February 2015 Page 37 of 126

Golden Day Schools, Inc. Child Development and Nutrition Services Programs

1.7 We discussed with the director, the related TFSI records.during
GDSI site visits on September 12, 2013. The director informed
us that such records would not be made available.

Accountant

The accountant’s declarations contradict our discussions during our
visit to her office. The director advised that all accounting records
and source documents were available at the accountant’s office and
referred us to the accountant’s office. The accountant provided a
walk-through of her GDSI-related roles and responsibilities.

In fact, the purpcse of the entire audit team’s visit to the accountant’s
office was fo resume examination of the expenditure account records
and source documents. Had these documents been available, as
stated by the accountant, we would have requested-and examined
these records. The accountant had advised that no records were
avatlable at her office.

The audit staff resolved any miscommunication between the
accountant and aundit staff and no andit team member left the
meeting.

CPA

During our visit to review GDSI's financial and compliance audit
working papers, Steve Flores, CPA indicated that GDSI would not
permit us to make photocopies of the documents.

The purpose of the CPA’s onsite visit was to facilitate our ongoing
performance audit; it was not to examine, evaluate, and provide a
conclusion on the guality of the CPA’s work.

FINDING 4— In addition to the salary expenses discussed in Finding.3, GDSI reported
Unsupported approximately $2.8 million in empioyee benefits. Of these, as shown
employ.ee. benefits below, approximately $1.0 million was for payroll-related contributions

for OId Age, Survivors and Disability Insurance (OASDI),
unemployment insurance, worker compensation, etc.; and approximately
$1.8 million was for pensien contributions.

Fiscal Year
2008-09 2009-10 2010-11 Total

Other payroll-related contributions $ 347,304 § 351,874 § 416,274 § 1,115,452
Pension 578,779 616,441 575,000 1,770,220

Total $ 926,083 § 968,315 § 991,274 3 2,885,672

As the recorded salaries were unsubstantiated due to a lack of related-
party accounting records and source documents, and therefore,
unallowable, the fringe benefit costs were also deemed unsubstantiated,
and therefore, unallowable.
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Furthermore, we could not determine whether the recorded $1.8 million
for pension contributions was aftributable to the: entire salaries. The
director explained that the pension contributions were determined under
the GDSI governing board-appraved terms that were app’roved more than
15 years ago. The external audit notes the pension benefits as a defined
benefit plan. In a defined benefit plan, an employer/sponsor, such as
GDSI, promises a specified ‘monthly benefit upon retirement that is
predetermined by -a formula based on the employee's earnings history,
tenure of service and age, rather than on individual investmerit returns.
The director provided a “profit-sharing” Pension Plan agreement
approved by himself on behalf of the Board and GDSI. The director
explained that contributions to all eligible participants were based on
longevity and annual time spent on the job. GDSI made contribution
payments to Merrill Lynch, the pension administrator. Per the director,
GDSI provides an annual census of employees, their longevity;, and
annual GDSI compensation. The pension administrator then assigns the
contributions for each employee. The director asserts that except for an
accounting entry to record the pension contribution, no GDSI or Merrill
Lynch accounting records and source documents are available to identify
contributions for each employee. Furthermore, no source documents
were made available, such as an actuarial valuation study, to deterimine
whether the pension contributions were fairly funded. No records exist to
determine if the pension liability is being over- or under-paid. Thus, even
if the salaries were to be deemed allowable, the pension costs would
remmain unallowable due to lack of accounting records and source
documents to substantiate these expenses.

California State Preschool Programs Funding Terms and Conditions
(FT&C) for FY 2008-09, FY 2009-10, and FY 2010-11, Section VI,
Accounting and Reporting Requirements, Subsection E, General Record
Keeping Requirements, states, in part, “if an employee is multi-funded
on a time accounting basis, then the employee’s timesheet must indicate
the actual amount of time spent ih each program per day.”

FT&C, Section 1, Definitions (As Applicable To Each Specific: Program
Type), states, In part;, “Actual and allowable net costs” means the cost
which may be reimbursed under particular child development contract
after disallowed costs and restricted income have been subtracted from
total expenditures...”

FT&C, Section V. Costs, Earnings, and Reimbursement A. Reasonable
and Necessary Costs, states, “Contractors will be reimbursed for actual
costs that are reasonable and necessary to the performance of the contract
as defined in Section 1 above.”

Recommendation

Althongh GDSI no longer participates in the CDP, we recommend that
the CDE calculate reimbursement limits and determine overpayments, as
the met program costs have been sigpificantly disallowed due to
unsupported labor costs. We further recommend that the CDE take action
to promptly recover these overpaid funds.
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GDSI’s Response

This FINDING 4 seeks to disallow the mandatory employee State and
Federal tax benefits that all employers are required to pay for their
employees. The employee benefits in question included but were not
limited to payments made for Social Security Benefits, Sate
Unemployment Taxes, Employee Medical Insurance and State
Digability Taxes sufficient to cover the Golden Day Schools’
employees as paid.

When the employee’s salaries are determined to be allowed then the
employee benefits totaling $1.115 million must also be determining fo
be allowed.

Therefore, GDSI restates its argument put forth in FINDING 3 as
support for this FINDING 4°s allowability.

The SCO states the GDSI employee’s Pension Program contributions,
administered by a third party administrator, (Merrill Lynch), are also
unallowable for this audit. '

The GDSI Pension Program was authorized by the GDSI Board of
Directors approximately 20 years ago. Prior to the initiation of the
Pension Program it was approved by the Intemnal Revenue Service, the
Federal Department of Labor and the Golden Day Schools’ Board. of
Directors. Dr. Clatk Parker abstained from voting for the Pension
Program. The allowability of the Pension Program contributions for the
andit period under review is based on the same argument put forth in
Finding 4 and Finding 5 as they relate to the administrative salaries.
These. employee benefits, taxes and Pension confributions were
reasonable and necessary and they are allowable as per the definition
set forth in Education Cede Section §208(n) and CCR Title 5 Section
18013(s)

GDSI disagrees with SCO’s conclusion and recommendation. The
employee benefits and pension contributions expended by GDSI and

the corresponding salaries were reasonable and necessary and
allowable for this audit period 08-11.

SCO’s Comment
The finding remains unchanged.

GDSI did not provide accounting records and source documents to
contend the audit results.

FINDING 5— The director draws an annual salary of approximatety $350,000 that he
Unsupported claims has been approved by the GDSI governing board. The director
administrative salaries drew $1,143,040 in total salaries for the audit period. While the director

has many GDSI responsibilities, we found that he has many related entity
responsibilities as well.* The director isthe Chief Executive Officer of
Spectrum Surveillance Systems, a 10-19 employee organization with at
least $2.5 million in annual revenue; and owner of View Park
Development Corporation, a 50-employee organization with at least $50
million in annual revenve. The director has developed hundreds of
commercial and residential properties throughout Southern California,

* South Coast Air Quality Management District — Biography ~ Dr. Clark E.
Parker, Senate Riiles Committee Appointee
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He is a Licensed General Contractor, Real Estate Developer, and
California Licensed Real Estate Broker. In addition, the director is a
TFSI[ board member and executive officer of Surveillance Security
Systems.

During the audit, the director did not provide any documents, such as a
duty statement, to substantiate his daily GDSI activities. It was only after
discussion of this finding that the director provided a written document
1o delineate his GDSI activities. The document suggests that the director
spends approximately 73 hours per week working on GDSI activities
during the audit period. This requires a daily work schedule of
approximately 10.5 hours for GDSI businesses, including the non-
business days, i.e. weekends. Though the director explained his roles and
daily tasks for GDSI operations, we were unable to determine how the
director conducted his related business operations. As such, we could nct
determine whether his duties for GDSI and related entities were
performed at the same time, and if so, whether his compensation -was
equitably charged against all related entities, or whether the costs of the
executive salaries for related entities that were absorbed by GDSI were
eventually charged against public funds.

California State Preschool! Programs Funding Terms and - Conditions
(FT&C) for FY 2008-09, ¥Y 2009-10, and FY 2010-11, Section VI,
Accounting and Reporting Requirements, Subsection E, General Record
Keeping Requirements, states, in part, “If an employee is multi-funded
on atime accounting basis, then the employee’s timesheet must indicate
the actual amount of time spent in each program per day.”

FT&C, Section 1, Definitions (As Applicabie To Each Specific Program
Type), states, in pat, “Actual and allowable net costs” means the cost
which may be reimbuised under particular child development contract
after disallowed costs and restricted income have been subtracted from
total expenditures...”

FT&C, Section V. Costs, Earnings, and Reimbursement A. Reasonable
and Necessary Costs, states, “Contractors will be reimbursed for actual
costs that are reasonable and necessary to the performance of the contract
as defined in Section 1 above.”

Recommendation

Although GDSI no longer participates in the CDP, we recommend that
the CDE calculate reimbursement limits and determine overpayments, as
the net program costs have been significantly disallowed due to
unsupported labor costs. We further recommend that the CDE take action
to promptly recover these overpaid funds.

GDSTI’s Response

GDSI provided a detailed explanation, disagreeing with the finding. For
the complete text, see GDSI’s response (attached).
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SCQ’s Comment
The finding remains unchanged.

For clarity, we have numbered GDSI’s.responses to correspond to our
comments, as follows:

5.1 GDSI comments that the audit report includes an incorrect
administrator’s salary charged to the CDP. GDSI states that the
administrator salaries for the three years were approximately
$300,000, rather than $350,000. The annual $350,000 compensation
was an approximate annual compensation, determined as an average
of the administrator’s total actnal compensation per the General
Ledger Detail and the Audited Financial Statements. GDSI did not
provide any accounting records or source documents to' determine
whether the charged administrators’ compensations were for services
rendered only to GDSL

5.2 The audit did not conclude that the administrator’s compensation
was excessive. Furthermore, we did net question if the
compenszation, cost of living adjustments, or pay raises, were
reasonable and necessary; rather, we requested but GDS] failed to
provide accounts and records of related affiliations. Such review is
necegsary to determine if the comipensation charged to the
CDE-funded programs was for costs incwred for these programs.

53 As discussed in Finding 4, pension charges remained

unsubstantiated.
FINDING 6— GDSI reported $3,747,459 in rent-related charges for the CDP. However,
Unallowable triple-net GDSI failed fo provide an independent fair market rental estimate to
lease: rent, property substantiate the annual rental charges. Furthermore, a triple-net-lease
taxes, and renovation agreement, in which GDSI agreed to pay rent, property taxes, and

maintenance costs relating to buildings was in effect, but no related-party
accounting records and source documents were available. Therefore, we
could not substantiate whether the claimed rental and triple-net-lease
charges were for GDSI only, The. director asserts that TFSI, Pacific
Books & Supplies, and Natural Solutions are unrelated and that recorded
triple-net-lease costs are for GDST only:

and repair

Annual rent and related triple-net-lease costs were as follows:

Property Rencvation

Fiscal Year Rent Taxes and Repair Total

2008-09 1,007,323 29,713 100,000 1,137,036
2009-10 1,049,777 36,718 380,449 1,466,944
2610-11 1,055,566 36,659 51,254 1,143,479
Total 3,112,666 103,090 531,703 3,747,459
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The director and his wife*, are the owners of all GDST building facilities.
As a lessor, the Parkers entéred into building lease agreements with
GDSL the sole lessee of the four locations. Per the director, GDSI board
members approved the triple-net-lease agreement and annual rent
charges. As mentioned earlier, the board’s president and secretary
represent 40% of the board members. GDSI paid the Parkers over §1
million in rent each year. Rent was a related-party transaction, as the
board’s president and secretary were related parties of GDSI. As such,
fair market estimates performed by an independent appraiser were
required to substantiate rent-related charges. Because the current fair
market rental estimates were unavailable, we could not determine
whether the annual rental charge represents a fair charge for the limited
use of GDSI operations. We observed that GDSI occupied two of the
classrooms at each location, Equipment and other playground activities
were located in areas assessable and available to GDSI and TFSI
students.

The cumrent lease agreement was not available; but an agreement
executed in 1980 revealed a 20-year lease term. Per GDSI's external
auditor’s reporis, an annual lease with a prevailing market rate is
currently in effect. In addition, per the director, GDSI, as a sub-lessor,
entered into an agreement with TFSI, the sub-lessee. TFSI paid GDSI
each month for shared use of common buildings. According to the
director, pursuant to the sublease agreements, TFSI paid GDSI only for
the use of certain buildings from 9:00 a.m. through 3:00 p.m., Monday
throngh Friday. While GDSY's related entities, Pacific Books & Supplies
and Natural Solutions, have business addresses common to GDSI, no
related accounting sublease or related-party accounting records -and
source documents for these entities were available to determine whether
GDSI was absorbing Tent, property tax, and maintenance expenses for
these entities.

GDSI failed to provide current independent assessment of fair market
rental estimates, and related-entities” accounting records and source
documents relevant to the audit period. Thus, we could not determine
whether claimed annual rent, property tax, and maintenance expenses
were reasonable, allowable, and chargeable to the CDP program.

Furthermore, the alleged lease arrangement has been executed as an
operating lease, or rental arrangement, rather than a capital lease. A
capital lease arrangement is considered to have the economic
characteristics of asset ownership. A capital lease would be considered a
purchased asset for accounting purposes. An operating lease, on the other
hand, would be handled as a true lease, or rental, for accounting
purposes.

* Golden Day Schools, Inc. v California Department of Education (CCTR 6150
and CCTR 7150).
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Since inception more than 40 years ago, GDSI has been the sole lessee of
the Parkers’ buildings. In such arrangements, if the lease term is equal to
or more than 75% of the economic useful life of the leased buildings,
said arrangements are classified as capital leaseés. As such, the building-
related assets and liabilities weuld be recorded as GDSI's transactions
and, as a result, depreciation expense, not lease payments; would have
been the reimbursable expense. With a depreciable life of 31.5 years,
these buildings likely have been fully depreciated for more than a
decade.® Thus, GDSI has inappropriately claimed approximately $1.0
million annually for over-depréciated facility costs in the form of annual
lease expenses.

During its LSR, the CDE had also concluded that the lease payments
were unsupported for FY 2006-07 and FY 2007-08. The CDE
determined that the lease costs were a related-party transaction because
GDSI’s administrator and wife were owners of the properties. Therefore,
GDSI was required to obtain a fair market rental estimate from an
independent licensed appraiser to justify rent and all rent increases.

However, no updated fair market rental estimates were provided by
GDSL. The ALJ upheld the finding, as GDSI did not obtain a fair market
estimate from an independent licensed appraiser.

California State Preschool Programs Funding Terms and Conditions
(FT&C) for FY 2008-09, FY 2009-10, and FY 2010-11, Section 1,
Definitions (As Applicable To Each Specific Program Type), states, in
part, “Actual and allowable net costs” means the cost which may be
reimbursed under particular child development contract after disallowed
costs and restricted income have been subtracted from total
expenditures...”

FT&C, Section V., Costs, Earnings, and Reimbursement A. Reasonable
and Necessary Costs, states, “Contractaors will be reimbursed for actual
costs that are reasonable and necessary to the performance of the contract
as defined in Section 1 above.”

FT&C, Section I1, Q. Conflicts of Interest, states in part,

For any transaction to which the contractor is a party and the other
party is: (1) An officer or employee of the contractor or of an
organization having financial interest in the contractor; er (2) A partner
or controlling stockholder or an organization having a financial interest
in the contractor; or (3) A family member of a person having a finaicial
interest in the contractor, the transaction(s) shall be fair and reasonable
and conducted at arm’s length. Based on corporate law (Corporations
Code sections 310, 5233-5234, 7233 and 9243 as applicable) the
general rules that would be followed to ensure that transactions are
conducted “at arm’s length” include: (1) Prior to comsummating the
transaction, the governing body should authorize or approve the

* IRS Publication 946 — 31.5 years for property placed in service before May
13, 1993 (or before January 1, 1994, if the purchase or construction of the
property is under 2 binding contract in effect before May 13, 1993, or if the
construction began before May 13, 1993).
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transaction in good faith and the board should require the: interested.
party, or parties, to make full disclosure to the board both in writing
and during the board meeting where the transaction is being discussed,;
and (2) All parties having a financial interest in the transaction should
refrain from voting on the transaction and it should be so noted in the
beard minutes. If the transaction involves the renting of property, either
land or buildings, owned by affiliated organizations, officers or other
key personnel of the contractor of their families, the board of directors
shall request the interested party to obtain a “fair market rental
estimate” from an independent appraiser, licensed by the California
Office of Real Estate Appraisers. If the contractor has no board oris a
sole proprietar, the requirement for a “fair market rental estimate” shall
also apply. The contractor has the burden of supporting the
reasonableness of rental costs. If the property is owned by the
contractor, rental costs are not reimbursable and costs may be claimed
only as depreciation or use allowance....

Statements of Financial Accounting Standards 57 defines a related party
as “an entity that can control or significantly influence the management
or operating policies of another entity to the extent one of the entities
may be prevented from pursuing its. own interests. A related party may
be any party the entity deals with that can exercise that control.
Examples of related parties include members of management, the
governing board, and their inmediate families.”

Financial Accounting Standard Board Statemient No. 13 Lease
Classification. Criteria, states in part, “If, at the date of lease agreement, a
lease meets any of the following criteria, it is classified and accounted as
a capital lease... {3) The lease term is equal to 75% or more of the
estimated economic life of the leased property...”

Recommendation

Although the provider no longer participates in the CDP, we recormnmend
that the. CDE calculate the reimbursement limit and determine
overpayments, as tiet program costs discussed in this and the previous
findings have been significantly disallowed. We further recommend that
the CDE promptly recover these overpayments.

GDSI's Resporise

GDSI provided a detailed explanation, disagreeing with the finding. For
the complete text, see GDSI's response (attached).

In addition, GDSI’s accountant and the CPA provided the following
comments:

Accountant
“...I personally prepare each monthly lease payment check. The lease

payments are made by my firm at the directions from the Golden Day
Schools Board of Directors.,.”
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CPA

«..] further disagree with the statement made in the draft audit
regarding the facilities’ leases. for the properties leased to Golden Day
Schools, Inc. by Clark and Jeanette Parker. My audit team and 1 were
given copies of the current and prior leases and we have copies in our
files of the leases and copies of the Fair Rental Estimate Appraisals,
performed by an MAI appraisal 1 professionally disagree that thege
leases should be recorded as a capital lease, and are appropriately
characterized as operating leases. The four criteria to classify a lease as
a capital lease do not apply to these leases. I believe the lease expenses
as set forth in the respective years’ audits reasonably reflect the lease
expense as recorded in-the general ledget and in the andit reports...”

SCO’s Comment
The finding remains unchanged.

For clarity, we have numbered GDSI’s responses fo correspond to our
comments.

6.1 GDSI did not provide the audit staff with a current lease agreement
and an appraisal report. On the contrary, GDSI provided to audit
staff the 1980 agreement for the 20-year lease arrangement. This
same agreement was also included as an attachment to GDSI’s
response to refute this audit finding. The appraisal report ‘was
provided effective April 21, 2011, and was for properties used as
“charter school facilities.”

Reference to cuwrent lease arrangements, “annual lease with a
prevailing market rate,” was disclosed in the audited financial
statement. No such agreemenis were available for our audit.

6.2 As noted by the CPA, the generally accepted accounting principles
(GAAP) -are the basis of GDSI's financial statement presentation.
Accordingly, exception to these accounting principles has been
previously discussed in the Findings and Recommendations.

6.3 GDSI is correct that the TRS provides a 40-year depreciable life for
similar commercial properties. However this useful life was for
properties placed in service after 1993. Prior to 1993, depreciable
lives of such properties were 31.5 years.

6.4 We are not aware of why the LSR did not include an assessment of
capital versus operating lease accounting.

6.5 GDSI states that this disallowance is improper, unreasonable, and
unfair, Our audit results were based on a review of the source
documents or lack thereof applied against the applicable criteria, the
terms and conditions. These terms and conditions refer to CDE’s
instructed accounting practices, GAAP. To the extent GDSI believes
that the applicable criteria are improper, we recommend that GDSI
address these issues with the CDE upon issuance-of this final report.

6.6 GDSI failed to provide accounts and records of related entities.
These entities shared facilities common to GDSI. We could not
substantiate whether the claimed friple-net lease costs, property
taxes, renovation, and repair, were for GDSI only.
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FINDING 7— GDSI reported $859,219 but failed to provide all accounting records and
source documents. {o substantiate GDSlarelated insurance, utilities,
housekeeping, and other maintenance expenses. As mentioned in
Findings 1 and 6, because GDSI shares the premises with related entities
(TFSI, Pacific Books & Supplies, Spectrum Surveillance Systems, and
Natural Solutions), we requested related-entity, specifically TFSI,
accounting records and source documents to determine whether the
claimed charges were indeed for GDSI operations. The director refused
1o provide accounting records and source documents of the related
entities. The director insisted that TFSI, Pacific Books & Supplies, and
Natural Sclutions ‘were unrelated to GDSI, that each entity maintains its
accounts and records, and that these claimed operating costs were only
for GDSI. We explained to the director that without accounting records
and source documents for TFSI, Pacific Books & Supplies, and Natural
‘Solutions, we would not be able to ascertain whether these claimed costs
were only for GDSI operations and that the recorded expenses were
reasonable and necessary. As these expenses remain unsubstantiated, we
deemed them to be unallowable.

Unallowable expenses:
insurance, utilities,
housekeeping, and other
expenses

Liability Utilities and Contract
Fiscal Year Insurance Housekeeping (Other) Total
2608-09 58,236 125,311 50,865 234,412
2009-10 89,217 143,656 91,093 323,966
2010-11 30,657 142,038 128,146 300,841
Total 178,110 411,005 270,104 859,219

Per the LSR, the CDE identified similar liability insurance expenses,
including an umbrella insurance policy, covering properties occupied by
TES], other businesses, and the director’s personal residence. The CDE
could not determine what portion of the umbrella insurance policy was
attributable to GDSI sites. As GDSI did not provide the CDE sufficient
documentation to enable the CDE to make this determination, the CDE
disallowed the charges. The Administrative Law Judge upheld this
finding, deeming the evidence provided by GDSI as insufficient to
support insurance charges.

California State Preschool Programs Funding Terms and Condjtions
(FT&C), Section II, Q. Conflicts of Inferest; states in part,

For any transaction to which the contractor is a party and the other
party is: (1) An officer or employee of the contractor or of an
organization having financial interest in the contractor; or (2) A partner
or confrolling stockholder or an organization having a financial interest
in the contractor; or (3} A family member of'a person having a financial
interest in the contractor, the transaction(s) shall be fair and reasconable
and conducted at arm’s length. Based on corporate law (Corporations
Code sections 310, 5233-5234, 7233 and 9243 as applicable)} the
general rules that would be followed to ensure that fransactions are
conducted “at arm’s léength” include: (1) Prior to consummating the
transaction, the governing bedy shouid authorize or approve the
transaction in -good. faith and the board should require the interested
party, or parties, to make full disclosure to the board both in writing
and during the board meeting where the transaction is being discussed;
and (2) All parties having a financial interest in the transaction should
refrain from voting on the transaction and it should be so noted in the
board minutes. ..
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© Statements of Financial Accounting Standards 57 defines a related party
as “an entity that can control or significantly influence the management
or operating policies of another entity to the extent one of the entities
may be prevented from pursuing its own interests. A related party may
be any party the entity deals with that can exercise that control.
Examples of related parties include ...members of managément, the
governing board, and their immediate families.”

FT&C for FY 2008-09, FY 2009-10, and FY 2010-11, Section 1,
Definitions (As Applicable To Each Specific Program Type), states, in
part, “Actual and allowable net costs” nieans the cost which may be
reimbursed under particular child deveélopment contract after disallowed
costs and restricted income have been subtracted from total
expenditures...”

FT&C, Section V. Costs, Earnings, and Reimbursement, A. Reasonable
and Necessary Costs; states, “Contractors will be reimbursed for actual
costs that are reasonable and necessary to the performance of the contract
as defined in Section 1 above.”

Recommendation

Although GDSI no longer participates in the CDP, we recommend that
sthe CDE calculate the reimbursement limit and determine overpayments,
as net ﬁipgram costs have been significantly disallowed. We further
recommend that the CDE promptly recover these overpayments.

GDSI’s Response

GDSI provided a detailed explanation, disagreeing with the finding. For
the complete text, see GDSI’s response (attached).

SCO’s Comment
The finding remains unchanged.

For clarity, we have numbered GDSL’s responses to correspond to our
comments, as follows:

7.1 The audit did not conclude that “each item charged was necessary
and reasonable under the applicable law.” Instead, our audit
concluded that GDSI failed to provide accounting records and soarce
documents to substantiate insurance, utilities, housekeeping, and
other maintenance expenses. As a resulf, we were unable to dscertain
whether these claimed actual costs were for GDSI opetations only,
and that the recorded expenses were reasonable and necessary.

We agree that the reasonable and necessary costs, pursuant to the
terms and conditions, in part, provide expenditures that in nature and
ampunt do not exceed what an ordinary prudent pefson would incur
in the conduct of a competitive business. However, these termis and
conditions further define reasonable and necessary costs to be
*...actual costs that are reasonable and necessary to the performance
of the contract ...”” GDSI did not provide accounts, records, and
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source: documents. Accordingly, we. could not substantiate ‘whether
the rtecorded CDP costs were indeed actual costs that were
reasonable and necessary for the program.

7.2 The SCO did not conduct a second financial and compliance audit of
GDSI. The objective, scope, and methodology section of the report
describes this performance audit. The. objective of this audit was to
provide conclusions based on sufficient, appropriate evidence against
applicable criteria, the terms and conditions, Our audit cbjectives
were 1o determine whether: (1) GDSI’s intérnal controls over pupil
enrollment and financial operations were adequate and that any
claims made against the State were proper and adequately supported,
and (2) program activities and claims for GDSI's CDP and NSP
costs were in compliance with applicable requirements, jaws, -and
regulations.

7.3 GDSI contends that the SCO improperly conducted a second
financial and compliance audit and claims such audits are illegal
pursuant to Education Code section 8448. This performance audit
was conducted pursuant to the SCO’s audit authority and at the
request of the CDE. We agree that, pursuant to Education Code
section 8448, “...if independent audits arranged for by direct service
contractors meet generally accepted auditing standards, the State
Department of Education shall rely on those audits and any
additional andit work shall build upon the work already done.” This
section further provides that, “.. Nothing in this article precludes the
state from conducting, or contracting for the conduct of, contract
performance audits which are not financial and compliance audits.”
In 1999, GDSI had unsuccessfully appealed a similar instance to the
Court of Appeal, Third District (Golden Day Schools, Inc. v.
Department of Education, Case No. C026767).

Nevertheless, as this matter is outside the audit scope, we
recommend, upon issuance of this final report, that GDSI address
this administrative matter with the CDE.

FINDING 8— GDSI reported $36,000 in autc expenses as depreciation and use
Unsubstantiated auto allowance. GDSI's accounting records revealed a $1,000 monthly auto
allowance allowance charge. The director explained that these allowances were bus-

related depreciation expenses. CDE’s LSR. had deemed that busses had
been completely depreciated. No source docuinents were provided to
substantiate that these charges were for un-depreciated GDSI busses,

Furthermore, if these allowances were indeed for undepreciated GDSI
vehicles, specifically, buses, our review of field-trip and related expenses
revealed that GDSI hired an outside bus service for transportation. No
accounting records’ and source documents were provided to substantiate
that the GDSL vehicles were used for program-related transportation
Services.

GDSI reported $113,678 in additional depreciation expenses; however,
we only examined these recurring auto allowance costs.
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California State Preschool Programs. Funding Terms-and Conditions for
FY 2008-09, FY 2009-10, and FY 2010-11, Section V. Costs, Earnings,
and Reimbursement, A. Reasonable and Necessary Costs, states, in part,
“Contractors will be reimbursed for actual costs that are reasonable and
necessary to the performance of the confract. . .7

Recommendation

Although GDSI no longer participates in the CDP, we recommend that
the CDE calculate the retmbursement limit and determine overpayments,
as net program costs discussed in this and the previous findings have
been significantly disallowed. We further recommend that the CDE
promptly recoverthese overpayments,

GDSI’s Regponse

The Use allowance was for three vehicles used to distribute supplies,.
furpiture, fixtures and food between the different child care locations.
Since GDSI owned these vehicles they could only charge a use
allowance. The GDSI auditor verified and certified that these cost were
necessary and reasonable and allowable. See FT&C Section TIT (A) —
Depreciation and Use Allowance. This section alse states as follows:

“Taxes, Insurance and maintenance may be cldimed as part of
aciual allpwable costs for buildings or building improvements
related to the child development program and equipment necessary
Jor the operation of the program.”

SCQ’s Comments
The finding remains unchanged.

GDS] clarified that these are not bus-related depreciation expenses, but
allowances. for vehicles used for transportation of supplies, fumniture,
fixtures, and focd. However, GDSI did not provide records and source
documents to substantiate these allowances. Furthermore, the general
ledger shows various auto-related fuel and repair costs recorded as
program costs. Although these costs were not examined, GDSI did not
provide any records to substantiate that these use allowances were in
addition to the above-mentioned vehicle costs,
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FINDING 9— GDSI reported $25,000 in legal fees for unallowable activities.
Unallowable legal fees Specifically, the CDE denied an itemized expense on a claim. The legal

fees were incurred to defend that the CDP fund advances were expended
on allowable and reimbursable. activities. GDSI reported approximately
$115,000 in additional legal expenses that we did not examine.

California State Preschool Programs Funding Terms and Conditions for
FY 2008-09, FY 2009-10, and FY 2010-11, Seciion V. Costs, Earnings,
and Remmbursement, states:

A. Reasonable and Necessary Costs, “Contractors will be reimbursed
for actwal costs that .are reasonable and necessary to the
performance of the contract as defined in Section 1 above.”

G. Nonteimbursable Costs, “The following costs shall nof be
reimbursed under the child development contract 4. Costs of fines
or penalties... 12, Costs of legal consuiting and accounting services
incurred in prosecution of claims against the state...”

Recommendation

Although GDSI no longer participates: in the CDP, we recommend that
the CDE calculate the reimbursement limit and determine overpayments,
as net program costs discussed in this and the previous findings have
been significantly disallowed, We further recommend that the CDE
promptly recover these overpayments.

GPSI’s Response

GDSI provided a detailed narrative, but no comments specific to this
finding.

SCO’s Comment

The finding remains unchanged,

FINDING 10— GDSI reported $94,607 (823,025 in FY 2008-09, $56,513 in FY2009-10,
Unallowable costs: and $15,069 in FY 2010-11) for instructional supplies. Our audit
previous years’ non- revealed $18,344 in recorded expenses for FY 2009-10 that were for

reimbursed instructional  Previous fiscal years. GDSI created three distinct journal entries, as
) ' shown below, to record these unallowable expenses.

supplies
Journal Entry Description Amount
To reverse accrual of income from prior year that was never réceived  § 14,607
To reverse accrual of income from prior year that was never received 2,078
To reverse accrual of income from prior year that was never received 1,659
Total $ 18344

General Child Care & Development Funding Terms and Conditions and
Program Requirements for Child Development Programs for FY
2009/2010 Section V, Subsection H Charging of Expenditures states,
“Net reimbursable program costs must be incurred during the contract
period. Coutractors shall not use current year contract funds to pay prior
or future year obligations.”
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Golden Day Schools, Inc.

Child Development and Nuirition Services Programs

counts to the CDE. GDSI’s accounting records substantiated the reported
meals counts. Based on the preset rates, the CDE reimbursed GDSI for
the quantity of each meal type served. As the reimbursements are for
actual costs incurred, we requested GDSI to provide all accounting
records and source documents, including those of TFSI, to substantiate
thie incurred costs.

GDSI provided us an overview of the food service operations: During the
audit period, kitchen facilities at all four locations were in operation and,
per the director, food service related services at all locations were only
for GDSI students. Currently, only a kitchen at site 2, 4508 Crernishaw
Blvd, is operational as this is the only location that presently operates the
CDP. Our examination of GDSI’s general ledger revealed various vendor
transactions for milk, produce, meals, etc. In addition, accounting records
identified costs for varieus classifications of staffing, including cooks,
teachers’ aides, and ¢lerical; and other staff fime and expenses being
charged for the food. services program. As previously mentioned, the
director identified and instructed the outsourced accountant regarding the
extent of labor activities to be charged for each respective employes.
According to the director, the meal services for TFSI were provided by
Royal Dining, an outside food catering business that cooked, prepared,
and served ail meals for TFSL

In order to determine whether the recorded food services costs were
indeed for GDSI, we requested but the director refused to provide related
entity records, arguing that TFSI was unrelated. Absent the TFSI’s
accounting records and source documents, we -couldn’t ascertain that the
claimed food services costs were for GDSI. Thus, the entire amount
reimbursed for the food services program remained unsubstantiated.
Furthermore, we found that the CDE overpaid GDSI $501,746 for
claimed meal services costs that were in excess of reported food services
costs as follows:

‘Fiscal Year
Reimbursements: 2008-09 2009-10 201011 2011-12 Total
SNFP $ 201,137 §$ 213,816 $ 189,649 $ 288,981 § 893,583
CACFP 336,132 304,930 386,212 370,215 1,397,489
Total 537,269 518,746 575,861 659,196  2.291.,072
Reported food
services expenses;

Personnel 94,342 94,200 93,318 85,594 367,454
Food supplies 380,946 386,809 367,473 286,644 1421872
Total 475288 481,009 460,791 372238 1,789,326
Overpayment § (61,981) $ (37.737) § (115,070) % (286,958) § (501,746)

Statements of Financial Accounting Standards 57 defines a reldted party
as “an entity that can contrel or significantly influence the management
or operating policies of another entity to the extent one of the entities
may be prevented from pursuing its own interests. A related party may
be any party the entity deals with that can exercise that control.
Examples of relaled parties include members of management, the
governing board, and their immediate families,”
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California Education Code section 38091 states, “The cafeteria fund shall
be used only for those expenditures authorized by the governing board as
necessary for the eperation of school cafeterias. . . .”

Title 2, Code of Federal Regulatioris, section 225, Appendix B, section
8, Part h, subsection 4 states, “Where employees work on multiple
activities or cost objectives, a distribution of their salaries or wages will
be supported by personnel activity reports or equivalent
documentation...” Subsection 5 states, “Personnel activity reports or
equivalert documentation must meet the following standards: a) They
must reflect an after-the-fact distribution of the actual activity of each
employee, b) They must account for the total activity for which each
employee is compensated, ¢) They must be prepared at least monthly and
must coincide with one or more pay periods, and d) They must be signed
by the employee.”

Recommendation

As GDSI continues to participate in the SNP, we recommend that the
CDE require GDSI to implement internal control standards, in¢luding
policies -and procedures, to ensure that claimed costs related to food
service are properly authorized, recorded, and substantiated. We further
recommend that the CDE take action to recover the entire amount
reimbursed during the audit period, as GDSI has failed to provide
related-party records and source documents to substantiate claimed
nutrition services.

GDST’'s Response

TFSI, Spectrum Surveillance System, Natural Solutions and Pacific
Books& Supplies are not relaied parties of Golden Day Schools, Inc.
Neither GDSI nor the Administrator, Dr. Clark E. Parker, have
authority to make the books and records of these corporations or any
other corporation available to the SCO for audit. The GDSI’s necessary
and reasonable incwrred cost that thé SCO has stated they will
recommend to be disalloweddue to GDSI's failure to provide another
corporation’sentites books and records available to the SCO for their
audit is anlegal action. GDSI does not have the authority to comply
with this legal request. These corporate entites are not related parties to
GDSL The Golden Day Schools, Independent outside auditor, Steven
A, Flores CPA, has published three (3) certified andungualified opinion
audits stating all recorded costs and expenses set forth in his GDSI
audits were mcurred by the Golden Day and they were properly
charged to the GDSI CDE funded Child Development program for the
year in which they were recorded.

SCO’s Comment
The finding remains unchanged.

As aforementioned, during our walkthrough of the GDSI opetations, the
director informed us that meals for the jointly functioning TFSI’s charter
school program was provided by an outside vendor, Royal Dining.
Absent TESI records, we attempted to obtain account and records of
Royal Dining for TFSI meal services.
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Royal Dining informed us that it did not provide any meal services to
TFSI during the audit period (school years 2008-09, 2009-10, 2010-11,
and 2011-12). Royal Dining began providing meadl services to TFSI
effective school year 2012-13 for two of five TFSI locations; 2301 E
Rosecrans Avenue, Compton, CA; and 3405 West Imperial Highway,
Inglewood, CA. Neither of these locations involved GDSI programs.

As we were unable to substantiate TES] meal program costs due to lack

of TFSI records, GDSI’s meal program costs remain unsupported,. and
therefore, unaliowable.
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State Agency Audits Bureau !
California State Controller i
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Re: Draft Audit Report for Golden Day Scheols
Dear Mr. Finlayson:

1 have enclosed herewith our response to the-following proposed andit FINDINGS.
e FINDING 1 - Lack of Internal controls over related party transactions
e FINDING 2 —Ineligible attendance |
o FINDING 3 —Unsupported salaries, ?
o FINDING 4 - Unsupported employee benefits, L
o FINDING 5 — Unsupported administrative salaries, ,

o FINDING-6 — Unallowable triple-net lease: :ént, property taxes, and renovafion and
Tepair,

@ FINDING 7 — Unallowable expenses; insurance, utilities, housekeeping, and other ]
CXpenses,

o PINDING 8 - Upsubstantiated.auto allowance,

° FINDING 9 — Unallowable legal fees,

!
e FINDING 10— Unallowable costs: previous yeais” non-reimbursed instructional
supplies,

o FINDING 11 ~ Unallowable interast expenses

o FINDING 12 — Unallowable nutrition program costs
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4508 Crenshan Bivd  Lbs Angeles, CA 90043 (323)296 - 6280 fax{313) 295 - D601

eted consideration of ourrequest.

Thank you for your antici

Clark E, Parker Ph.D.
President/Administrater
Golden Day Schools, Inc.
4508 Crenshaw Blvd,
Los Angeles, CA 90043

cc: Chris Prasad
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GOLDEN DAY SCHOOLS RESPONSE TO THE
SCO DRAFT AUDIT REPORT

FINDING 1

Lack of Internal Controls over related party transactions

The SCO makes several unsubstantiated allegations regarding Golden Day's 1.1
involvement in various related-party transactions with the director, and his wife,
_as well as several other related entlties.

It Is true that Golden Day leases its classroom facilities from Clark and Jeanette
Parker which is a related party transaction. However that transaction has been
scrutinized by CDE, the courts, the IRS and the California Attorney General and all
have found it to be in compliance with all applicable laws and regulations
governing related party transactions with a California non-profit corparate
arganization.

Therefore, the SCO’s allegation that this transaction is not proper cannot be
substantiated and no further discussion is Warranted at this time.

Now, as to the other entltias that the SCO allege is a releted party to Goiden Day
the statement is not correct for the fmliowlng reasons,

TESI, Spectrum Surveiliance Systems and Pacific Books & Supplies are not related

1.2
parties to GDSI.

Golden Day Schools has never done business with Spectrum Surveillance Systerns,
the auditors has confused Spectrum Electronics, which is a burglar alarm company
that provides burglar alatm manitoring service for the GDS! sites, with Spectrum -

Golden Day Schools Response to SCO Draft Audit Report FINDING #1 - September 8, 2014
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Survelilance System, the two entities are not related, Neither the Director nor
anyone in his family has an interest financial or otherwise in Spectrum Electronics.

Golden Day has not done business with Pacific Books in over 6 years and itis not a
relatad party to GDSL. i is not owned or controlled by GDSE Neither of the
Parkers or any member of their family have an interest in Pacific Books nor have
they ever received any direct or indirect bensfits from this entity. Pacific Books is
a DBA entity of TFSI. It has not existed for approximately 6 years. Anywéy, itis not
a related party to GDSI. On information and belief it was a dba entity created by
TFS1 to allow TFS] to purchase stitdent books at wholesale prices from the

- textbook publishers for the students who attended TFSI. in other words, this

entity allowed TFS! to purchase their student textbooks at wholesale prices
instead of having to pay retail prices. Pacific Books used its hame to secure
discounted copying and printing services frem a local printer at discounted prices
for making their parent manuals artd doing binding of their internal documents.
Golden Day had its parents and classroom manuals printed by the local Pacific
Book printer which saved GDS! over 35% less than the quotes ebtained from
other local printers. Pacific Baoks never charged GDSI one penny more than the
printer billed Pacific Books for the work they did on behalf of GDS).

Natural Sdlut'lc_ms is not and has never been a company owned by Clark E. Parker
Sr., a Director of Golden Day Schools. Clark E. Parker, Jr., the directar’s adult son,
has a financlal interest in Natural Solutions. Natural Sojutions sells cleaning
products to Golden Day Schools. Natural Solutions sold eleaning products to GDSI
long before the director’s son had any ownership position in the company. This
transactioh has been vetted by the Golden Day Board and other governing
entities and all arms length rules and Jaws governing conflict of interest and -
related party have been adhered to for transparency. Neither Clark E. Parker Sr,
nor Jeanette Parker has ever voted on any contract(s) or purchases that occurred
between the two entities. Again this matter has been looked at for over 18 years
and alt conflict of interest and arm length rules have been adhered to regarding
this matter. ‘

Golden Day Schools Response to 5CO Draft Audlt Report FINDING #1 - September 8, 2014
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The draft audit report makes an inaccurate allegation at page 13 which is untrue,
it states “also, during the fieldwork, the director failed to provide written

" accounting policies and procedures. These were only made avallable after the
presentation of our findings at the exit conference.” Again, the draft audit report
has made statements that are untrue and cannot be substantiated; all requested
documents were made available to the team of auditors as they requested them
during their fieldwork.

1.5

What should be stated that the draft audit report fails to state is the following: -
the 5CO had several audit teams that came to GDSI to do fieldwork and they only
had a small scanner to copy the documents thay reviewed. Many documents
were given to and discussed with the auditors by the director some were copied
by the auditors and some were not. Every document that was requested was
given to and made available to the SCO’s field auditors and the director asked
many times in writing for the auditors to put in writing any requested documents
they wanted that was not or had not been provided to them. Each time the
director received a request it was fuifilled within the time agreed upon. At the
time of the exit conference there was no written request from the auditors that
had not been fulfilled. There were many 5CO auditors that came and went during
the field work assignmeant. At the exit conferance the director stated to Mr.
Finlayson, Mr. Prasad and Mr. Kurokawa, (Mr. Kurokawa replaced Mr. Ken Harris
as the fleld supervisor during the middle of the audit fieldwork), that he Indeed
had presented the accounting procedure manual to the auditors anid If they did
not make a copy of the-accounting manual, it was not GDSi fault, however, the
director agreed to make a-copy of the accounting manual alohg with the execuited
engagement letter between the CPA accounting firm and GDS] and send it to the
'5C0 by mail. They could not walt for the director to make a copy of the
documents because they stated they wefe in a hutry to'catch a plane batk to
Sacramento.

_ GDSPs CPA is the Miller Accounting Fifm; they prepare and publish the schools
hooks and financial records from source documents. The Accounting Manual
document was discussed with and made available to the field auditors in 2013

Golden Day Schools Response to SCO Draft Audit Report FINDING #1 - September 8, 2014
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shortly after they began there fieldwork, The only addItional document they
requested from the director was that he obtain from the accounting firm a
breakdown of the way the General Ledger was organized and a description of the
chart of accounts and thelr meaning, which he obtained and gave to the auditors
as reguested.

1.5

Now to say this Accounting and Procedure manual was hever given and/or shown
1o the field auditors is disingenuous and troubling. This should not be a game of -
I got you— but rather what are the facts, The facts are - this Accounting and
Procedure manual exist and has always existed and it was discussed with and
shown to the SCO auditors duting their fieldwork,

The statement made by the draft audit repart that the GDSI's CPA did not have
access to source documents for audit documentation is without merit and is not
true. GDSI independent outside auditors, Steve Flores and associates, take great

1.6

‘exception to this statement because it impugns their reputation and

professionalism. This matter will be later addressed by the auditors in our later
response.

The statement inthe draft audit that states, GDS! lacked prudent procurement 1.7
practices to ensure fair values of related party transactions is untrue and cannot
be substantiated. GDS! has followed every known procedure that was required for
it to substantiate all related party transactions including following the California
Corporaticn Code, the CDE Funding Terms and Conditions regarding obtaining
iIndependent Appraisals at the time of the applicable transaction and Board .
Member recusals) as applicable, along with prior disclosure to the Board of
Directors of any direct or indirect related party involvement in any financial
transaction by any member of the board. This matter was never discussed or
mentioned as a matter of concern by the SCO auditors with the
director/administrator during the SCO fieldwork and how the SCO can now
propose to publish such a conclusion is puzzling and troubling.

The California Department.of Education Accounting Manual defines Internal 1.8
Controls as follows:

Golden Day Schools Response to SCO Draft Audit Report FINDING §1—September 8, 2014
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“A plan of organization under which employees' duties are so arranged
and records and procedures so desighated as to provide a system of self-
checking, thereby enhancing accounting control over assets, liabilities,
revenue, and expenditures. Under such a system the employees’ work is
subdivided so that no one employee performs a complete cycle of
operation; such procedures call for proper authorization by designated
officials."

Therefore, based on CDE's own accounting manual’s dafinition it is a BIG LEAP for
the $CO to contend that GDS| did not have adequate Internal Controls over
financial operations for the entire period. During their audit every financial
expense record they requested and reviewed contained a copy of the source
document and-a copy of the chack that was recorded in the G/L or the revenue
and the ledger from which it was recorded and received in and later posted in the
G/L.

Thie SCO in the draft audit report makes disparaging statements about GDSI, Its
Boarad of Directors, Its accounting firm and its independent outside auditors
without clting any facts. Further, the draft audit report states the following:

“Thigre is sighificaiit doubt ds to whethir 3 goverriing board sctually existed” The ™

Draft audit report goes further to say GDS! lacked an adequate recordkeeping
system, maintaining accounting bookkeeping purposes and source documents to
substantiate costs reported in the financlal statements, etc”, The SCO’s
allegations, befiefs, doubts; and unfounded assumptions do not cite ohe shred of
evidence to support their finding and conclusion.

These outrageous statements show an actual btas attitude and a callous position
of prejudice by the SCO's authar(s) of this draft audit report, against GDSI and
everyona associated with GDS, these statements cannot be justified. The bias
and prejudicial conclusions reached by the author(s) of the draft sudit report
cannot be responded 1o with a degree of dignity and professionalism because the
allegations are so outrageous they do not warrant a further response.

Therefore, F will close by saying these statements are very disingenuous and

troubling and they exhibits a great degree of actual bias. The state auditor's job
should have been to perform a performance audit and to build on the financial

Golden Day Schools Response to SCO Draft Audit Report FINDING #1 - September 8, 2014
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and compliance audit completed by the GDS! independent outside auditor which

was completed in accordance with the criteria set forth in Education Code Section 1.10
8448 et. seq., and GAAS, However, the SCO has performed a complete new audit

by undermining the outside independent auditor’s repotis as they were

submitted for the audit period in guestion.

This attack has allowed the SCO author of this draft audit report to make
unfounded allegations and reach unsupported outrageous conclusions that have
not and cannot be supported with a shred of evidence. The unsupported
allegations. have Included attacks against the Director/Administrator, the Board of
Directors, the GDS] accounting firm and the GDS| outside independent auditors.

Therefore, without going furthar we will conclude by saying these statements and
unfounded conclusions made by this draft audit report’ author(s) are Defamatory,
Libelous and Untrue and the SCO auditors know it-or should know it.

GDS! has a plan of organization and a system in place to enhance self-checking
over the steps involving the procedures for each of the areas set forth in the
internal Controls definition. GDSI has an Accounting Manual that defines the role
of each employee in the accounting process and their respective function
regarding the GDS] accounting procedures as they relate to the GDSt assets,
liabilities, revenue and expenditures.

1.8

GDS! has an engagement agreement with their outside accounting firm, which the
SCO has a copy of, GDS| receives monthly financial statements created from 1.5
inputted source documents from their accounting firm; and they receive monthly
checking account(s) bank reconciliations, monthly payroll journals for ali payroll
payments and copies of all fiscal government reports as they are filed. These are
the necessary documents needed to allow them to enhance thelr accounting
controls for each of these procedures and to comply with the strict definition of
Internal Controls as it is set forth above and taken from the CDE Accounting
Manual,

It is very disturbing when a government agency results to these types of reckiess,

. . 1.10
defamatory and libelous allegations and attacks, about another’s chatacter,

Golden Day Schools Response to SCO Draft -Audit Report FINDING #1 - September 8, 2014
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reputation and professicnalism without one shred of evidence to support their
statements and conclusions. And they have done it with impunity.

The audit report makes statements about Dr. Clark Parker’s salaries that are 1.1
repeated in FINDING 5 which will be addressed in more detail when GDS

responds to FINDING 5. However, GDS! disagree with the SCCG’s conclusion and

therefore, contend that Dr. Parker’s salary was reasonable and in accordance with

other comparable Executive Directors that have the same education, expsrience

and responsibility as does Dr. Parker. He only received percentage increases

equaling to the same percent CDE gave annually to all child care agencies and

.GDS!I passed on to all employees during his tenure.

Howaever, for the record the 5C0's statements regarding View Park Estates
Development, Inc. and Spectrum Surveillance Systems” income and employees are
incorrect. Although Dr. Clark Parker has for ever 50 plus years of his business
career been involved in several businesses he was not involved in any of those
activities during the audit period in question. Dr. Parker was appointed to the
SCAQMD governing board two years ago and they meet ohce per month for 1-1/2
hours per month for 11 months per year. The SCO’s source for this infermation is
unreliable and it is based on speculation at best, it should be deleted from this
audlt report as it relates to Dr. Clark E. Parker.,

Dr, Parker held tio other corpotrate, or appointéed committed time positions during
the audit period. Dr. Parker’s duty statement submitted to the SCO’s auditor’s
stands as submitted for the audit period.

' 1.310,
The SCO know or should know that.the author of this draft audit report as shown ‘

actual bias or has shown the appearance of bias and if either is true due process
demands that he be removed from further involvement with this audit.

With that said, GDS! will conchide by saying we do have adequate internal
cantrols and same have been verified by two CPA firms, one being an
independent outside audit firm who was retained and engaged to perform an
independent audit in accordance with Generally Accepted Auditing Standards
(GAAS), and the CDE Audit Guide, which he performed and submiitted his
ungualified audit of Golden Day Schools as set forth in Education Code Section
8448 to the California Department of Education. Therefore, we stand on our
record as presented herein for this FINDING 1.

Golden Day Schools Response to SCO Draft Audit Report FINDING #1 - September 8, 2014
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GOLDEN DAY SCHOOLS RESPONSE TO THE
SCO DRAFT AUDIT REPORT

~ FINDING 2

We have presented herewith our response to the proposed eligibility and attendance
findings for the 96 children and family files the SCO allege they found errors with. Each
stack of names addresses a certaln Issue that the SCO raised in their draft audit report.

We disagree with all error findings set forth in your finding Number 2 except two income i
calculation errors that have no bearing on the family’s eligibility for subsidized child care.

The sample error method the SCO propose 1o Use to randomize the error rate across the
total population of approximately 1600 family files is improper. The data is not
homogeneous and as such a randomize error rate sample Is not approptiate for a data
base with these many vartables. There are over 32 variable scenarios that must be taken
Into consideration in order to use a stratum that will work in this scenario. For example
the attendance is broken down into 5 different categories and can vary this much for one
child over any time period. The categories for eligibility varies by 7 eligibliity criteria (e.g,,
Limited English Deficiency, Handicapped, Special Needs, No Special needs,
Infants/Toddlers, Praschool and School Age) and for different time periods within these
categories, half-lime, three-guarter time, full-time and fulltime plus, A child can go from
one category to the next within one week and multipie times within the same month. Any
type of randomizing error sampling technigue must be limited to a homogenous group for
al} categories because the standard deviation (r%) will vary greater than >,0.50 for any
group and this will render-the sample error results void for a lack of homogeneity.

Golden Day Scheols Response to 5CO Draft Audit Report FINDING #2 ~ September 8,2014
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State Allege Errors For
11 - Children not onthe disallowed attendance report 21
However, they made no difference because they were not charged to the State on the 2400
for the audit period 07/01/2008 — thru 06/30/2010

Golden Day Schools Response:
Most current variation for the 2600 was for o period 03/08/2012

1. n-— Ouiside of audlt perod for CDE child care program - see most clrrent

recent 8600 and NOA dated 03/08/2012 this was a change in service transaction, not a recertfication

next recertification was completed 08/03/2012 therefore, no income verlfication wasrequired for the
updated form 9500 date- 09/30/12. Thisis not a CDE Audltable, ' |

2“— Custodlal parental documentation Is in file - see power of attorney Ietter in

file appolnting Norma Gamboa to take custody of child,

3. — There's an affidavit signed by parent {Chanae Penn] giving guardianship ta Carla

Penn child was not under mother or father s care {Parents were incarcerated see attached
documentatjon in file,

4(“4 Child enrolled 06/18/2008 — new reguiatiun 18100(a){2) was not effactive '
untll 20/01/2008 child was droppet 09/30/2008.

5. m"- Child recertifled 08/29/2007 - new regulation 18100(a){2) was not effective
untll 10/01/2008 ~no father' sname on child's birth-certificate child dropped 08/25/08,

Il — Attendance days claimed between recertification are reasonably claimed on 8400
recemf‘caﬂon was started 08/07/200% — see release form signed and dated 08/07/2008 hy parent.
7. m— Child enrolled 09/17/2007 new regulation 18100{a){2) was not effective yntil

10/01/2008 Child was dropped 01/31/2008 - No father's name on birth-certificate — outside of audht
peﬁod

BBE2 — Child recertified 02/08/2008 new regulation 18100 {2){2) was not effactive .

9. Y f-ﬁ:f;:- Even If Income calculation was in error parent was still eligible for
subsidlzad chﬁd cara: .

10. R e - Parent was incapacitated on G8/06/2010 not seeking employment
from 08]06/2010 to 10/04/2010 see mtzapacxty documentation dated frorm: 05/08/2009 to 08/10/2010

11, _ — :

Ll ST SIS Parent enrolied 03/09/2009 Documentation to support single parent in
home per new reguiatlcm 18100(a]( )~ see utility bill is flle.
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STATE DISALLOWED Eligibility and Attendance for Twelve {12) Chlidren

‘Reason for disallewance ~- ”Gup in recerts between days”
Golden Day Schools Response:

Recertification section 18103, only requlres contractors to update fomily application. Update

application is defined under section 18078 {r) it does not require o date fo be inserted on the
updated application.

1. ~— Attendance days claimed batween 12/01/2008 thru {39days)

61/07/2009_ was reasonably claimed on 9400, Recertification was started before the expiration of the
12month eligibility period, —see definltion of recertification section 18103 and definition of “UPDATE”

section 18078 {1} ;
2. - Attendance days claimed betwaen 097/14/2010 thru (144dqys) Ji
10/06/2010 was reasonably clalmed on 9400, Recertification was started —before the expiration of the !
12month elighbility perlod —see definition of recertification section 18183 and defi nitmn of “UPDATE”
sectmn 18078 [r). {see footnote 1 below) :
%
3. — Attendance days clalmed between 06/10/2009 thru (23duys) f
06/19/2009 was raasonabiy clalmed on 9400. Recertification was started 06/11/2009 ~see release form to ‘

employer signaq and dated 06/11/2009 by parent. {see footnote 1 below)

4,

= Attendance days claimed between 08/07/2009 thru 09/14/2009 {43doys)

was reasanably claimed on 9400. Recertlfication was started 08/06/2009 ~ see release form to em ployer
signed and dated 08/05/2009 byparent. (see faatnate 1 below)

! Spetion 18103 {a} defines recertification as follows: ®(a) after inltial ceftification and enroflment the contractor shall verify need angd
eflgiblifty and recertlfy &ach famlly/child as folldws:

{3).... Familles shall be recertified at leaist ance each contract period and at Intetvals not ta exceed (12} months,: .
{b) conlractors shalf update the family's application to document continued need and ellpibility as speciiled In Education Code Section
8263 (a}fi} and (a}|2)..asfollows,: .

section 18078 {r) deflnes update the application a5 follows,: {r) update the application means the process of revising the application... The

application shell be revised by Inserting the [atest fa mlly Informatlnn that documents the continued need and eligibility for child care and
development services,

Please Nole~ Sacliohs 18703 and 18078 (r) do nol require a date io be pliced on the application but only required

that the applloation be'ipdaled and that the process o begin withln g 12 month thme frame after the initlal enroliment
or Re-cartification,
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SEREs — Attendance days claimed hetween 02/06/2009 thru D2/09/2009 {79days)
-02/09/2010 thru §3/23/2010 and 03/23/11 thru 03/28/2011 was reasonably claimed on 8400,

Recertification was started-before the expiration of 22months —see definition of racertiflcaticn 18103 and
definlticn of “UPDATE” 18078(r). {see footnote 1 below)

o - Attendance betwepn recertlﬂcatmn 01/28/2009 thru {209dnys)
02/23/2009 was reasonahly tlaimed on 9400, Recertification was started 02/04/2009 ~ see release form to

employer sign and dated 02/04/2008 by parent —see definition of recertification 18103 and definition, of
“UPDATE 18078(r} {see footnote 1 below)

7. ] — Child enrolled 09/30/2008 new regulation 18100(2)(2) ’ (250days)
was hot effective untll 10/01/2008 alse attendance was reasonably clalmed on 9400 for - see Notice of

Action date piven to parent to start Septernber 30, 2008 and the Estimated recert!fication date September
30, 2009 in file. {see footnote 1 below)

8. “— Child enrolled 07/15/2008 — child was dropped 07/15/2009 (35days)
(see fooinote 1 below)

R — Attendance c}aimed between 08/30/2010 thru 3.2/31/2010 (4tlays)

was reasnnably clalmed on 9400 ~see documentation — seeking employmeant 06}50/2010 thr 068/30/2010
and {n training frem 08/30/2020 thru 12/19/2010 {see footnote 1 befow)

Sertipn 18108 {a) defines recertification as follows: *(a] afier infttal cerlificatlon and enreliment the contractor shall verty need and

lipibility and recertify each family/child as follows;

33.... Farmiiles shall be recertified st least once each contract period and at Intervals not to exceed {12) months,:
(b) contractors shall update the family's appiication to dogument continued naed and efigibility as specified In Education Cade Section

1263 {a}f1) and (a}{2)..as follows,:

iection 18078 [r} defines update the application as foliows, : {r) update the application means the process of revising the appiication,.. The
ipplication shall be revised by inserting the latest family informatlon that documents thee continued needand ellgibility for child care-and

level opment services.

3jgase Nota - Sections 18108 and 18078 (r) do not Fequire a date to ba placed oy the application but only required
‘hat the applicalion be updated and that the process to bagin within a 12 month time frame aiter the inills! anroilmeni

w Re-cerﬂﬂc&lfon
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Attendance ong(1) days claimed between 09/19/2009 thru {18days)
09/30/20 was reasonably claimed on 9400. Recertification was started before the expiration of

12menth ellgibility period - see definition of recertification section 18103 and definitlon of “UPDATE”
section 18078 (r). {see foothote 1 helow)

llm — Child enrolied 06/01/2010 there is no attendance claimed on (43daps)

9400 for the period in guestion - see parmit to start dated 06/01/2010 notice of action dated 08/01/2010
Itidicating date child was added 1o program {see faornﬂte 1 below)

124 —~ Attendance of ten (10} days claimed between 10/08/2010thru {21days)

10/25/16 was reasoriably claimed on 9400 recertification was started hefore the expiration of 12months~
see definition of recertification section 18103 and definitlon of "UPBATE" 18078 {r). fsee footnote 1 below)

*5ection 18103 {a) defines recertification as follows: “{a) after Initial cerﬂﬂratlcn and enicliment the contractor shall verify need and
eligfbility and recertlfy each family/chlld as follows:
{8].... Famllies shall be recertified at least ance each coptract perlod antiat intervals not to exceed (12) months,:

{b) contractors shah update the famlly’s application to document confinued need and ellgibllity as specified In £ducation Code Section
8263 {a){1) and (a}{2}..as follows;: [
Section 18078 [r) defines update the application as follows;: {7} update the apphcation meang the process of revising the application... The

sppll catlon shall be revised by Inserting the latest femily Information that documents the continued need and eligibifity for childt care and
develnpmenl services:

Please Nefe—Seclions 18103 and 18078 (1) do not require & date 1o be placed on the application buf onjy required

thet the applieation be uptated and that the procsss to begin within 2 12 month tme frame after the inllial enrollment
or Re-perlification. .




1. m—- Child enrolled 09/05/2008 repulation 18086.5{b) was not effective

Reason for disallowance — “No seeking employment documentgtion in family data file”

antif 10/01/2008 — Additional seeking employiment documentatt

10/01/2008

M Child enrolled D9/26/2008 regulation 18086.5(b} was not effective

untll 10/01/2008 — Additional seeking employment decumentation was not a reguirement prior to

10/01/2008

”— Child enrolied 09/08/2008 reguiation 18086.5({b} was hot effective until
10/01/2008 — Additiona! seeking employment documentation was nat a requirement prior to 10/01/2008

“ Child enrolled 05/16/2008 regulation 18086.5(b) was not effective
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STATE DISALLOWED
Eligibility and Attendance for five {5} children

2.3

Golden Day Schools Response:

|
{17days) i]

on was not a regitirement priorto I
) i

{45days}

v

56days)

{33days)

untll 10/01/2008 — Additional seeking employment dacumentation was not a requirement prior to.16/01/2008

. ORI — o.tsid: of audit period. Seeking employment documentation

{672days) -

01/30/2008 —0373012008, New seeking employment reguletion Is not subject to this famlly- new regulation 18086(b)
was not effective until 10/0172008 - see court order Custodizl parent Is the father this is the dotumentation to support
single parent in home see child support documentation in file, Recartification sectlon 18103 enly requires that we
update sectiof 1807&(r) the family application, Recertification was started on 04/01/2008 before the explration of prior

:

i

1]

E

E

!

|

E

elighility period, - see file documentation. \
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STATE DISALLOWED'
Eligibility and Attendance for six (6) children attending
Reason for disallowance — “Family change in income -no documentation”

‘ Golden Day Schools Response:
1 ~-- Income calculation was corrected at time of Inltialenrollment {Dcltrys)

parent was advised to notify the school within five(5)days of any changes in income — see regulation 18102
changes to family ércumstances and signad receipt of notice signed 11/17/2008 - notice infile

N“ Child recertified 05/30/2008 ~ Chitd dropped 08/25/2008 -

[

N

{0days)
SRR vy hes two(2)fles — see attached 560D child enralled 01/08/2008  (135days)

’ M“ Parent started recertification 08/16/ 2008 before new (234days)

regulation became effactive on 10/01/2008 there s a parent release form for recertification year
09/16/2008 in fite

B W

5. - Documentation to support single parent tn home- see utility bill {(261doys)

in file, The days 02/06/2008 thru 07/17/2009 showsd adjustments for best Interast absent days —no
adjustments for the months of August 2609 and Septembel 2002 - was made, This is allowed by the
regulations ~ 10 days for best Interest ahsences is allowed per fiscal year;

6 ”— This form was filed In the Family data file the personal data side of

. ! {87days)
family data file - see —attached 5600 application. Auditors overlooked this form,

2.4

e e

e e e T
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mecres ety vyt = CHRIDIITY 800 Attendance for 62 Families for the

foliowing periods

55 ~ Childréh For The Audit Perlod 07/01/2008 ~ 06/30/2011 2.5
Reason for disallowance ~ “ No documentation indicating the presence or absence of father,
nableto verify alf sources of income due to no documentation regarding father’s address”

Golden Day Schools Response:

7. s Child recertified on 07/14/2008 new regulation 18100(a){2) was nat  (48days)
effective until 10/01/2008. (see footnote (1) below} .

m-— Child recertified 02/27/2008 new regulation 18100{a){2} was hot _{ésdays)
effective until 10/01/2008. (see footnote {1} below)

3. w-— Child enrolled 07/08/2608 new regulation 38100{a}{2) was not (47days)
effactive until 10/01/2008 — no father's hame on blrth-certlﬂcate there wds no recertification - child was
terminated 09/30/2008, {see footnote (1) below)

4. SRR - Child recertified 0/06/2007- new regulation 18100(a){2) was rot effective {odays)
‘until 10/01/2008 tast retertification 08/06/2007 ~ outslde of audit pariod — 9400 show no attendance

therefare, no charge was made to the State subsldized child care program. Kvler Clarke’s birth-certificate.is in
the family data file- no father's name on birth-certificate nor on application. (see footnote (1) helow):

5. “- Child enrolled (08/08/2008 new regulation 18100{3}&} was not effective {0days)
until 10/01/2008 —no father’s name on birth-certificate, fsee footnote (1) below)

6. NN — Child receriified 11/06/2007 new regulation 18100(aj(2) was riot  (0days) .
effectlve untlf 10/D1/2008 — no father’s name on birth-certificate child terminated 11/06/2008,
[see foatnate {1} be!ow)

7. m— Family recertified 02/08/2008 new regulation 18100(a){2) was not  {123days)
affective until 10/01/2008 — See rent receipt for father dated Feb 2009Family dropped from program
{12/0E/2009. (see fotnote (1) below)

8. {SRIRARR — Chic recertified 03/20/2008 new regulation 18100(2)(2) wasnot  {187¢iays)

effective until 16/01/2008 — See rent recefpt for father dated Fab 2008 father was in home on 03/20/2008
and the famlly of 4 Is correct and the fee ascalculated is correct. famlly, (see footnote (1) befow)

s RESREE — Child recertified 12/10/2007 newregujation 18100(a){2} was (42duays)
not effectrve untll 10/01/?{108 (see footnote (1) below)

. B8 Child enrolled 11/02/2007 new regulation 18100{a)(2} was not {odays)
effective until 10/01/2008 child dropped 11/03/2008. {see footnote (1] below)

Regufation 18100.(a) and {b) that was in effect priorte 10/01/2008 only required documentation of famfly size of the parent’s
1sehold that child was living with a5 certified by the custodial parent. New regulation 18100 {a}{2) effective 10/01/2608
Iressed new documentation requirements if father’ s name was staled on birth certificate or other data flle a;fplicaﬂuns and he
; not living In the same household with the child. Fot these 55 ehildren this new regulation did not apply.



http:birth-certificate.is
http:birth-certificate.is
http:footno.te
http:footno.te
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| gy 111U £CBITITIEE UYY 22/ 2008 new ragulation 18100(a}){2) wasnot effective {164days)
unt}l 10/01/2008 ~ ho father's name on child’s birth-certificate noron application, {see footnote {1} beigw)

12, SRR — 1 recertified 05/15/2007 new regulation 18100(a){2) was ot (Gdays)
affective until 10/01/2008. (see footnote (1) below}

13. SRR - C1iid enrolied 07/21/2008 new regulation 18100(2)(2) was not

) (32days)
effective until 10/01/2008 — child was dropped 09/3(}/?0(]8 ~no father's name.on child's
blrth-'certlﬂcate {see footnote (1} below]

' BNpRE Y | T
14, — Child recertified 02/14/2008 naw reguletion 18100{a)(2} wasnot  (93days)

efch}ive unth 1D/‘0:l/§008 ~chitd dropped 07/31/2008 from program, (see footnote (1) below)

L7 . LA 5
15, SRR i cnrollec 03/23/2008 new reguiation 18100(2)(2) was not

(24doys)
_effective untli 10/"01/2(308 child was dropped 10/23/2008. {see fostnote (1) belolv}

16, _*" Child recertified 06/15/2008 new regulatlon 18100 {a}{2) was not {Ddays)
effective untli10/01/2008 — no father's name on child’s birth- certificate. {see footnote (1] below)

17, — Child recertifiad 03/10/2008 new regulation 18100(a)(2) was {125duys)
" not effectl\re untll 10/01/2008. (see footiote (1) below)
18 .m-— Child recertified 02/25/2008 new regulation 18100(a)(2) was not

{Odays)
effective untll 10/01/2008. (see footnate (1) helow) -

19. m ~ Child enrolled 09/17/2008 new regulation 18100{a){2) was not {25days)

effective until 20/01/2008 — no father's name on child’s birth-certificate. {see footnote (1) below)
20 .w @hitld enrolied 07/29/2008 new regulation 18100{a){2) was not

effective untll 10]01/2008 —child was dropped 09/38/2008. [see footnote (1) below)

{15days)

f — Chlid racertified 03/18/2008 new reguiation 18100(a)(2] was not {Odays)
Y mefﬂﬁf{hﬁe unhl | 10/01/2008 ~ no father's name on child’s birth-certificate. (see foothote (1) below)

22 m-— Child enrolied 07/02/2008 new regulation 18100(a}(2) was not

affective until 10/01/2008 - child was droppad 08/29/2008 (see footnote (1} below)
b . i_'
¥ E

{4z2days)

i

4

Regulation 38100 {a) and {b} that was in efiect prior to.10/01/2008 enly required documentation of family size of the parent!
1seholt that child was living with as certified by the custodial parent. New regulation 18160 {a) (2] effactive 10/01/2008
iressed new dotumentation requirements if father's name was stated on birth certificate or other data file applications and
s not living inthe same househald with the child, For these 55 thildren this new regulation did not apply,

o T s TN
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. Ry 1 s meerend g 427 £UUD NTEW Fegulation 18100{a)2) was hot {208days)
effect e untul 10/01/2008 Famlly dropped 04/24{2009. {see footnote (1) below)

§-- Child recertified 08/04/2008 new regulation 18100(a)(2) was

. _ {43doys)
not efiectJVe until 20/01/3008. {see footnute (1) below}

25 m— Child recertified 03/28/2008 new regulation 18100{a)(2) was {0days}
not effective untl] 10/01/2008, (see fovtnote (1} below)

Zﬁ.m—- Chiid racertifind 03/18/2008 new regulation 18100(a){2) was not {Odays)
effactive untfl 10/01/2008. {see footnote (1) below) .

27. SR - C!d recertified 01/09/2008 new regulation 18100(a)2 was not  {oddays]
effactive until 10/01/2008 - child droppad 05/30/2008. (sez footnote (1} hejow] _

28. m“‘ Child enralied 07/11/2008 hew regulation 18100{a}{2} was not effectzve (35days]

unti 10/01/2008. {see footnote {1} below)

29. ~ Chiid recertffied 03/03/2008 new regulation 18100{a)(2) was not {134days)

eff;active until 10/01/2008 - no father’s name on child’s birth-certificate [see footnote (1) below)
30 '._" child enrolled 03/12/10 — see documentation in file to supp-o‘rt‘ single
parent -see utiity bill in file child terminated 08/31/2010. {see footnote {1) below)
'31.m~ Child recertified 09/25/2008 new regulation 18100{a}{2) was not effective (269days)
until 10/04/2008 ~ child was dropped 08/31/2009. {see foatnote (1) helow) -
gzm Child recértified 07/17/2008 Documentation — New regufation 18100 {a){2} was not
effectlve untll 10/01/2008 ~for recert 07/20/2008 docurnentation t6 suppott singlé parent was on
file., Child was dropped 08/31/2009. (see footnote (1) below)
R - chind enrolied 07/05/2008 new regulation 18100{a){2) was not effective
untll 10/01/2008 - No indication of father on the birth-certificate~ child  dropped 07/09/2009,
[see footnote (1) below) ‘
34. GESRRENER - Ch'd ervofled 02/23/2010 - documentation fetter from Vilma Cruz (227days)

in file to support single parent In file no indication of who the father is on birth-certificate ~ child
dropped 01/20/2011. [see footnote (1) below)

{50days}

(283days)
{283doys)

35,

i et i
e

— Child recartified D5/03/2008 regulation 18100 {a}{2) was not effective {233duys)
until 10/0112008 - See documentation Court papers to support single parent in file and utillty
bill for recertification of 2009 and 2010 - no indication of who the father Is on birth-certificate
child terminated 03/31/2011, {see footnote {1} below)

iepulation 18100 {a) and {b} that was in effect pricr to 10/01/2008 only requived documentation of family size of the parent's
sehold that child was living with as certified by the custodial parent. New regulotion 18100 {a){Z} effective 10/01/2008
~essed new documentation requirements il father’s name was stated on birth certificate or other data fife 2ppliations and
not living in the same household with the child, For these 55 children this new regulztion did notapply
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R N T T R TR 1V (Y [&oudays)
effective until 10/01/2008 ~se8 dccumentatmn for fanuary 2009 utility blli in fiie to support single

= parept In home for 01/42/2009 recertification child terminated 08/31/2009. {see footnote (1) below)
37.“— Child enrolled 01/10/2041 - see documentation rent receipt.n {114days) -

file to support single parent~ no indication of father on birth-certificate child dropped 06/30/2011,
4 (see fovtnote (1) below}
38 Ch!ld enrolled 05/11/2009 - see Documentation for 2003-2010 and 2011 for {524days)
% Recertification utulity bl in file to supportsingle parentin home - no father's name on child’s birth-certificste
child dropped 06/30/2011. {see footnote (1) below)

39 S - chill{enrolled 02/05/2006 - see Dacumentation utility bill for 2008 ~ section  (240days)

vent voueher 2008 utility bill for 2005 i file to support single parent in home child terminated

4. 10/31/2010, {sse footnote {1) helow)

~ Child enrolled 09/1372010 see documentation uttfity bili 2020 and 2011 {224days)} -
1and envelope Indigating father is Incarcerated in file to support single parent in home chifd
Ydropped 05/10/2011, (see fontnote (1) below)

= Child enralled 12/13/2010 see dotumentation uthity bill to support {140days)
single parentth home in file child dropped D6/30/2011., {see footnote (1) balow)

42.”- Child recestifled 09/20/2008 regulation 18100 {2}{2) was not effective  {262durps)

until 10/01/2008 child dropped 08/29/2008. {see _faotnote {1) below)

43 H = Child recertifiad 08/12/2008 new regulatlnn 18100 {a}{2} {266days]
was not effective untll 10/01/2008 - no father's name on birth-certificate child dmpped ’

08/31/2000. (see footnote {1} helow)

48

4
2

4H Child envolled 07/03/2008 new regulation was not effective until {269days}

10/01/2008 chiifl dropped D8/31/2009. {see footnote (1) below)

zmm —¢hild recertified 05/19/2010 ~ see documentation-utility h;ﬂ infile to {431doys)
support sipgle parent in home-child dropped 06/30/2011. {see foatiote (1) below)

QSN- Child recertified 08/04/2008 new regulation 18100 (a){2) was not {253days]

effective unti! 10/01/2008 chiid dropped 08/04/2009. (see footnote (1} below) ‘
47,%— child recertified 08/04/2008 regulation 18200 {al{2) was (309days)
»* nnt effective untll 10/01/2008 child- dropped 03/30/2010. (see footnete (1) below]
SESRRRERY — Child recertified 10/30/2008 see ~ utility bil for 2008 and 20009 (315dlays)

In ﬁie to support single parent in horie chiid dropped 06130/2011 {see footnote {1) below}

Regulation 18100 {a} dnd (b) that was in effect prior to 10/03/2008 enly requlred documentation pf family size of the parent's
usehald that child was living with.as certified by the custodial parent. New regulation 18100 {a){2) effective 10/01/2008
iressed new documentation raquiremeants if father's name was stated on birth certificate or other dats fle anplications and
5 noT living In the same household with the child. For these 55 children this new regulation did not apply,
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— s e v owmn wwsw ool el g REIBEND N0 (Sldays,l

utliity biliin file to support single parent irf home child dropped {}2/28/2011 (see footnate
(1] below)

50. — Child enrolled 03/08/2011 see — documentation uthity bill in file to {82days)

support single parent in home no father's name an birth-certificate ch:ld dropped 06/30/2011.
ee foothote (1) below)

Slm Child receruﬂed 06/27/2008 new regulation 18100(a}(2) was [319days)
not effactive untll 10/01/2008 not a requirement under ofd regulation. {see footnote 1 below)
52, m—- Child enrolled 09/29/2008 new regulation 18100{a}{Z) was not
effactive untll 10/01/2008 child droppead 06/16/2009, (see footnate (1) below)
53. AR - Ch\d enrolied 01/28/2008 new regulation 18100 (a)(2) was
not effective until 3.0/01/2008 chiid dropped 01/23/2009. fsee footnite (1) below)
54, “— Child enrolied 05/10/2011 see ~ documentation  {37days)
utility blll in file to suppott single parent In home - child dropped 06/30/2011.
{see foainote {1) below)
55.~—Chlid enrolled 03/12/2010 sée documentation letter from (216dzys)

Mary Ann Maore to support single parentin home in file —no father's name on
birth-certificate child dropped 03/11/2011. fsee.footnote (1) below)

{223days)

{230days)

SRS o e

Regulation 18100 {a} and (b} that was In effert prior to 10/01/2008 only required docimentation of family size of the parent’s
ssehold-that child was living with as certified by the custodial parent. New regulation 18100 {a){2) effective 10/01/2008
Iressed new documentation requiremeants if father’ s name was stated on birth certificate or other data file applications and

s not Ining in the same household with the chifd. For these 55 children this new:regulation did not apply.
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JIMLE UIDHLLU yeEL
Ehigibility and Attendance for seven {7) children
Reason for disallowance- “Incorrect income calculation”

Golden Day Schools Response: 26

1 m.— Even i Income calculation was racalculated parent was still eligible o f22duys)’
recelve subsidized chlld care - New regulation 18096 (a) - kap between 08/31/2008 and 06/30/2009
claimed on 9400 see definition for recertification section 18103 and definition for UPDATE the application
section 18078{r).! {see footnote {1) balow)

2, “— Even If the employment fetter used an 01/31/2006 was changed {165days)

by the employer and the employer used the same hody.and contents of the letter for 02/04/2008 that,
‘was submitted by Ms. Harvey to GDS on.02/04/2008 for recertification, Golde Day Schools’ employee
verlfied Ms, Harvey's employment further by contacting the emplayer by phone. Ms. Harvay certified
under penalty of perjury that she did work for the employer and that she earned the salary stated on the
02/04/2008 {etter, The GDS employee who did the verification by phone reasonably believed that the
Informatian contalned on the letter was accurate and she used her best judgment to verify employment
by making contact with the employer by phone who did verify the parent’s employment with their firm.
Pursuant to CCR title 5 reguiation 18084{d) which was effectiva at the time of the recertification [02-04-
2008]. It states as follows: “if the parent does not have documentation of his/her income, hiefshe may
muke a declaration of the amount of income”. The employee did make such a declaration under penalty
of perjury which is in the file, anyway this tivie period is not within the audit period (03/01/2008.

— Child enrolled 11/21/2007~ not within audit period {200days)
- see 9600 form dsted 11/20/2008 show family fee of 58.50.

! cartion 18103 {a) defines recartlfication 5 follows: “{a) after inlilal certification and enroliment the contractor shall verlfy need and
~ eliglbifity and recertify eachi famiy/child as foltows:

{2).... Familles shall be receitHled at least once each contract penud and #tintervals not to exceed {12) months,:

(b} contractors shall npdata the family’sapplication to dotument continued need and eligibility as specified In Education Code Section
8263 (a){1) and (@){2)...as follows,:

Section 18078 [f) defines update the aphlication as fallows,: [r} update the appiication means the process of revising the application...

The application shall be revised by Inserting the latest family Information that dosuments the continued need and eligibility for child
care and develapment services,

Please Note ~ Sectlons 18708 and 18078 (r) do hot requiive s daie To be placed on the application bul only reguired

that the applicatien be-updaled and thal the process to begin within a 12 month time frame afier the Inftial
enroliment or Re-certification,
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gy — LTI Enrolled Ul!DS/ZDOS Even If income calculation was in {72days)
error—the family was stlll eligible to recelve subsidized child care, Employment release form signed by
parent was not a requirament prior to 20/01/2008 - Family drepped from program 131/28/2008.

e Q& — Child recertifiec 02/01/2008 and this |s outside of the " {62days)
audlt permd Regulatlon 18100{aj(2) was riot effective until 10/01/2008- Parent dropped 06/30/2008.

6. u ~ New regulation 18096(a) income calculatlon bi-monthiyinstead -~ {48duays)
of bl-weekly income calculation was in error, however, the family size was seven{7}{{five(S)children and
{2}aduits] the auditors verlfied the family size see thelr comments, birth certificates are n file family file,

did riot have to pay a fee and was eligible to receive subsidize child cate based on Famtly size no family
fee wasrequired.

7. RSB - chiid recertified 07/31/2008 new regilation 18100 (a)(2) was not (238days)

effective until 10/01/2008 - no father's name on birth-certificate even if incoma calculation was in.error
and recalculiated parent was stilf eligible far subsidized child care.
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|
|
GOLDEN DAY SCHOOLS RESPONSETO THE SCO |
DRAFT AUDIT REPORT

Unsupported salaries

GDS! disagrees with the SCO'S conclusion that the salaries expended and reported for 3.1
fiscal vears 2008« 2011 were not properiy supported.

The SCO'S basis for disallowing these salaries Is without merit for the following reasons:

o Golden Day Golden Schools, Inc. {GDSI) conducted and administered one program
—it's Subsidized Child Care and Development Program funded by CDE.

i
1

e Today's Fresh Start is a separate entity. TFS is a non-profit California Corporation

and it has its own separate programs, itis a public funded Charter Grade Schoo!
offering Education for Children in Grades K— 8,

o Today's Fresh Start Charter School's Program is autherized by the California State
Board of Education.

o The 5CO’S has misrepresented the applicability of Funding Terms.and conditions §
(FT&C) Section VL.E. The FT&C Section V).E states as follows:

(E). General Report Keeping Requirements

“If the contractor has meore than one CDE program, then the methed used to
allocate administrative cost mustbe documented.” [Golden Doy Schools hod only
gne CDEfunded program and therefore, this FT&C Section does not apply to this

Pagél
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Issue. GDSI maintained and producedoriginal Time Card source documentation L,
signed by the employees and the employees’ immediate supervisor s support for 8.2

this issue. The timecards were reviewed by the 5CO auditors as required by the |
contract terms.] 3.1

“If-an employee is multi-fundedon a time accounting basis then the i
employee’s time sheet must indicate the actual amount of time spent in each
program per day.” [Golden Day did not have multi-funded employees. The
emplioyees worked for GDSl.anly during the time reported on their time cards and ;

GDS! had only.one COE funded program. This FT&C Section does not apply to any i
‘GDs! emplayee.] i

“State employees or representatives shall be allowed access to all programs 2.2
related-orfiscal records during'normalwork hours.” {The CDErepresentative, SCO, ’
wuas allowed access to all GDSI program ond fiscal related records]

e Golden Day Schools, Inc. only hired employees who were qualified and expressed
employment availability for the time periods required by GDS], {The employees did 33 1
not work for another employer during the hours they were employed by GDSH. %
Simply put, these employees were not working Tor Today's Fresh Start or any ather

employer-during the times recorded on their time card for which they were paid by
GDS|. . i

® Golden Day Schools, Inc. isa not-for-profit California-Corporation controlled by an 1.1, 1.8
independent Board of Directors. Dr. Jeanette Parker was not-a member of the
Board of Directors of Golden -Day Schools during the audit period under review. Dr.
Clark E. Parker was a member of the-Board of GDS! during this period.

o GDS)held Child Care Center Licenses issued by the California Department of Social 3.4 |

Services and asregulred by its contract with CDE it was required pursuant te the

terms of its-contract with CDE to-comply with Title 22 of the California Code of

Regulations, specifically Section 101216 of said regulation. '

CCR Title 22 Section 101216{e) and {f) - Provides as follows:

(e} All personnelshall be given.on-the-job training in the areas listed below, or shall
have related experience that demonstrates knowledge of and skill in those areas.

Goiden Day Schools. Response 1o SCO Draft Audit:-Report FINDING #-3 — September 8, 2014
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Such training or experience shall be appropriate to the job assighed and shall be
evidenced by safe and effective job performance.

]

{1} Principles of nutrition, food preparation and storage, and menu planhing.

{2) Housekeeping and sanitation principles, including universal health
precautions.

(3} Provision of child care and supervision, including communication,
{4} Assistance with prescribed medicatlon that are self-administered.

{5) Recognition of early signs of illness and the need for professional
assistance.

{6) Availability of commuinity service and resources, -

{f) At least one staff member who is trained in pédiatric cardiopulmonary
resuscitation and pediatric first ald pursuant to Health and Safety Code Section
1596.866 shall be present whei children are at child care cetiter or offsite for
center activities. '

e Golden Day sets hours for its employeas based on CDE’s required staffing ratios, 3.4
Title 5 CCR Section 18290{3)_ -~ {e} — Provides as follows:
Contractors shall maintain at least t‘he following minimum ratios in all centers:
(a) Infants {birth to 18 months old)}-1:3 aduit-child ratlp, 1:18 teacher ratio.

(b} Toddlers {18 months to 36 months old)- 1:4 adult-child ratio, 1:16 teacher-
child ratio. !

{c} Preschool {36 months te enroliment in kindergarten)-1:8 adult-child ratlo,
1:24 teacher-child ratio.

(d) Chiidren enrolied in kindergarten through 14 years 0ld-1:14 adult-child ratio,
1:28 teacher-child ratio. '

{e) Compliance with.these ratios shall be determined based on actual
attendance.

Golden.DaySchools Response to SCO Draft Audit Report FIN-DING # 3~ Sepiember B, 2014
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SCC’S Basis for Disallowing These Salary Costs Is Based on Nothing
More Than a False and Inaccurate Assumption
SCO Does not dispute: )
. 3.4
e These individuals employed by Golden Day are properly qualified.

¢ Golden Day submitted all ime cards for each of the employees to the SCO 8

auditors for their review; demonstrating and certifying the hours they worked
on behalf of Golden Day.

s The time cards weré signed by each employee and the employee’s immediate a.a
supervisor — The site director, )

¢ That GDSI paid these employees a salary for the time they worked for GDS!,
Instead:

3.2

+ The SCO takes issue with the mere fact that these employees worked for both
Golden Day and Today's Fresh Start, at different times of the day and for hours
Today's Frash Start does not offer gratle school classes.

3.2, 3.3

» The 5CO incorrectly assumes that because these individuals are also Today's Fresh
Start employees although for different hours (e.g. 9AM -3PM} all work done is only

attributable to Today's Fresh Start, and thus the SCO seeks to disallow any cost
associated with these employees by GDS!,

This position by the SCO Is not only meritless but has no basis in fact. 8.6

First, the SCO makes a false assumption that GDSI and TES are related parties, for
financial reasans, This Is untrue, GDSI and TFS are not related parties for any reason. The
reasons stated below set forth why the twoe Corporations are not Related Parties:

 GDStis a not-for-profit California Corporation controlled by a separate and
independent Board of Directors. The mission of GDS! is to provide Child Care
and Development Services primarily to preschool age children and Before and
After School Child Care for childran 5 to 12 years of age, for 251 days per year,

o Today's Fresh Start Charter Schonl is a separate not-for-profit Californla
Corporation whose mission is 1o provide Grade Schoo] Education to children in
Grades K-8 for 180 days per year. TFS has its own separate independent Board
of Directors who make all financial and administrative decisions concerning the

Golden Pay Schoois Response to SCO Drait Audit Report FINDING # 3 —September 8, 2014
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operation of TFS, TFS is not controlled by Clark Parker who is not a Board

Member of TFS, nor Is it controlled by Jeanette Parker, she is one of seven {7)
unrelated Boatd of Directors.

¢ Even if it was determined that GDSI and TFS were related parties they are not 1.1
prohibited from doing business with each other, as long as the conflict of
interest rules are followed and any transaction they may engage in is
reasonable and necessary and conducted at arms length, Both Corporations
have canflict of interest codes they follow to remove even the appearance of a
conflict of interest when in actuality none exist,

3. L
The 5CO does not cite one example of an un-allowed related party transaction that the 2 3.3

two Corporations have engaged in that the conflict of Interest rules as set forth in the
California Corporation Code were not followed, rather the SCO recommends that “CDE
should calculate the reimbursement limit and determine overpayments, as the net
program costs have been significantiy disallowed due to unsupported labor cosis.” They
further allege,”..as aresult the recorded salories were deemed unaliowable.” The SCO
base this conciusion and recomimendation on the premise that Jeanette Parker and Clark
parker would not make the payroll records of Today’s Fresh Start Charter School avallable
to them for their audit. Notwithstanding, the fact that neither Clark Parker nor Jeanette
Parker have the authority to make the TFS books and financial records available to the
5CO for auditing the SCO has proceed illegally. to punish GDS| unfairly. GDS! believes the.
SCO does not have the authority to mandate that GDSI make the records of Today's Fresh
Start available and to punish them for their failure to do so.

The action and position taken by the SCO is unmitigated retaliation plain and simple. 3.1, 3.2, 3.8
Neither Clark Parker rior Golden Day Schools have the authotity to reguire another
nonaffiliated Corporation to make their books and records avalilable to the SCO faor an
alleged audit purpose which appears o be for simply put plain harassment. The SCO
should follow the applicable law ahd regulation regarding this issue, There is no basis in
law for their action toward GDSI, neither the California Education Code nor the Title 5
Regulations, or the contractual Funding Terms and Conditions (FT&C} give them the
authority to mandate such a request and to make the proposed recommendation to CDE.

The SCO auditors have set out to punish Golden Day by usihg the proverbial carrot and
stick routine. In other words, the SCO has taken the position - if Golden Day Schools does
not make another independent non-related and non-affiliated corporation’s financiat

Golden Day Schools Responise to SCO Draft Audlt Report FINDING # 3 - September 8, 2014
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" basis rules of faimess and independence, It further shows the SCO’s bias attitude toward

9

racords available to them to audit and harass they are going to hit Golden Day Schools
across the head with the stick, However, #-Golden Day complies with their illegal request
and produce the reguested documents they will give Golden Day a bite off the carrot, To
say the least, this is outrageous behavior for an alleged independent state agencyto
engage in, The 5CO’s action is mean-spirited, it clearly shows a reckless disregard for the

Golden Day Schools. The SCO auditors, pursuant to Education Code Section 8448(h) have
conducted an illegal financlal and compliance audit; see Education Code Section 8448(h).

The draft audit report ingorrectly states that the GDSI's Administrator was previously 3.7
informed by the SCO that the SCO would disallow alt GDS| salaries if he personally did not

make the books and records of Today’s Fresh Start Charter School avallable to the SCO

auditors for them to audit and harass. The first time the GDSI's Administrator was

informed of this outrageous conclusion and recommendation was'when he read it in this

draft audit report, On or about February 27, 2014, the SCO's field Supervisor, Mr. Chris
Prasad, requested that the Administrator, Dr. Clark Parker, make the Today’s Fresh Start’s
hooks and records availabie to him for audit, Dr, Parker informed Mr. Prasad that he did

not have the authority to make any documents frorm TFS available to the 5CO for audit. 4.3 1.10

Now, the SCO has incorrectly stated the Administrator knew the SCO would disalfow all
GDS! salaries, even the salaries 6f the employees who did not work for both TFS and GBS.
This is blatant retaliation at its worst because there is no legal basis for the SCO to make
such a request in the first place, secondly, the source documents in this case supports the
fact that the times reported an the GDSl employees’ time cards are true and accurate.
The action by the SCO auditors is troubling and it shows actual bias. 3.1,8.2, 3.3

The position the SCO has taken is a display of outrageous behavior, especially in this case.
Tha SCO was given all original source documents of time cards signed by the GDS{’s
employees and thelr immediate supervisors for their review. The SCO was given evidence
of only one contract being hald by GDS from CDE and the G/L gave proof that there was
no other contract(s) held by GDSI from any other entity, the SCO was given copies of
cancelled payroll checks evidencing that the employees were paid the salaries charged to
the GDS CDE funded program contract(s), they were given copies of the GDSI's General
Ledger showling that the salary cost was propetrly recorded in the financial statements of
Golden Day Schools, showing that all was recorded in accordance with General Accepted
Accounting Principles {GAAP). The SCO was given copies of the unqualified organizational .
wide audits performed by GDSI's independent outside CPA auditing firm certifying that -
the three (3} audits completed for the audit period, 2008 - 2011, were completad in
Golden Day Schools Response to $CO Draft Audit Report FINDING # 3 - September 8, 2014
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4 GDS!I has concluded that it has complied with the applicable Titie 5 regulations, the CDF

The contract between CDE and GDSI states that Golden Day may claim reimbursement

The California Code of Regulation {CCR) of Title 5 Regulation at Section 18013(s) defines 7

/

accordance with General Accepted Auditing Standards (GAAS), the audits were
ungualified and showed no exceptions, The audits were also completed in accordance
with the Instructions and guidelines set forth in the Audlt Guide specifically created by
CDE for use by the auditors when they audit CDE funded Child Development Contractors.

The SCO further contends that GDSI source documents, which includes the properly
signed employee time cards, for the employees who did not work for TFS were also
unsupported-and were therefore, unallowable,

3.1

This type of statement shows a retaliatory biasattitude towards GDSI that is arbitraryand ¥ -10
capricious. The SCO's auditors are supposed to be independent and unbiased and they

are mandated to follow the applicable Education Code(s), the applicable Title 5

regulations, the CDE FT&C and the facts regarding this issue. By this action to disallow all

salaries of GDSI the SCO has clearly shown they are not Interested in following the

applicable law regarding this issue. They are forbidden by statute from acting arbitrary

and capricious; however, they have proceeded down this path in their attempt to

conspire with CDE to destroy GDSI.

3.1,3.2,3.3, 7.1

FT&C and the applicable Education Code Section(s) regarding this issue as same relatesto
this alleged unsupported salary Issue. The SCO’s conclusion is incorrect - the GDSI
employees’ salaries were reasonable and necessary cost and they are allowable.

against their CDE contract for all cost incurred in their CDE Child Development funded
Program that are reasonable and necessary tost based on its net earned and calculated
reimbursable Income calculated based on the number of eligible children served times
the days they were served times the reimbursable rate. The cost to be reimbursed wil)
not exceed their net calcuiated maximum reimbursable contract amount.

“Reasonable and Necessary Costs” as follows:

{s) ¥ Reasonable and Necessary Costs means expenditures that, in nature and
amount, do not exceed what an ordinarily prudent person:would incur in the
conguct of a competitivebusingss.”

This same cost definition is also set forth in Education Code Section {8208}{n).

Golden Day Schools Réspoense to SCO Draft Audlt Report FINDING # 3 ~ September 8, 2014
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exceed what an ordinary prudent person would incur in the conduct of a

(n)”Reasonable and-Necessary Cost - are cost that in nature and amoiint, do hot ‘]
competitive business.” l

The SCO must give deference to this definition as it relates to the “conduct of a
competitive business” this implies that the decisions of the business judgmient of the
Corparate Directors must take precedent over the second guessing of the SCO’S auditors,
Simply put, if the decision of the corporate Directors was reasonable then the SCO and
the CDE must accept them as the court explained in the following case.

Deference Must Be Given to Golden Day Schools’ Board of Directors .
in Making its Business Decisions
, ‘ 1.8 1.9
« There is "a judicial policy of deference to the business judgment of corporate
directors in the exercise of their broad discretion in making corporate decisions.”
Lee V. Interinsurance Exchange, 50 Cal.APP.4™ 694, 711 (1996).
& The rule is hased onthe premise that those to whom tha management of a
business organization has been entrusted, and not the courts [or governmental
administrative agencies], are best able to judge whether a particular act or

transaction is helpful to the conduct of the organization’s affairs or expedient for
the attainment of its purposes. /d.

: | 1.8, 1.9
¢ Golden Day has been in operatlon for nearly & half of a century, with Dr. Clark

Parker as its Exacutive Director, It is the only Child Care Organization of its kind to
remaln in operation for that amount of time in the Los Angeles area.

o Golden Day’s Executive Director and Staff are eminently qualified to make
decisions about reasonable employee salaries and learning experiences that are
reguired and needed to advance and secure welfare of the children under thelr

care. 3.1, 3.2, 3.8

In conclusion, GDSI rejects the conclusion and recommendation of the 5CO that GDSI's
salaries In the amount of §5,415,417.00 is unsupported and disallowable. The salaries as
set forth in GDS! three (3} audits for audit period(s) 2008 — 2011 is supported by original
source documents and GDSi produced these source documents which the SCO auditors
reviewad, Tharefore, there are no reasons that the SCO auditors should disallow these

Golden Day Schools Respohse to SCO Draft Audit Report FINDING # 3 — September 8, 2014
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5,

salaries, other than their bias and predisposition to be unfair towards GDSI. The SCO's
auditors has not followed the CDE FT&L, the applicable Title 5 Regulations and the
applicable Education Code Sectioh regarding this Issue, 'I‘he SCO's action and
recommendation is Arbitrary and Capricious.

GDS} has complied with and produced the reguired source documents needed to fully
and completely support the claimed salaries as set forth in the audits submitted to CDE
for the gudit period 2008-2011.

The SCO has ignored the reguirements and limitations of Education Code Section 8448 (h)
which states in pertinent part; “However, if independent audits arranged for by direct
service contractors meet generally accepted auditing standards, the State Depgrtment of

Education shall rely on those audits and any additional audit work sholl bmld upon the
work already done,” (emphasis added)

ih other words, the SCO suditors must accept the work of the GDS! outside independent
auditor, Steven A.-Flores, CPA, who completed the three (3} audits for the audit period
2008 - 2011 and timely submitied them diractly to CDE becauss those audits were -
completed in accordance with General Accepted Auditing Standards (GAAS). The SCO and
CDE canhot undermine those audits by stating that If Golden Day Schools and or Its
Adminlstrator does not make anothar Corporation's {TFS) books and financial records
available to the SCO for audit they will disallow all salary expenses incurred by Goldan
Day Schogis for all of its employees.

This.action by the SCO Is outrageous and unlawful, and it shows a bias attitude toward
Golden Day Schools. To even propose such an action is outrageous and reprehensible and
the 5C0O should remove those auditors from this audit bécause they have violated the

‘ tenet of due procass and fairness, thair minds are made up before they hear the other

side. They have demonstrated the appearance of bias if not showing of actual bias. In any
case the courts have stated both actions {actual bias or the appearance of bias) are
unacceptable, especially when committed by an administrative agency, while sitting in
judgment of its citizens.

The SCC throughout this draft audit report makes improper reference to the ruling of the
AL} in the matter of Golden Day Schools V. California Department of Education (2013),
heard in the Office of Administrative Hearings (OAH), any reference to this case in this
draft audit report or the final audit report is improper. The OAH case is being appealed

Golden Day Schools Responsé to SCO Draft Audit Report FINDING 8 3 - Sepiember 8, 2014
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and therefore, the ALY's ruling in that case is not final. The OAH case has a‘long way to.go
before it is final and It could be completely overturned by the court or substantially
altered. The California Civil Code of Procedure states once a matter has been appealed
the ruling being appealed Is stayed until the final Appeliate Court has ruled and then and
only then will the Appellate Court’s ruling become final. It could take years before this
matter becomes final and it is. improper and prejudicial for the SCO to cite any ruling or
comment from that case. Even CDE has attempted to get the ruling changed. The matter
is now scheduled to go before the Los Angeles Superior Court later this year for Its first
Court hearing. All references to that case should be deleted from the draft audit report
and any final audit report.

On March 18, 2014, the SCO wrote a letter to CDE setting forth the same erroneous
conclusions they have set forth in this-draft audit report. The SCO auditors wrote this
letter to CDE setting forth thelr conclusions and récommendations before Golden Day
was given an opportunity to respond to the many Inaccurate statements contained in the
draft audit report. Therefore, without question the SCO Is recklessly attempting to prove
that their erroneocus cohclusory and unsupported letter written to CDE is correct, they
have done this with impunity toward Golden Day Schools. This is reckless and callous
auditing that is troubling and it raises grave concerns about the SCO’s fairness and due
process toward Golden Day’s rights. In other words, the SCO reached incorrect
conclusions.and published them before hearing the other side from GDSI, As set forth in
GDS! response to FINDING 2 many of the alleged errors of family eligibility were not
atrors at all, rather they were misinterpretations of the effective date of the 2008 Title 5
regulations that was not applicable and effective for the cited purported error.

The most serious concern by Golden Day Schools is this letter written by the SCO's on
March 18, 2014, because the letter concluded by stating that CDE should “Retain the SCO

for 18 months to perform an audit of Today’s Fresh Start Charter.School and Golden Day
Schools and they (the SCO} were sure they can get COE a refund-of millions of doflars from
Today’s Fresh Start and Golden Day School becouse the SCO-now know how to do it”,
HOW TROUBLIING AND SAD HIH

Once this outrageous and illegal conspiracy was discovered by Today’'s Fresh Start,
Today’s Fresh Start raised setious guestions about its propriety, the SCO when
confronted by Today’s Fresh Start immediately rescinded the Jetter regarding Today’s
Fresh Start, however, the harm to Golden Day’s reputation had been done, The March
18, 2014, letter erroneously stated Golden Day had improperly spent 516.1 Million
dollars of state funds. It set forth the same libelous and erroneous conclusions that are

Golden Day Schools Response o SCO Draift Audit Report FINDING # 3 —Sepiember 8, 2014
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i Activities and Cesfs

i
i
|
! Traditional Auditing, Including Confirmation of Work -

l %] Review Contract Petformance, including Attendance Records

]

i Cash Management

%! Prepare Depreciation Schedules and Test for Depreclation

[
.
¢

i Review Accounts Recelvabie

Test for Capital Expendimre_s

1 Testfor Administrative E:;penées
4 Re;fiew Finoncial Statements

¥4 Verify Quallfication to Parficipate

M Tost for Al Students Eligible For Federel meal Program
! Equipman Y

I Test for Repairs & Maintenance
=. M Periorm Equipment Inventory

M1 venfy Equipment Categories

oy
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i Mu'ching
i1 Matching Expenc:ﬂ’rures by Contract

Verify Accurate Contributlon Values

. Program Income.
Test Whether Program Income Accurately Charged and Collected

j
!
!
é Test Whether Program Income Used According fo Requirements

¢ Progurernent

Review Vendor Receipts and Confirm Equipment Purchases to
- Verify That No Less Than 3 Bids Are Solicited

" Reporting
B Test Reports by Comparing to Accounting and Performance Records
H .

, Subcontract Monitoring

l- Review Subcontractor Contracts and Performance to
! Test Whether Compliance Tracked
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Miuer Accatntancy CorroRATION 444 Ez.or:wnsmm
Certifled Public Accountants Aucecko, CA 91006

e 3!

Your Qrowth Is Our Vislon
. ’ 1626 4450590

Fax {624) 4450190

ermpl: [imfercpe@ecahiint nat
wetsslte: www, fmmilete pa, com

DECLARATION OF NORMA MILLER, CPA

.

’ }, Norma Millar, declard as follows:

1. IamaCalifoninLivensed Certified Public Acoounttant who maltsing the
fimoial bouks and records of Golden Day Sclools, oo Thave perfornsed this tasl for
Golden Day Schools for over ten years. X was the CPA for Golden Day aod kept thelr
books and secords that wera sndited hy Steven A Florea for the following thres fisodl (3)
years; 2008-2009, 2008.2010 end 2010-2011, Imeke fhis declaration of my own.
peraonsg] knowledge, and if, called as 2 witoess, could-atd would testify competently to
the following facts, |

Sy
o)

"9, 1mmaCPA infhe Miller Acsoustancy Corporation firm, Our firm has an
execnfed engagement }ette.r with Golden Duy Schools, Ine,

3. 'Ih& Milier Accovmtancy finn pecitaras finaoeinl bookkeaping work for Golden
Day Schools. We process Golden Day Schools paymll sad we file all feders] and stata
peyroll lax retams as they hacome d;w. We reconcile all bank sscomts monthly, We
e that all workers” compemsation. premin reporis are Kumely fled and procassed,
e pectirr 2l these tisk in acoslance vith the Golden Day Schools Accounting and
Payroli Procadure Mmmal that exists bebwesn the parties end js a part of mir engagement
tetter,

1

- H Wembzr
Amaricas instinie of Cafled Public Accomlonts » Calfamia Sosialy of Carffted Pyblle Accountonts

.
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Schools. We only consult with Dr, Clark Parker if end when we have to as'tk‘fnr hig
spproval on & matter that we nwed further clarification from i o the Board of Directors
on. We make the detarmination &5 to whers &n expenae should be booked into the general
ledger because most expenses are recurring and they do not need clariflcetion each
manth, All newly hited employers go ihrough & very extensive vetting process before -
they are put on tha payrall through the submittal of en approved now employes
employment form signed by the Site Direstor and the Administrtor.

9. In the ten years im;f hiave performed amuusmng work for Goiden Day Schools we
can confins they h&va]fpﬁ ouly one CDE funded program and nons from ay ofhier

sotrce or entity.

10,  Webslieve the work we perform for Golden Day Sohools, d the finsncial
staternents wo prepare for them accurately and fairly reflect the finencial position. of the
organization et the fime we prepare them,

11, ‘'The Siate Controller's auditors visited my office Angust 201310 review 1oy work
papers and to discass thy procedures we smployed to oarry out ovr scope of work, They
made no comment tomf:_ ;;ordid they raise 21y contesns regarding my files. I find it quite
distrblag that they have now-vaised concerns reganding aliowability of all of Golden
Dey'E oxpenses wher in :fsmt no guch condern was over expressed to me, [ beliove the
income and expenses agrecorded in the boaks and records of Golden Day Schoals by ous
fivm, Miller Accountéricy, were acourste, cerrcét and fairly represented the financial
position ofthe urgazﬁzatio;l when we issued our monthly financie! statements to the
Board of Ditectors. I personally entered the incame and expenses into the Golden Day
general ledger. T relied on the instruction fromm the Califnia Schools Accounting Menual
for divection and guidancs, as to what account number the items should be posted to. |

sy 3




accs-jun20item08

Attachment 10

Golden Day Schools, Inc. Audit Report, February 2015 Page 92 of 126

prepared the general ledger and firmly disagree, &s per the draft andit report, that Clark
Parker prepares the general Jedge:. 1 told the SCO euditors wha visited my office that if T
ancovntered 8 particulear guestion that I'would contact Clark Perker to get a batter
wnderstending. Apparedtly, per the deaft repart, the BCO guditors tncomectly conchuded
this staterent to mean fhat Clark Parker had complete control of preparing the goseral
fedger, 1 prepared the general Jedger in accordance with GAAP, and 1 told the anditors
that T would fnform Clack Parker of all necessary adjustmants and cotrectons,

Two of the four SCO auditors who came to my office behaved completely
uniprofessionat. Throwphout their visk, whenever one of the SCO auditors asked me &
guestion, two of the 8CO 'imdiqu-seated behing him would male Jaoghing and
smickering postures, Ifq{uidthis very distracting, } finally had to ask thert what was so
funny becanase] didn’t thnﬂc any of the questiona weare humorone. I was complately
distracted to the pofnt I had to ask that thie two offensive zuditors leave my office so 1
conld conectitrats on ﬁu; éimstiema egled.

1 algo showed the SCO-anditors the rwenty boxes ! brought from our storage which
contaized my eopies 6f the Glolden Day records. Not one of the auditors apened a box to
review the documents which led me to believe they had oo coneerns regarding somee

doouments.

12. At thoend of theniear we woriced closely with Golden Day’s ontside auditor,
Staven A. Flores CPA,-{vﬂm they perforsed the apnnal andits,

13,  Westand by the financial reports we produced eash month for Geolden Day
Schools, and we believe they should be accepted by the State Controller’s Office because
our books and records wers kept n accordance with GAAP acconating principles.

4.
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1 declere under penalty of perjury under the laws of the State of Cahfonna that the

foregoing is troe and correet, and that this declaration is executed on Septesiber 8, 2014

. " Nomms Miller, CPK
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GOLDEN DAY SCHOOLS RESPONSE TO THE
SCO DRAFT AUDIT REPORT

FINDING 4

Unsupported Employee Benefits

This FINDING 4 seeks to disallow the mandatory employee State and Federal tax
beneflts that all employers are required to pay for their employees, The employee
benefits in question included but were not limited to payments made for Social
Security Benefits, State Unemployment Taxes,Employee Medical insurance and
State Disability Taxes sufficient to cover the Golden Day Schools’ employees as
paid.

When the employee’s salaries are determined to be allowed then the employee
behefits totaling 51.115 million must also be determining to be allowed.

Therefore, GDSI restates its-argument put Torth in FINDING3 as support for this
FINDING 4’sallowability.

The 5CO states the GDS| employee's Pension Program conhtributions, administered
by a third party administrator, (Merrill Lynch), are also unallowable for this audit.

The GDSI Pension Program was authorized by the GDSI Board of Directors
approximately 20 years age. Prior to theinitiation of the Pension Program it was
approved by the Internal Revenue Service, the Federai Dapartment of Lahorand
the Gelden Day Schools’ Board of Directors. Dr. Clark Parker abstained from
voting for the Pansion Program. The allowability of the Pension Program
contributions for the audit period under review is based on the same argument
put forth in-FINDING 4 and FINDING 5 as they relate to the administrative salarias.

Thase employee benefits, taxes and Pension cotitriblitions were reasonable and
necessary and they are allowable as per the definitlon set forth in Education Code
Section 8208{n) and CCR Title 5 Section 18013(s).

Golden DaySchools Response to SCO Draft Audit Repart FINDING #4 — September 8, 2014
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2
GDS disagrees with the SCO'S conclusion and recommendation. The employee

benefits and pension tantributions expended by GDS! and the corresponding
salaties were reasanable and hecessary and allowable for this audit period 08-11.

Goiden Day Sthoals Response to 5CO Draft Audit Report FINDING #4 — Septembier 8, 2014
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GOLDEN DAY SCHOOLS RESPONSE TO
THESCO DRAFT AUDIT REPORT

FINDINGS5

UNSUPPORTED ADMINISTRATIVE SALARIES

The Salary of the Adminlstrator Dr. Clark €. Parker that was charged to the CDE 5.1

program was not-$350,000 per year as reported by the SCO for the three (3} audit

years under review (2008-2011). The correct salary charged to the CDE funded :

child develcpment program for the three year audit perfod was an average of
‘approximately $300,000 per year. The Administrator’s salary was determined to
- be necessary and reasonable by the Golden Day School’s Independent Board of

Directors for the position and responsibilities I_'le'was giverrand carried out for the

Golden Day Schools, Inc.

His salary and the employee benefits attached to his employment have been - 52
stated to be necessary and reasonable by the Goiden Day Board of Directors, the
CDE, the IRS and the California Attorney General hon-profit Divisioh.

The 5CO has taken a resume’ of the Administrator'saccomplishment over his life
span ahd juxtaposeda big leap to raise an issue regarding the Administrator's
ability to perform his administrative and executive duties for Golden Day because
of his other affiliations and past accomplishments .

Simply put, the Administrator has lived a lang life and his resume’ speaks for

. itself. His resume’ reflects the many accomplishments he has achieved over his
total life span, which none hias ever interfered with his executive and
administrative duties at Golden Day.

Golden Day Schools Response to SCO Draft Audit Report #5 —September 8, 2014




Pagez

accs-jun20item08
Attachment 10
Golden Day Schools, Inc. Audit Report, February 2015 Page 97 of 126

The Administratot’s resume and his daily dutiesspeaks forthemselves. The
Administrator is assisted dally by other individuals within Golden Day who assist
him incarrying out his many administrative tasks.

R \ 5.2
It is ironie that the 5CO auditors question the Administrator’sjob responsibilities in :

their failed argument in FINDING £ regarding Golden Days alleged lack of Internal
Controls. They stated in this FINDING 5 thatthe Admiinistrator cannot have
reasonablyperformed the tasks set forth in his resume” and still have effectively
functionedas the Chief Executive Cfficer of Golden Day, The Administrator has
performed the reguired administrative and executive task needed to fulfill his
daily responsibilities. He has and he continues to wark an average of 73 hours per
week pursuing his Goiden Day Schools' responsibilities and required task. He has
done this continuously for over 50 years.

It should be noted, the Board of Directors of Golden Day Schools has never
granted the Adminlstrator a metit salary increase, he has only received cost of
living increases (COLA}) which wereequal in percentage to what the state of
California gave to its Child Care funded agencies over the last 31 years. The COLA
salary increases received by the Administrator were the same percentage
increases received by all Golden Day employees in any particular year. The _
Administrator’s base salary started in April2, 1980, and it proportionally increased
annuafly based on the California Department of Education’s Cost Of Living
Adjustment {COLA) Increases that they gave to GDSI along with all other child _
development contractors throughout Caltfornia.

The Child Care daily reimbursement rate that CDE gave to its Child
DevelopmentContractors was $14.09 per day fora 250 day year; as of July 1,
1980, (see Education Code Section 8265. (53,563-yr / 250 day year = 514.09 pe
day). 4 :

As of luly 1, 2000,twenty years later the funded child developmentdaily
reimbursement ratehad increased to $26.62 per day. Simply put, the COLA
percentage of increase for the child care reimbursement rate the California

Legislature voted-to give all Child Development Contractors had increased to
Golden Day Schools Response to-SCO Draft Audt Report #5 — September 8, 2014
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188.9%as of July 1, 2600. Therefore, for the period July 1, 1980 through June 30,

2000 the child developmentdally reimbursement tate had increased 88.8% for the

20 year period 1980 to 2000, [88.90% {x) 514.09 = §12.53 plus the rate it started

from of 514.09 is equal t0$26.62 [§12.53 {+) $14.09 = $26.62 per day]]. 52
Golden Day’s Administrator’s employment contract was executed April 1, 1980,

with a salary of 5140,000 per year and it was increased each time the California

Legislature gave all Child Development Contractor’s a cost of living (COLA)

contract increase,All GDSI-employees including the Administrator was granted a
comparable COLA salary increase by the GDSI Board of Directors.based on the

CDE COLA given to theCDE funded child development contractors.

I conclusioh, the fact that the datly child development reimbursement rate was
$14.08 per day on July 1, 1980 and It increased to $34.28 on July 1, 2007 (see
Education Code Section 8267 and Golden Day Contract No. 6150} the daily child
development reimbursement rate had increased to 244% [$34.08/$14.09=2.44),
Therefore, when you apply the 244% to the Administrator’s beginning 1980 salary
it was reasonable that the Board of Directors increased the Administrator's salary
by a Iike cost of livingadjustment percentage over the same 30 vear period,
[2.44% {x)$140,000 = $341,603.97).

This is the same salary you get after applying the ahnual COLA percentage given
each applicable year during the 27 year period givenby the California Legislature
to all funded child developmentcontractors [$342,525.11 vs, $341,603.97]

The Administrator’s salary was necessary, reasonable and therefore allowable.
The SCO's rationale for its rejection cannot be supported when applying the law
(the applicable Title 5 regulations anhd the applicable Education Code Sections)
against comparable salaries for individuals performing the same scope of work
that the Golden Day’s Administrator performed; Especially when comparing his
salary and employee benefits to comparable CEO's salgries in private and public
funded Child Care and Educational organizations within the Los Angeles area,

Golden Day Schools Response 1o 5C0 Draft Audit Report#5 — September 8, 2014
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The Administrator's Pension contribution made by GDSI was not only reasonable 5.3
but his participation in the Golden Day Penslon Program and the GDSI's

confribution to the Pension Program was required by Federal Law. The

Administrator received the same employee proportional pension benefits that

was reguired and mandated by State and Federal law regarding an employer’s

contribution to a duly authorized Pension Program created by an employer.

Again, the SCO’s position shows bias and itsstatément of disallowable is

disingenuous. There are no factual basis for the SCO to make an allegation that 5.2
the Administrator's salary is excessive, when compared to other comparable Los

Angeles Child Care and Educational CEQ’s making comparable salaries and.

receiving comparable employee benefits for doing comparable work in the Los

_ Angeies area. All Golden Day Schools’ employees received the same percentage

COLA Increases in salary and employee benefits that the Administrator raceived

which was reasonable, necessary andfair. They were not excessive.

lfthe b_ercentage of COLA increase were excessive-then the allegation of excessive
COLA increasesmust be attributed to the California Legislature and not to the
Golden Day Board of Directors who merely passed along the cost of living
increases to its employees as same wete received from the Callfornia Department
of Education and authorized by the state Legistature and the Governor.

To say the least, the COLA salaryincreases were not excessive rather they were
reasonable and necessary to allow the GDSY's employees to keep up with the
rising cost of living in Los Angéles. (e.g., food, housing, clothing, fuel, utilities,
‘child-care and education expenses, éte.)

As stated above, the CDE, The IRS and the non-profit section of the California 5.2, 5.3
Attorney General's office has reviewed the Administrator’s salary and émployes

henefits and have found them to be necessaty, reasonable and fair within the last

five years.

Finding 5 scoriclusion and recommeandation made by the SCO is meritless. Golden
Day contends the Administrator’s salary and his employee benefits were

Golden Day Schools Response to SCO Draft Audit Report #5 — September §, 2014
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reasonable and necessary for the efficierit operation of Golden Day Schools during
the audit period in question, 2008-2011.

The conclusion and recommendation as set forth in this draft audit report by the
SCO are unfounded and they should be rejected because they cannot be
substantiated based on the evidence and rebuttal facts produced by GDS)
regarding this issue. The SCO’s position is meritless, arbitrary and capricious,

PageS -
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GOLDEN DAY SCHOOLS RESPONSE TO THE
SCO DRAFT AUDIT REPORT

FINDING 6

Unallowable Triple~Net Lease: Rent, Property Taxes,
Renovation and Repair

The SCO incorrectly contends that GDS) did not make the current lease between
Golden Day Schools and Clark and Jeanette Parker available to the SCO Auditors,
rather they contend only the lzaze dated in 1980 was made available to them,
this is untrue.

6.1

Why would the SCO disingenuously contend that GDSI only made a 30+year 6.1
oldlease available to them and not the currentlease? Because by contend that

GDSI did not provide the current lease the SCO auditors’ aim and motivation is to

imply, because they did not have the turrent leaseavailable to them they

reachedthelr erroneous and forfeiture conclusion as set forth In this Finding 6 of

their draft audit report. The correct fact is the current lease was given to the SCO

auditor, Mr. Ken Harris, he was the 5CO audit field Supervisor at the time the

audit began in 2013. It was given to him by the GDSI Administrator personaily

along with a copy of the latest MAl appraisal. An additional copy of thecurrent

lease Is attached heréto for your immediate reference.

The SCO further contends inthe draft audit report that Golden Day Schools 6.2
should have treated the current lease forthe six {6) properties leased from the
Administrator as a capital lease on their financial statements. They contend that

GDSI should have only charge depreciation for the lease properties to their CDE

funded child development contract for the applicable audit years. This conclusion

and contention finds ng support in the facts and the Financial Accounting

Stantards Board’s definition fora capital lease.

The Golden Day Jease Is an operating lease, The SCO ralies on the misplacad

. 6.2
assumption and belief that the GDS| lease is a capital lease because the term of

Golden Day Schoois Response to SCO Draft Audit Report 5~ September 8, 2014
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the lease exceeded 75% of the economic life of the propertiesbeing leased, This
contention and belief is incorrect and it cannot be substantiated by the facts. The
leased properties have been consistently updated by the lessor to extend their
economic (useful) life.The current lease for the audit period is a ten (10)year
lease, Several of the properties have been newly rebuilt since the original lease
was executed in 1980. The ten (10) year lease térm of the current {ease was not
more than 75% of the economic life of the properties.

The SCO Incorrectly quotes the IRS regulations fordepreciatingcommercial 6.3

property to be 31 years, this [s incorrect. The IRS requires that commercial

properties be depreciated over a 40 year period. Nevertheless, the Golden Day

lease in questior does not meet one of the four {4) criteria to be a capital lease.

The four (4) criteria are as follow: 2
6.

1. Ownership of the asset is transferred to the lessee at the end of the lease
tarm;[Not applicable in this lease transaction ]

2. The lease contains a bargain purchase option to buy the equxpment at less
than fair market value;fNat applicable in this lease transaction)

3. The lease term equals or exceeds 75% of the asset's estimateduseful
life;'[Not applicable in this lease transaction]

4. The present value of the lease payments equals or exceeds 90% of the total
original cost of the property.[Not applicable In this lease transaction]

These are called the'?(a‘}ﬂ(d) tests, named for the paragraphs of FASB 13 in which
they are found.

* SFFAS No. b - Footnote 23 defines Economic Life as follows: “Ecatiomic Life of 8 Jeased propertyis the
estimatedramalning perlod durlng which the property is expected to be usable by ohe or more users, with normal
repatrs and maintenance, for the purpose for which It was Intended at the inception of the Jease, without
Iimitation by the ledse term".

The IRS regulation that the SCO refies on to support their contentlon that the lease was a cap1tal lease I
misplaced and offer no support for their position, Frst, the IRS regulation they cite sets the time perlod the
government allows for depreclation of residentlal owned and purchased properties not for commereial proparty
and It can and Is changed by the U, 5, Government from time to time toejther stimutate or slow down the
economic conditions of the country, In other words, the U, S, Government can stimulate the economy by sllowing
a shorter peried of time ta depraciate purchased property or allowing 2 longer depraciating peried o slow the
economy down. Simply put, Shorter depreclating periog, Jess taxes paid to the Government ~ longer depreciating
period, more taxes pald to the Government.

“Remalning Usefullife” Is an estimation by the parfles of the remalning usefu life.of the property being
jeased. /RS depreclation perfods set by the government and the useful life periodsestimated by the partles for
property, are two separate and different accounting prineiples, they are not in any way related, Government
depreciation periods cannot and showld not be used for determining when a transattlon Is or is not a capital lease,

Golden Day Schools Response to SCO Draft Audlt Report #6 — September 8, 2014
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If any one of the above are met, the lease would be considered a capital lease and
must be disciosed on the lessee's, Golden Day Schaols’, balance sheet,
Conversely, if none of the criteria are ‘met, the lease is an operating lease and all
cost must be expensed on the Lessee’s, Golden Day School's, ﬁnaqciqi statement.,

It is indisputable, that in or-about April, 1980, Clark Parker and Jeannette Parker . 6.1
entered into a twenty-year lease agreement with Goiden Day, and that lease |

contains an inflation escalation clause calling for annual adjustments to the base

lease amounts based on the consumer price index.

It is ind‘lsputéble, that in or about March of 2000, a new lease agreement was
created for ten (10) years for the subject properties.

ftis inciisputab!e, that st the time of the transaction, this lease new agreement '
and the lease amount was necessary, reasonable, and conducted at arm’s length.
The fair market raie lease cost was established by an independent MAI appraisal.

it is indisputable, that on or about December of 1996, Golden Day cbtained a fair
market rental estimate of the properties, and that this number was used in
caloulating the base rent and subsequent intreases based on the consumer price
index going forward,

I is indisputable, that at the time of this transaction, this lease amendmeant was
fair, necessary, reasonable, and conducted at arm’s length,

It is indisputable, that In or about August of 2001 Golden Day obtained 5 fair
market rental estimate for the six properties at $50,377 per month, and that this
number was used in calculating the base rent and subsegiient increases based on
the consumer price index going forward.

Itis Indisputable, that CDE was charged a lesser percentage of this rent,

It is indisputable, that in of about May of 2002, CDE conducted a limited scope
review of Golden Day's fiscal operations and legal compliance, and as a result of
this audit, there was no finding of Impropriety, including the lease agreement or
the rental/léase amount charged.During this review CDE reviewed the lease and
its extensicon provisiens.

6.4

Golden DaySchoals Response to SCO Draft Audit Report #6 — September 8, 2014 '
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It is indIsputable, that over the next ten (10) years, per the inflation escalation 6.4
clause, the rent increased;

It is indisputable,that by June of 2008, the rent eventually increased to $70,755 6.4
pet month.

The disallowance of the lease paymentsfor the audit perlod under review would
create a forfeitureof the rent payments to the State Department of
Education.The law abhors forfeitures and windfalls.[*Statutes and contracts are
construed strictly against forfeitures or as liberally as possible to-prevent them; a
statute declaring a forfeiture is not to be extended beyond its direct meaning by
implication, uniess such implication Is imperatively necessary by reason of the
subject matter or terms of the statute. A forfeiture for breach of a condition in a
contract is enforced only when there is such a breach shown as it was the clear
and manifest intention of the parties to provide for.”];(Palo &Dodiniv. City of
Qakland (1947) 79 Cal.App.2d 739, 748)

6.5

Civil Code Section 1442 states: [“A condition involving & forfelture must be strictly
interpreted against the party for whose benefit it is created.”]

[“Forfeiture of a contractual right is not favored In the law”];{Chase v. Blue Cross
of California (1996} 42 Cal.App.4™ 1142, 1157)

["Acknowledging the “statutory doctrine” that the law abhors forfeitures and will
indulge a strict construction against the party seeking to benefit from the
forfeiture”]; {Deutsch v. Phillipé Petroleum Co. (1976) 56 Cal.App.3d 586, 592)

[“The law abhors a forfeiture.... It cannot arise by implication, but can be effected
only by clear and unambiguous language”]; {Balianv. Rainey (1952) 115
cal.App.2d 10, 18)

["Where there are two possible interpretations of a contract, one that leadsto a
forfeiture and one that'aveids it, California law requires the adoption of the
interpretation that avoids forfeiture, if at all possibie”]); (Milenbachv. C.\.R (2003)
318 F.3d 924, 936)

. Golden Day Schools Response to SCO-Draft Audit Report #6 — September 8, 2014 -
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Damages Must Be Real, Not Hypothetical or Speculative,

{“The fourth step will consist of an analysis of the sufficiency of the evidence 6.5
offered to prove damages, without regard to whether liability has been proved.

This follows necessarily, for even if liability be proved no recovery Is permissible

unless there is proof by competent evidence of actual damages suffered, as

opposed to speculative damages,”)California Shoppers, Inc. v. Royal Globe Ins. Co.

(1985) 175 Cat.App:3d 1, 42. '

T

CDE cannot prove they were damaged in any regard because the child care
services were rendared to eliglble families and children as per the terms of the
contract between the parties, the leased licensed child care properties were
hecessary to carry out the terms of the contract, and the lease amount(s) were
reasonable and at fair market rates. The SCO’'s conclusion and recommendation
regarding this FINDING 6 must be rejected by CDE.

Pursuant to its contract with CDE, Golden Day Schools provided subsidized child
care services to eligible families and children. In order to fulfill its contractual
responsibilities it needed to lease licensed child care facilities to provide the child
care sarvice.

The lzased properties provided those licensed facilities and as stated ghove itis
indisputable that Golden Day provided the child care service to eligible families
and children all in accordance with the contract terms at the lease properties in
question.

Therefore, GDS! contends that it fulfilled its end of the contract and provided the
child care services perthe terms of the contract between GDS| and CDE.The

leased properties were necessary to carry out those contractual services. The
leaserental rates were reasonable and at fair market rates, The fair market rental
rates were determined by the appraisals received from the MAI Appraiser for the
subjject properties. The current lease was executed at arm’s lehgth between GDS|
and the Lessor, Clark and Jeanette Parker.

Golden Day Schools Response to SC0 Draft Audit Repoit #6 — Septamber 8, 2014
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The SCO auditors has-lumped all the rent, property taxes, and renovation and . 6.6
repair expenses recorded in this account in the general ledger as unallowable
expenses for specious reasons. Not all expenses recorded in this account in the
G/L by GDS! were paid to or on behalf of the properties leased from Clark and
Jearniette Parker, The 5CO’s contention of unallowable payments for these other
property cost amounts caninot be supported by the facts. There are other
associated property cost in this category that were necessary and reasanable
costincurrad to provide child careto eligible families and children that is
allowable pursuant to the contract terms that exist between the parties. The
'5CO’s contention of unallowable cost In this category is vague as to why these
-expenses were not allowed and therefore, this contention must be rejected.

Golden Day reserves its right to further respond to this Finding 6 once the
SCOprovidesmore specific reason(s)as to why these other pro;ﬂerty eXpenses are
unallowable. At that time GDS| will respond with more specificity regarding the
-8CO's contention and rationale as to why they believe these additiona| expenses
are unallowable. '

The lease payments charged to the GDSI CDE funded child care program are G.3
allowable and o rule otherwise is tantamount to declaring a forfeiture against

Golden Day and granting a windfall to the California Department of Education.

Eligible families and children were provided child care pursuant to terms of the

contract between Golden Day and the California Department of Education.

Forfeitures and windfalls are abhorrad by the law in California.

Golden Day Schools’ damages are real. The CDE has not ei(perlence any damages
whatsoever. Golden Day paid the allowable and contract lease amounts to the
lessorin good faith. Golden Day made these lease payments to the Lessor based
on the existing lease terms-as set forth in the lease between the lessee and the
lessor. Golden Day's independent outside auditor, Steven A. Flores, has confirmed
in his three (3) audits that the lease amounts charged to the CDE funded Child
Development Program by GDSIwas necessary and reasonable and they should be

Golden Day Schools Response to $CO Draft Audit Repott #6 — September 8, 2014
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allowed as reimbursable expenses as set forth in his aud[ts of GDS! for fiscal years
2003- 2008, 2009-2010 and 2010-201.1.
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LAE

4. Porttes. This Lezse, dgted for referonca anly, April 1, 193_0. 12 madn by and
hetwegh Qlark Parker and Jeanefie Parxker
{herein salled "Lessar}ang —_Foundation Ffor Educational Improvement*

{heretn ceflog “Lbnsee™,

2. Premfses, Lessor horeby taasea io Lessae and Lesees leases from Lessor lor tha teem, al the rantat, and upon aft ol tne condillons g1 torh

Hereur, thataerain real propecty. situalad in he Gounty ot Jog Bngeles s of Cablorwa, Iy kpawn Ay
5 separate school locatlons
and describedaa S22 _att d 6 descriotd th bac - {

{Bxhibit A hereof)

Sald real propeiy indluding heland and allimprovements thereon, is heraie called “the Premisss”.
9. Term.
3,1 Term. The torm of fris Luass shail bo fortwenty (20) years
commoncirgon . Bprdt 1, 1980 sndendingon—March 21, 2000
unlasy sooner 1 1a any p heregt,

32 Dulayin Nowithstanding sald comm: otz il ior any reason Lessor cannot delver gossesaion of tha Premses to
Lesaad on sald daip, Lessor ghiall ndt ba suhlect (o 2ny liability therelor, nor shail such Rilure affacs tha vaildily of ihis Laase or the obligations of
Lsssae hereunier oF extend the tenm heraol, bulin suth sase Lessea shall nol be oblipaied to pay rent untl posdessian of tha Pramises |s tendered
I Lussee; pravidad, howaver, ihal If Ladatr shall ot navis delivered pogsession of tha Premises within (60} days Jrom 2ald comméncamant
date, Lassea may, at Losnad's opliof, by actkea ln witing 16 Leshor within tan (10) days theraatier, tinet this Lagas, iy which event tha pariies dhall
b ek d from all ebligations b \1Le3sag occuples tha Promises prior to sald commencemsnt dats, such occupancy shall be 2ubject
W ﬂJ mlaroﬂs huredl, such accupancy shall not advancs the terminntion cate. and L saseq ghal pay reat lor such periad at the in%al muanibly rates
suiorh below.

A, Aznt. Lessas shal poy loLessor a5 rentfor th Pramises squal monthly p o8, 8,250.00 _ ;nagvanc, onthe_LSE  gayor
30h month of the larrs hreol. Lessea shal) pay Loszor upon the exacution heroot§ 6. 250,00 *_asrent Ior_zmii_lm;.n.tmd
MOy ey e nn an _pa argaly 0 he 0 B o he 2117 R shzll

-3 2 -1 o
months, all in the meanér provided in Exhibir 8 heresf. -
Ranl ""i“’ﬂ period mmg? &l‘n tmrm hereat which s lor less than ane moath shall be a pro rata portton of the manthly Instatiment, Aent shatl he
9in v

P wit] mone: 1@ Unitod S et Jo Lesaor 3t tha addresy siated heraln or to such #ines persony or &l Such tiher places a8 Leasar may
destgnate In whlis, - b

% Secyrlly Depoalt. Lesysa shail depasit with Lessor bpen excoulion hereo! s.=l0= & zeculity for Lessée's fathiul perictmance of

- Lesses's ohligations hareunder, if Leasex lalls to pay rentor olfier l:_hg;?‘ss gus hereundar, or giherwisn dlaulla with respact lo agy provisian of thia
Lanse, Lesior mey tsn, ipply. or retidn al} or By gorilon of saxl dedosi{ for he payment of any rent or ather chitrgs in default or Jor the pryment of
any glhes sy to which Lesser may Becoma abiigated by reason of Lustaea detautt, or to compensale Lastor for any losa or damage wl?!;‘ Lassor
may suiler tharaby, If Lessor 50 uses hwgﬂgﬂ il ot any porilon of seid depesil, Lesses shall within 1sn [10) days afer writtdn damand tharelor
depdall cash with Leasor In an emount sulilsient b restors zald denostt Lo the il ameunt heralnabove stated and Leszaes fallu/a 0 dg do thakibe a -
m%lﬂrl’li breech gt this Lezse, Lessor shalinotbe'raqulred to keap sald depost suparata lrom Hz gencre) Icfnumi. N1Lessmperiorms all of Lesses'y
abligations hereynder, aaid uelpo:lt', ot 0 much hesao! ax hasaat tha;ﬁp!ﬂuhﬂw 2ppilad by L.33sar, shall bacaturned, withou} payment of jnressst
a¢ athet Inoremant for is vse, (o Lesses {of, A Lessor's opdlon, to the lasi ansignns, H any of Leases's intoresthoreundet) ot ths explcation of the tarm
ll;aen:i :nd altor Lessen hasvasaled tha Premisds. No trust rélatlenship iy ofeated hosein bayegn Lessor and Lesses with redpect 1o sakl Secunty
Ll :

E Uan. sk
8.1 Use.TheProniisas shel be usad snd ceeupled only lor__ SENOOLE

and for op othar purpose,
5.2 Complignea with Law.

{8) Lassar warrinis to Leagee that tha Premized, in lis existing Slate. But withoul t2gard ko the use for which Leszee will use the Promsss,
goes natwiolate any applieatis bwiding cods regulation or ordinance attho time thatthis Leass Js pxecutad. In tho pvenl that s delermaned whal fis
vearragity heg basn viatatad, then (I shall be the ohilgallon of the Lassor, gler wntlan nolice rom tessea, to promplly, al Lessor 5 soiv cost and

lo et v Such viotad 7 Ihe aveni thal Lesasso.doos nol glve 1o Lessor writlen pellce of tha viotation of tis warranty within tveef from
tn commencement of the tarm ol this Lsase, |} shalj be coneiusively desmed that such vilation i ot exlst and the coreaiisn ol the sams shall be
the ghllgakea ol the Leszae.

[b] -EBxcent as providad In paregraph 5.2 (&), Lessar shall, at Lossas’s oupense, comply promptly wilh 28 tnes, ordl
rules, ragifations, orders, festitchons o! recoed, and raguirements in silect dunng.the furm or any part of tha erm hereof reguletng the use by
Lasaen of the Premlses. Lexsas shall nol Rxo nar permil the use of the Premises in pnmanngr thet will tesid lo-craaie wasle of & nuIsanceof, o tharg
£nall be more h2n one Lepant In the buligltg conlzinmg Ihe Premises, shall tend 10 distuch auch athaer lenants.

£.3 Condition.of Premilses, Exeept a5 provided In peragrach 8.2 (a) Losted heceby accepis the Pramises o thav sondibon exizdng es of the
gati of the executton hereal, subjsct jo &l appllcable zoning. muriclpsl, county end stats laws, ordinances and regulatiany poverning and fagulaenp
the uge.ol the Premises. and aczeals this Lease subject theraio and 10 all matters distlasad thareby and by any exntbis mitached herety, | esxag
:dmu:\;ladgl;s thai neither Leasor nor Lessar'z agent hes made any ragresentallon of warranly #s to the sullzblilly af the Premszs 2ot 1he conduct of
285908 businega.

7. Mantenance, Aepaira and AlferaHona.

7-1 Lesaad's Oblipellons. Lazaes shall keep in good ofder, candilban and cepair the Premines ad evary. part thereol, Struciueal and non
structural. (whth&r gr aer such porion ol the Premises requiring repalr, or ihe mesns of repalving the srme ere reasenatiy or vestily sccessiBie 1
Lesaap, and whather orriol the nest far juch fopairs accute na 2 resdll6] Lessee’s use, any prlor use: the elaments or the age of sucn podtiod 4 e
Premises) includlr g, withnutimitng e gererakiy of the faregong, all prombing, healing, dircondioning, ventifating, seciriczl, igning laclies and
£nuipment whhin the Pramaes, sities, walis injener and extsrior), foundatfons, ceilings. egols linjerlbr 2nd extenor), lioors, winaows, daars. bage
ghss and skylgnts logatad within the P: and ai fsng p parking lots, fohces nod glons locked an the Promis3s enp

ks and parsways Bd)aceniio the Fremises.

7.2 Gurender, On the jast day uf 1he lerm herool, or o gny soones larminason, Lessee shall Burrondes the Pramises io Lesaor i the same
concitian as whén receivad, broam chean. ordinarywenr and lear uxcemeq; l.eagee shall recasr xny demage o the Pramises cézasiones. By the
remaval al Lejroe’s icade Natures, ¥ B3 ) ta ¥ h 7.5(d), which repair snetl Inchuce the paiehirg and fiting ot
noies ana iepdl of strutiural démage, o

7.3 Leasor's Blghta, I Lasaag fuils o periorm Lessee's ooligalionsunder his Paragrapn F; Lessor may &1.08 agtion {9ul shai nat be requied 1o}
enter Upon the Premises. aer 'an |10 daygs' priorwnnan potlee io Lesecs, and pul the same in 900d srder. sendliion and tegasr, and it cosl [herea!
[ogelher #ith intgreat thereon 11 the rale of 0% par konum shalt become 9u& 810 peyacle ax addikonz! ranial o Leszor 1agether wih Lzksee’s nex!

sentalinstalimort #-Mame is being changed, or has been changed, to CGolden Dav 3chool
o g g ged, ¥y 3choo
he.

r nays
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o s sesemti e i W G TG WNIRT UTeunE FEEYTGW () NRMBON. LESERE expresAly saves the
benolit of any stte now of herenafter in gffest Which wolid otherwise sffard Leasea the right to make repauis Ot Lessor's expense or |0 lastminate
78 Lpgse bocatuse of Leanars fallura to kenp the premises 1n good order, condiion and reaslr,

7.5 Allerxiions and Additlons, ) ~2 525,000 .

fa). Lasian shal! nat, withoul Lessor's gror written dofiaent THake an P . of Litftity | . o or
A46u e Premiges, aZcept for ronstruclurgl allaratons not excesding“8430808N cost. Az uyed In this Paragraph 7.5 ihe term Uity inaallaron”
znafl mean bus ducting, power panels, wirkig, fluorescent fixtures, Space heaters. conduits, srconditiening egulpment and plumbing. Lessor may
raquirn that Lesses remove any or il of 2zid elterstiona, imp. ddiicnz or Utliity attha o} the term, and resiarg the
Preatilsed jo thelr prior Gond(Uon. Lsssay ma\{)raqulre Lessan lo provide Lessar, 2l Lasseq's scia cost aillonand ion bond i sn
amount equal To one And ges-hail Umes the sslimated coal of such Impraverments, to nsure Leesor egainsy any Nabifly for machenic's ene
matartalmerts jiens -and 1o Insure completon of the work. Should Lessas meke any Rlleretions, improvaraents. acditlons or Utility Instalisbons
wilhout the prior approval of Lessar, Lessor mey réguire that Lesses remays anmy or 2l of 1he Same.

. [b) Any 1P L ns of Uikl In br abgal the Premites that Legsee shall desire to maka and which'
raquiras the conaent of the Lessor shall be pressnled 1o Lessor Iy written ladin, with proposad detiilled plana. If Losaor skall give vn congent the
consent shall be déemed candiionad upcn GR scqulying 7 parmit to de o from ?c Atias. the.lrmishing of a copy
m::nenl to Lussor priot to the cammyncement of tha work and iha compiisnes by Lassee of all condiians of eaid permitina prompt ana expecitiods

mef,

Ic) Lessea shall pay, when dug, all Gaims for fabor or materiela tarished or alieger o have bisen lurnishied 1o of for Lesses a1 o7 for use 1n
tha Preemitas, which claims ara or may ba segured by any mechanics’ or malanalmen’s Hep againsi e Pramisea o any g lerast therasn, Lesaea snali
givas Leasor not foas than ten |10) days’ notice prior o he commencament ol any wark in the Premises, and Leasor shilj hava (ha nght 1o nost notices
of ran~rasponsiudily Is or an lie Fremiacd ag arovided by law, . Lesaee shalls in good lalth, contést the validity o any such Uen, claim or demand,
then Lossas shall, at fls sole anpsnsa daient tsell and Lessar agalnst the cama and shail pay and salisly any such tdverse judgment ths) may oa
rendarad thirzon befare the enlorcament tharsol Bgainat the Lessar or the Premises, upon the condiflon tnatf Lascor ahal! require, Lesseg shall
hurnitah 10 Lessor a sursly bond satisfaciory lo Lessor.in an amount equal to such contagied fien, claim or dsmand Indemnilying Lussor against
Nishillty for the same and hokiing the Premises Iree lrom the gliect of such lien af clalm, In addilion, Lassar may require Logaee 1o bey Lessors
atterneys toss nnd S5k In participating 1n sush action it .essorshel decide’inis 10 15 bestiniargsi kado sn, i y

4] Unless Laszof nequires thair removal, as 3@l forih In Peragraph 7.5(a). il lan, ) 2 diitons and Uusly Insial

(whigther or niot such Ulllty instaations consttute rede (ixiures of Lagaee), which may ba mads an the Promises, shil become the properiy of

Laator and remaln ogon and be susrendsred with e Premises at tha expltailon of Ihe jerm, Nawtistanding the provisons of ts Paregrann 7 5id

Lassby's machinary and equipmant, oiher than that which I8 sHixed 1o the Premlses s tal it cannat be removad without miaterat démapg 1o ine

Premises, shall remaln the property of Lesses and may e romoved by Lessea subject to the pravisiena of Peragrapgh 72
2. Insursncs Indemnily.

8,1 Insuring Party. As uzed w this Paragraph 8. tha term “insuring party” shell mean the pary who has (he obiigalion 1o obisin the Progarty
Insurence requited hereundes Tha insunng party shall be des|gnate tn Basageaph 18.26 heraol. ‘Nhewer e inswing party .5 the Lestor of the
Lezseq, Lersae snol), as adalticnel rent jor the Premizes, pnt the oost ot allinsurance raquicsd hereunday, ) Lessar bs e insuring pany Lasszg snall
wnbtun ten [10) doys lollowing gemand by Lesxor, raunbiusst Lezsor tor ma cost ol the induranas 3o obiansd,

8.2 Uabiiity indurance. Lessse ahill. 31 Legsed's oxpense oblaln and-heep in loron 'dmlng 1he tarm uf s Loass a pokey of Comumned Bimdle
Lims, BodllY [nitiry ent Propecly Damage Insutance mauring Lessor and Leases agalnst any llabiity 2nsmg out of the ownbrahinm. uae, Gooupancy or
maintenance ol the Premises and Al areas noplirlenant thesels, Such Msurhncs nall ba 8 combiner slnsg'h limlt policy in an amount not fess then
$500.000. Tha pohcy shall contaln erass Rabllily erdatsemenis o ghi! pe by Leasas ol the ind, fsigng of this Paragracn
8. Thelimus of said inslirance anall not, Aowavar Ul W abillly of Leasee hersunder. I the svant (hat i Prémsss tonstiiule a part of o jarger
propatty 82t Induraice shall hava & Lessor's Pri Liatitly snd t shereig. If Laayaa shall fal 19 procure and maintain Sag
insUrahce Lessar may, sUt sha¥ nol ba requirad {o procuye and /maintain the 2ame, bul At the expenge of Lesaeq, anmbrnJ_quuentl? nan each §
yeary, i, 1 the raarcnable aginlor of Legsor, she stmount of Hatilly insyrenca required in der 1 not adeg Lassce shall increase maig
INFUrANGD ovErage X raquired by Lessar. Provided. howaver that In rio wvernt shail tha amoln af ta iatkity msirsnce incraase ba-more han ity

. percen) gredier than tha smaunl theraof durlng the pracudlag five years of tha jerm of this [22se, However tha f2ilurg st Lodsor fo reguire any
' agditaalinsurance caveraga sheli notbe Yaamed 10 ralleve Leases from any abtlg undasthisLeage.
BA priperly Insurance, -
(21 Tho insuning perty shall obialn and keep In'losca during tie term of this Leaan a pdficy or polizes ol inguranca covering lass or damage o
tha Premizes. in the amoum of tha full repiacement valua thareof, ag tha same may atist fiom Ye 1o Ume. which raplacemen velve 15 now
. ed butin no gveqtless then tha iata] amount of promissary notes setured by liena o the Premises agains| el perds inchdug
within thé classbiéation of firs, c vahdaliam, i puftid (aE risk] and Epiinkiar lpakags. Sewd
tnsuranee shak proylde lor paymant of o34 thersundes 1o Lessar prio the haldars ot mormnges - dsada of [rust on the Premdsen, Tha |nstsing party
“shall In adeipry obizin opd K#ed in lorse dueg Sieterm of ints Leass v palicy of rental income insuranca coverng apsrod of shxmonihs. with 1953
paysbly laLedese, dhlch Insurance shak Also cover il raal esialo 12%en and insuranes coals lor sald pitiod, I tha iasuring pary shalf fell & pracese
and malatain said insuranas the olher parly may, but shall ne ba 7 tw, progure 8nd matataid the same; but af e expenye o] Leasaa. if gben
Insufancs coverags has a deductibie slaues, Lossee ehall b llabls for ke teductible amount,

10} H the Fremises are pant of 3 largs; buttding, or ¥ the Premises ars ﬂmﬂ of a group of bulldings awnad by Léssor which 2ra 20pacen! io the
Fromises, \hen Leasse shall pay far any increasd In the properly Instirance af such oiker bullding or bulldings f sid ingreass is caused 9y Lessae's
2Acis, omisgione. e or azcupanty of the Premises, :

{of U the Lessor &g the lonring pery. the Lessot will nol insure Leasee's ixlutes, of tanant B uniess tha teram
smprovaments kays become 8 part of te Premisas under paragraph 7, hereol, But if Leanez 1s the nsuring party the Lessee sheil insure s filuras
g and 1em

(e} Mot more frequenty tnan eash three years, 1l in the spintan al Lesaor, 1he amooat of aroperly nserance required nersunuer & 1o:
’daguale, n2 nsuriog party snal incre sard : rego 23 required by Lassar, Howsver such InGreasa may ba more Iraquent than 2ach
threavears Hreg by the k Tlee in orgier tor tha tull rep) valté b the Premises .

o Pallcles, ] der xnal) bein holding = *Goneral Polidynolders Rawag™ af 8 plus 0f beitar 25 set
fotih in Ut mbs| current jasua ol “Bests Insuranas Gulde™. Tha insusing party shall deliver \o the olhier pacty coples of poliies of such 1nsurange or
carthlicates eb Ig the el rand i5 of such with loss paybbla clausae satistaciory to Lessor, Na stsgh poliey shall be
eancellabie af sublecl to saduction of coveraga of ather modilicailon axcpptafter tm-m 0} tisys' arlor wiltien ndiice tal ossor, 1 Lexsee Jé the isuring
party Leste shall, wllhur ten [10) days pnor%lhe expirzlion al such polrcies. hurnish Leasos wilh renewsls or “binders™ thereof, or Laszn! may ozdey
stch Innirance and chirgs tha cost thefes! lo Lessee. wiith amotnt shill ke payabla by Lesses unon demand, Lospes snall not 16 O parmit 1o be
dons anplhing whick ahall lvaidnte jhstnsurance palicles relerred b im Paratireyh 8.3, IF Lesase dous or parmile Io be done anyining whish shall
Increass s cost of the msurance s ralerred to'n Parsgraph 8.5, than Lessee sill forshwlih ipon Lessor's damend ¢emburse Lessor iar any
zddlilonal premlums atrbuteble {6 any act or dmislon o7 opecation of Logkes ausiny such Intrease in the cosl of insurgnce 1f Lessor 16 the

insuring gany. end if (he Insurance polieies malntal prousder cover gthar Impeovements in 2daition to the Pramises. Lorsar shall gelver- 1o
Leznee 8 wrillen Slatemant stting forth the molnt of any such insurance cuslintraass and showlng In ves2anable dolall the manner i which 1t hes
hean computed. .

8.5 Walver of Subrogsllen Easana and Losnoe aach hareby waive any ans sll agois of racovéry Rganst the cther, Or sggmsl, Bta offizers,
amplayeey, agents aht rearesentnivas ol the other, {or loss of or. damage 10 guch valving pary or Its property or Ine proparty af others enger s
cunuggla 218 extent that such loas or damepeis Msvred 3gains] unrder any instranca pokicy m forcs At the iy ai suoh loss urdamlFau. Thensuting
party shall, upan obtalning the poticles of Insurence required hereunder, gfve nolise 1 1ha insurance cerrlor or cavcars thal the Joregoing mulues
walver of subragalln iz comtainad in this Loese.

8.6 Indpmnlly. Lagses shall indemnily and hold harindess Lassor irom and ageinztany and 51l Clalns 3nEing Hom Lessae 5 uee of the Premimes,
&r from the corguct of Lessae's Business ar from any activity, work or thinos done. parmitted or sullared by Lesses n oy aboul the Pramjsca or
tlsawhiere and snall lurther ndemnily and hold hermiess Leasor from end 2gaingt any and Al clgims arising itom any brezcp ar deleul] t the
performancs ol any obligsnon én Leases's past to be performbd undet the et i of hisLease, oraflsing from any neghgence of the Lesser, af any of
Laszas's sgenit. conzactars, or smoloyess. and irem and apains bil cosls. aitorey's lees. pxpenses end llabiities meurzed 1n the defensa of any
such glaim or any action o procseding brovghl Iherean; ehd ln-case any scllon or progepding be breught aotuns! Lassor by reason of any suck
=i, Leasape upon notice from Lozsor Bhatl defend the seme atLeases’s axpunge by couneel sallstaciory to Lessor, Lesses. a5 a majenat oargof e
consideration to Lessor, nmaw asspmaz alt visk of damage Yo grapoerty or injury la p&reons. . upon &'ahoul e Premiset afising lrom sny cause
2rd Lesyee harshy waived alf laims in respéct thereal against Lessor,

4,7 Exemption of Laswor from Linbiil}y. L.assea har ageeby thal Lessor shall nol be liabiz for pjury to Lasses’s Qusiness ¢ say-loss ol
necore theralearn or o damagn It tha goods, bvarss, merchandtse or alher property of Lessoe, Lessee’s employess, .nvises. cusiomers. ar snv
othar peraunin or anout e Premises. nbt shefl Lassor Oe Jiabig farinjury 10 the paitan of Lessee, Ludsan 1 employees, agents or corebgiont.
wnether Such damrge ar mjury s Gsused by of fosulis from llre; sleam, elestialy, gas, wawer o7 raln; or trom {he breadags, ipdkage, obstuches of
olner delecss of gres, sprinkiers, wires. appdoncas, plumbing, au condifioning or lighting Juras, &¢ irom any oMer 2euke, waainar 1he sa.d
damage or injury resulis from cond]lions #riking uben ihe Premised o7 vpob oihe! partinns of tha bunla:ng ai wheeh tha Bammes sre 5 D2t or from
olner sourtes or-alaces end regardless of whether he cause of such damape or Injury of ho means of fEIMIRNQ tha Aame 1 Naccedsibin 2o Leases
Lasscr shalt naLbafetie for eny damagss arsig lram any 2t or neglect of sny other igneat, ¥ any. of the busding «4 wmct (he Prermises are Incatad
%, Daimage or Beanuciion,

21 Parilsl Damoge — lhsyred, Subject to the pravisians of Peragraphs 3.7 apo 2,4, .1 the Premises 2re dampsed ong Aur Oaimage 2ad e4USED
©7 @ SasyRlly covp’2a Updal B INSUTBACE palicy reculred 10 ba maintamed oursuant 18 Paregrean 23, Lessar thall 2l Lapsor s 2xpense /zpa.r sueh
darage but nat Lesses's fixtures, squit ‘of tEnan) 4ap d un|BsS e saime haye SEEAME A PN of the Preriags pursLant o Parigrabh
7.5 nereol 43 soon 85 <ecsonably passlbie apd s Ledse Snaif continus n il lorce aog ettect Notwithktanding ine above. | ing Leszea s ihe
nsuring narly, ana 'l e insurapce Srodends fecmved oY Lissor are not sulflciant to ailect such repair Leisor $nad give nonce 1o Lessen of e, ¢
smounl réquiren in Z00ron to the insurance proseecs Lo elinct such repair. Lesses s coneibule Me 7eqiirao Smaunt (o Lesser wibin ten oays
3fter Les5ee Mas socewsn nelice lepmn Laser of jhe snortage i the nsurance, Whan Lassee stall coninbute suzh amourt 20 Lessor Lasser srali
TPaKE SGCit FEDArS 25 300N 25 feasenah / postibla and s Lease.ahall conlinue.r fulifarce sno ¢lect Lessee 52 1o evEn) have sy ngnt )
TRIMQE F3RIMELL Dy 2 Sull Zount 33 Conits dulso,

fwe
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PR g Ve R TRIV O 10 Gancel &nd tarminais s
Lisayy duan INE CaK8 O N8 GSCUrTENGE of such damage. in the eveniiLasacr ejects {o five such notice of Lassor's intention to cancel and lormbneie
this Leass, Lpssea shall have iha right withi 160 {10) days akiar the recaipt af such sotce lo give wrlten nodce o Leasor of Lesses's Intanyon o
repalr such wamage ai Lessae's dxpenae. withou) reimburaemepl rom Lassor, In wnith gvenl this | ease snall conlinua ba lull tores ang shecs, ang
Leszes ghall progaed 1o make such renairy 42 100n a8 reascanbly pessibla, Il Lusssa does notgive such notics vathin such 10-day period thig Lease
shall ba sancellsd and tetminatad s of tha daiz of the accwiTance of such damags.

9.3 Total Destruetion, i at any Bme auring the term harso! the Premises are folally destroyed Jrom any caule whalher or not covered by the
Inswrancs reguired {0 be maintained purauant to Pardgraph 84 (Including any lotal destrisction. requirdd by any authorited pibhs authenly) tus
Lesse shef antomalicilly termindte os of the dae of suah lotel destruciion, ?

8.4 Darjage Near End of Tarm, 3 the Premlass are parfally des 0 of demaged during ihalast six months of s term of this Lease, Lessor
may et Lassor's aplicn canotf and ferntinate thix Loasa as of the date of ogcurrencs af sych damapa by giving wrilten natice io L esses o) Laesor's
slecilon 1o do so within 30 days sher the dele bl oocusrence of such damaga. "

8.5 Abajemep| ol HanyLesags's Remedind, ) o .

i1 the Pramisks bte panicly desiroyed or demaged and Lessdr or Lessse reapairs of restores tham pursuand 1o the provisicns of this
Paragrapn 6, the zent payabie hereunder for-tha poriod durlnp which such damage, ropalr or restoration continuas ghati be abatad In proportion 1o
iha dagren [3 which Lessen's use ol iha Pramiser is Impalred; provided, however, thal the agorepals amoun) of abatemant heratiader shall not
exceed the total of rent payabla under Paragraph 4 {07 g period of Sl menths, Excaptine.abatement of rent. 1t any, Lesaea shall have 0o tialm sgamst
L.eszor for any damage suilared by redson of any such demage, ¢astruciien, rapalf or fasioralion. :

{B) If Leszor shatl bo obiigated to mpalr or sestors the Premises under the provialgns of thie Paragraph 9 and shail not commency xugh
reguir or resigration withi 80.days ajler such obligation ahall accre, Lessna may at Lassoe's cplign tance! and latminate this Lease by gwing
Leasar writian notiee of Lasgée's election to da so at zny Hima prior o the commancement o) such repair or.cestofation, In such ovent Mg Leass shak
terminzte &5 of the data of such notice.

1 dy P n

2,6 T — Advance Upon far tan of 1§ Leasa ta this Paragranh 9, 2 eqintabila adftsiment shel be made
aeneernlag advanca rqnt and any advancs paymants mads by Leasey lo'Lessor. Lessor shall, lnaddition, rewfn In Lessan so much of Lesses's
security depoall ax has not therstatore beef applied by Lesar. . .

9.7 Walver. Lesspe walvas ths provisions of Callternia Clwil Gode Secrions 1832 {2) and 1933 (4) whigh ralata 10 termination of 128ses wnen the
thing izaa8g ls degiroyad and agrees Lhat zuch tvent shall be gaverned sy tha larms of this Lease.

10, Rel Property Taxes,

101 l;:ymnn; of Taxes, Lassee snnl pay all a| pinperly jaxes appécable to the Premisas during tha term of this Lesse. Al such paymignts
shall hy mada at [pasl ten (12} days prior tthe atg ol ueh p Lesasg shafl pramplly luritish Lessor with aalsieclory evsdence
that such axes hava beea paid, If any such taxes #aid by Lasson Shall covar H‘WM of tme prior to or Bllar the explration of the tarm narea],
Leasaa's shera ot puch texs&shall ba squltably prorated lo cover only the pertar of Bme within tha 1ax flscal year dunng which Iia Lease shall be in
altes), anid Lessor shall teliminizse Lossae tothinetient requireq, [j Leaseo shall fail 1o pay 2ny quch laxes, Lecser shad Reve the gkl 1 pay he 3ame,
Invwhich case Liss oo sl rapay euch amount {0 Lessor wiih Leasea’s nox) rent insiallment togetheswilh inteegzd at the rale o! 10% per annum.

0.2 Dalinilion of “Aes! Progerty” Tax, A2 used hereln, the term “rodl proptrly lex™ enal lnclude any form ol asasssment, fNicenss fee.
commerclal ranlaf tax, fsvy, penajly, or i [other than Inparlisnce or estare faxee), lmlpasad by any authoaty having the direcl or Inditect power to
1ax, Ineivding Ry city, counyy, atase or federal povernmant, or.any sohool, 2oricultyral. lighting, drainage or athar imprmlmer‘t distriet thergol, ax
mamal a0y ieget or nquim:ln\nl.umgl of Lagsar In tha Premises or b the real property of which the Premisas are a part, 25 against Lassars dpnt to
rénloy acher Incoma tnarelram, or 28 agalinet Ledsora hyslngds of lapsing a Aremises of sy 14X imposad ki subsiltuton, seetlaly o wially, gt Aoy
ioa‘x Fetals o wititn of rea propprty tex, or any. aidiional tax fhe paturg of which was previously Inciided withln thadeflmton

reat prope 3

104 Jaim e nalge hy Lexssn's Kabllity shall be en equilabie progpriion o0 1 ceal Bropenty lxes
tor ell of the Jana ana improverents inchidag within the tax parcel-assessed, sueh gwpnruun Io ba determuned. by Laessor from tha respeciive
valuadons ass)) In the assassar's work sheels or such obigr | ua.may be ple, Leosser's
thareof, In g tailh, ghall bd canclugiva,
104 Peroosdl Property Taxes,
|8) Leraeé shall pay prior lo defhaquancy s¥ taxes gusdnsed soninst and leviod upon irate lxtucas, furrishings. eguipmant and alt ojher
y of Lessee contalnad In Uie Promises or elsewhare. Whap posslt|d, Lastes shall causa suid trade [Xtrss, furmshings, equipment
and ef ¢thor perdanal propery 1o tis slwesred end bllled sepgrately trom ine real proparty of Loasor, . )
b} I} any of Lessas’s 2ald parsonaj property shail b seszsaed with Lessor’s resl propenty, Lasses shzil pay Lessos the taxes altribiulabie \o
Lasseo withiy 10 days afor recaipt i 3 weliten statement sehing {orth the 1axas appligetie o Leassa's property.
. Utillas.: .
b Laz3ea shall pey For il water, pas, hoat, [1ght, povear, letephane eRo othar uilflifes and Services suppiied 1o the Preruses, logether with any taxes
thareais If any such services are nol snparately metored iq Legses, Laasse shak pay.a resgonzbls proporilon to ke duermﬁ-nad by Ledser of a¥
cnsrges jointy risferad with ofher premises,
12, A:qj?'nmu;l and gubletting, .

12.1 Lesaor’s Conaept Required, Leasee shail at voluntafily or by operation of law asalga, ransler, morpage, sublel, or otherwiss ttansker or
entumhye 81 or Ay of LBssed's Interas! In thls Leasa or in thé Pramlses, withou! Lrssa”s prior whtisn conseal, which Lesser shall net
unreasonably withhodd, Any atiémpled gssignmank, transter. mortgagd, etéumbrafce o subleiing without such aonzant shell be veld, end anall
constitaie a braach of thia Ladse, . ,

$2.2 Lnanga Afiliiaie, Noiwithstanding the previsions of perpgteph 12.1 heteol, Lessee may astipn or suble; the Premisas, or any portion
theregl, \?thoul |.2350r's conaent, Lo any aozperall on whish conteels, Is controllad %w 13 Uptles common Zodittel witn Lesses, of fo Aoy cosporailan
sastilfing from the morQur of canealidation with Leasaa, or to iny person of grilly whioh Bcgiilras ali 1ne assets of Lesjae 3s 2 ou:nE ¢oncarn of the
bualness that ks balng sanduoiad on the Premites; proyvidud et said assipnae'assumes, i iull, the obligations of Lezsas under this Lense. Aty sugh
assignment ahall Got, In any wey, affect or Iinlttha BobRlty of Lesana Under the lerms al this Lease even I} eltor such assignmant or sublating the
lerms & this Leese aré matarisly changsd pr et red withouttha consent afLeagee, the consod) of whom Shill nol he nesessiry,

123 Mo Rileane of Lesden Ronardiass of Lus;ur‘a cansent, o 3obleting of 258ignmant shey releate Lessee of Lessee's obligation or alierlhe
E_rtmary Nabliity af | s&sg6'to bay the rent and o perarm &l athef etﬂua!lana i °be performed by Leasge hareunder, Tha secepliancy of rant b

8830 Irdm 2oy 0 an_ ) shall not be deemed (o be n walvar by Lessar of aiy provision hetgal. Censent o oo ualgom&?l or sublating shall
nol ba dsamad ¢on By b:&t;lnpnl asalfnmant or ng. in |he eyen} of detaull by 21y sssignesof Losses or any sUcoausar ol Lessee, jn
tha performanos of any ol the larms heiredf, Lessar may brocead clractly ngalpst Lesses without the nacessity of exhadaling remedies agrinst sad
2sslgnag, Lesasr may consant ko slbssaquant assigniens of sublefiing o iy Leae or 3mendments ar modifications 1o this Leasewilh astignuaes of
Legses, wihout nu:ll§vhq Laasen, or any sucoesgor of Lasaee, and wiihout bbiaimng ity or thel consan theret and auch ection Shad ot relleve
Legsen of tlablity ureder this Lenss,

17,4 Altoimei'a Fees, |0 the cvent Lasaes Bhafl assign or sublet the remises oF requnat the consent of Lesagr 1o any assg nment or subigtiing
oy il Lekney shalt Fequest the consanl of Leseor for any act tha! Leczee propases to do dhan Lasseq shall pay Lessor's rgasanatie aitomeys feps
Incureed In cannaction Uteréwlih, such atiorneysfees Aot o excesd S250.00 for sach sugh request. -

13, Dufauilar Rerded)ss. . )

13,1 Delnulia, Tha occurrende ol any one or more of thy. ovents shall {tuis 8 materiofdefaull and breech of this Lense by Lessos:

18) The vasaling or absndanmenl 5] ha Premison by Lessas,

{b) The tafure by Lessae lo make any paymen! of sent or any elher paymuent requlred to ha made by Lessee horoundar, as and whan dug,
wihera such faliure snali coniinue lor a perfed of threa days shter whitten natice ihereol rom 1. esset o Lessea.

(c} The faflure by Lesses 1o ubse;ge o %srlnrm any of the covenanis, conditions or provisions ol this Laaza tn ba chserved o7 perormaise Jy
Lazseg. other Ihan gescnbad In paragraph [b) shave, where such fallire shall conlinue lor a pedJod of 30 diys after wetten nolice hergol rom |Leasbr
to Leasee; provided, howavar, Ihat Il fhe natufe of Lessaa's delailt 18 sben that more han 30 days are reesonably s2quired Jor ils curn, than Lacsee
sh:\ll :'nénl be Geemned to by in dafaull If Lessep commanced suth curs vithin sald 30-day peniod dnd therezlier disgently pursuas suth curs -
complelion. .

id) {8 the making by Lesaee ol any genosel asaignment, er gansral 2rrangement for the benelll of msdltnu:{lll) tho ling by orageinsilLessee
af a pelilian 16 have Lessho ad|udg2d a bankiupt er g dpﬂlﬂmiw rea;?mlullon D drrangoment uirder Any law refallng la banknupicy vhiess, fn the
case of 2 palllon e sfainst Lessde, tho nfme I8 dismissed Wit 40 days); [B thy 2ppolnimen of 3'trusiee o resever to Lahe possession of
_substantlally 8l of Lesasce's asselsiocated ol the Pramives or of Lesseaa intéfes) Uy 1k Lease, wiBre poasession i nouredtoree i Layses withln 38
“Agy&s ar (iv] the atdchmant, expeutlon prothel ]ng]aj salzute of substanilally alf o Lessse's asaets Jocaled 21 the Premises or of Logtes's inierast in
L h seliurels nol d Qled ! . .

%0, R 30 days,
{0) The discovery by Lassor thal any Nnanclal statément glven o Lessor by Lesses, any 2ss) of Leasee, any schl of Lassas, noy
suoeessor ininierest of Lesseeor any g tor of Lessge's il ndar, and amy of thesm, was materiaiy fathe.

13.2 Remediey, in ihe ovanl of any such maiedal delaull or braeen oy Lasses, Lassor may 2t any Ume thereafior, wih or withiout notice or
demend sad wihoullimling l,,usarln ipexercisa of any right or fomedy wh h Leasor may kave by reason of sech delan]l or braaen:

{at Terminae Loses's rght t pogeeszion of tha Premises by uny lawlul means, in which case s Leasa shall tetminale and Laése shsd
i edlglaly Sterfender poasession of the Premisgs to Lessor. In such ayeni Lessor shali be entriea 1o recover from Lesags all oamegasinculred oy
Lestor by reasah'of Lessee’s dofauk Inciuding, bul ot limlied ta, the codl of reoveilng possession o!f the Arenuses; expenses of fglelling, intluding
necESTEY rangvaton and slteation of lhe Premises, reasonable stormey's loes, and 2ny reai esiate commission sctunlly psid; the worth 21 ine tine
of ewattl by the court having Jurlsdiclion thereef ol Yhe amounl by whith tha uapdid rent lor the balance of 1he term &iler. hz time of sich pwetd
excaeds tha amouni of sueh rents] loss lor the same perlad thalLussee proves could Se reasonebly syeided: Mat porifon of 1n2 1easing commission
paIs by Lessar tof hL 10 the term of this Lease.

Initiels
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e et e} T LGP Slinl (s U 1) DEI3WE ez Leasol fana to perform oblgalons raquired ol Lessor within a ¢

tn, n0 evant mler fhah iy [30) daya after witipn nobea by Lesass ty Lexsor agd ta tht haitles of unqﬂm mangage or_d:na: :1‘123:? Emm;;’ f},‘f.‘
Pramised whose aame and address chali have tuoretotora Heen furnished (o Lassee in wrling, sRecliying whereln Lessor has fzited to perform such
obligzlions; provided, hawaver, thal if the natire o Lssaor's abligston s auch that mors than thiny (30) days are regquited lor performeaca than
Lu“lru;nhu 7ot be in dalmult If Lessar commancea. performance within such 30.cay pariad and thereaffer glitgently prosecutes tha sams to
compistion.

13,4 Leie Charges. Lassee hereby schiawiedges that late paymani by Lessas ia Lessor of tant ane other tums dun hersunder vall cal
Lessor lo Incur casiy not contempiated by thia Leass, the axact amount of which wii| 2o exiramety gilflct!t jo ascenan, Suzh costs inchyde, bfag?}:
not Himited.to, pruoe;slrkg and pzcounting cmrﬁa.s, and lata charges which may be (mpoded on Leador by the tormy of zny morigage or trast deed
covering ths Prémisss. Accordingty, I any installmant of rent o eny ofher sum cus lram Lezses shall Ror b repeivad by Lessar or Lessor's Geslgnes
wiihi lan {10} dfﬁ" aftar such Amount anall b dys, Leseae shall pay tol.easor elata chorga equsl 1o BY of auch avardue Btount. This panies hareby

ree it Stch bia thargs rproIsnls a falr and reppoftible gsimdie of the cogty Lessor will inour by renson of late payment by Lessas, Atceptancs
of such lata charge by Lessor shell In o svant conaiituie a wiiver of Lessee's default with ratpact to Such overdye smount, nof prevent { 2sant fram
axersising nyol tha other rights and remedies granied heratnder. :
14, Condamnation. If the Pramlaes or any portion thersel are taken under the pows: Of eminanl domaln, or sald upder 1he thieai of thg &
aeict power {eli of which ore hereln taliad "candumnagmn“). Iata Lease shatt tarminals &3 to the ;iarx 56 taken g2 of the daia the m-.g,m,-.? xﬁf#ﬁ;‘.’,‘
1ake3 Glie or possession, whichever Brstozoyrs. if 3 or wore ef the 5 lensed locations are anbstantially -

takar by.condumaation. Lessans mazy, at Lessaea ontlon. 'o ba sxéreisnd in

wiriling only within (&0 (10) days after Lossor Shall have piven Leasae written nolic of sueh taking {or I the alisence ol gugh natica, witkin lan {14)
déyy alier the candemning autharlly shall heve faken possession) tarminata this Lease sa ef the dete the candemaing atholy kies -suck
posssssion, [ Leszed dops nol tetminata 1his L eane in Retordanee with Ihe foregoing, thix L easa shall ramain 1y full foren and elfactas ru the pordan
ol {na Premlaes remalning, except thitt ho rent shell be reduted in the pfoporion that the flaor area laken hears to the in1al Beot eres of o budidiny
aituated of the Premises, Any award lor the Rking of el or nn{par;nldm ramises under the nower of aminenl domain or any payment mads under
threst of the uxarciss of such pawer shall be the pfogerty of Lessar, whather such award shail ba mide as compensation for Biniattion in valus of
tha leasehold ordot the taking of the fes, or &3 . pfes; provi h that Leagea shazll ba enlitied 10 any awart fof Jozs of or
demage o Lessee's radb Axtron and romovalile personal propdrly. inthe event that this Loase |s nol terminaled by reayon ol auah concémaation.
Legtibr zhall, to the extant of sevartnce dpmapes feoahvad by Lessorin fian with auch repak any damege 10 e Promises
caugad by such condemnalion axcApt lo the extent that Lessed bas beon resmburacd therator Uty the condemning suthordy, Lessar shel pay eny
amauhitin excess ol suoh J d sequiied bo plele such repak. .
15, Brokers Fea, Unon sxsculionat s Loasa by ot parjes, Legsar sl poy lo._tic_hrakarfuualyed _ .
@ loenyed real esiate hroker, a lav na set forh In & seperate ngroement befween Lassor and seld broker, of io the avint ther® 13 o veparals

agreament the gum o 5, 80E_applicablp: hrokerage services rénderad by s2ld broker 10 Lessos In Wls ransaclion, Lessor furher sgress
hpt if Lesspe oxprtisss ony option graated hecain or any Optlon eubstanilaily simiar therato, aithar i patond the tert of NS Leass, lo renew His
Laase, lo purchass safd Premises or mg pertthareof and/or. any adiacant property which Lessor may own or i wirioh L z8sor has an snierest, or any
ofher aption prented hereln, or M =aid Booker ls the procuring causa of sny ether lease or sefe smored Wic Setwasn me parles ganalning lo tha
Pramises andfor any adfacsnl pre‘me In wihicls Lessor has an intaresi, nbn 24 to any of gald transastions, Lesaor shall pay zald broker 3 fxe jn
setordancs with the sehadule af seid broker n etiect at ine Hmaod oaecusion of this Lease, Lessaragroecs lo pay zaid foe not onty o behat! of Leasor
bt aro 04 behall of any perzod, sorparalion, b4 Ilor, or otner entily Raving & cwnership Intaréalin 83id real propacry ar zny part thareo!, wnen
nuch Jaa Is dua hersundar. Aty transieres ol Legsor's Intarest in thig Laase, by scce ping an dasignment of such interest. shall ba deemed lo have
azsyingd Lessar's pbligathon under this Paragraph 18, Said brokar shetl ba & tivd pary bene/lclary 4! the provisions of thia Paragraph.
e, dnndral Provisions,

18,1 Estonpel Certifcals. .,

{2) Lesxea thall at any me upon not less than tes {10) d. ﬁr;lnr writtun nolles 2rom Lesaor sxecute, acknowledga and dotlver bo Leasor &
statement In writing {1y cariitylng Lkat this Lagse ls unmodiled rnd bn full forca and ellect (or, )t modlfind, stating the nature of such modificaisn and
cemitying that ibls Leass, 25 so modifiad, is 1 Tull force and effect) and the dale W Which the rant and diher charges are paid in advanc, If any, hnd
{H) atkriowistiging thatthers ars nol, b Lesans's knowledge: any Unayired delsults on the purl of Lessor hereuntiar, or specilying mech defeuttatl any
2re clalmed, Any such stalamens may beconzluaively relied upon by zny prosp or afthe Premisss,
(b} Lensoe's (ejute to delivey mueh siatament wihin such iimis Ehall be concluslve upan Lisses [1) that tais Laass i in lul borcs and ifect,
withow maalfization sicep: 88 mﬂ! s rapresented by Lesaor, (1) thal lhera ere no uncured datauis In Lesaor's peylarmance, and §il} that not more
than onamongh's rent has bean pald in 2dvance or such lakiure niay be considerad by Lessor as & defauli by Lassas under this Laage,
(€} If Lessor degizoe lo Snanoe of refinence lhe Promises. or any part thereol, Leszas Berdby sgrees 1o delver i any lender dasignaled by

Lessor suth Hanrizl sthlemends of Lesses a3 may bo reasonably radulred oy -suth Jender. Such statamenis ahak inchxis the pest three yoars'
financled statemanis of Lezaan, All uch firanchal plriamenty shall hg recelynd kn Coniidenca aid snall De Used a7y for e pposas herein el forth,

8.2 Leasars Hlabllily, The et ~Lyssor* us veet] havatn shall fmvan only the ownis or swnsrs 8t iha Yime I question ol the few s of 2 jeasas’s
nierest in & ground feesa af the Pr. 24, and extepl 3 exprassly provided b Paragraph 15, In the event of any tranafer of such te or inlaresl;
Lpssar herin named [and In case of sy subsequent lransiera the then grantor) shall be reHaved Irgm and slter fha date ! such trans'ef of gl
Jabfllly 2s respects Lassor's obligalions herpaiiar o b rmed, previded thal any tends iy tha hends o! Leasor or the han grantor al the ime of
sych transier, in whigh Lesste has an inlerast, shall be delivared to tha granies. The bbilgatlens contslnad in this tease lo be performed by Leasor
shatl, sudlert a1 aloresald, be binding ontesaors successers and assignz. onty during ihatr lve periedy ol

18,3 L} e Invalldity of fsion af thiz Leass Bs by a eourt of
“uzlidity of apy ather provislon heredf. o

16,4 Interest on Pasl-due obl}?nﬂm. Excépt 23 axpreasly hereln provided, nr_u" amouni doe Lessor not aaid wnen cue shall beaf intersst Bl
10% per annum rom tha dats dus. Faymeat of such Inferest shatl notexcuse of Eure by delult by Lesses under thil tease. orowded, hobever, fnat
interast thall not be piyable on Jalz charges incurred by Lessen nor an any emounlt upan which k2t Giarges are pald by Lessga,

18.5 Tima o} Essence. Tima s of the easance, .

16.6 Captions, Artiolo snd parag piigns are net a part hereol, .

16.7 incosparation ol Prioe Agrs Thia Laase qonlatng all egreBimants of iha partios with respect to any maltor menticneo
heraln. No pfioy agfeament 62 wniarsienging parielning 16 any such meper shall b eligcilve, Thig Lasse may b modifad in wnrl on{k'alghen by
the pariied in Interest &t $he Tme of e moaliication. kxcapt as oiherwisq siated In this'Lesse, Lesase heraby acknowledges thal pellher the rial
astate broker jisted in Parngraph 15 hereof por any coaparating broker on this transattion nor the Lessor or nn{gmployugs of. oganls o:mJ al sg1t
parsons has made any arzl or written warranties or represeaiationa to Lessae relativa to e condition o van byl réses of 32id Premises and Lestse
ackiawiegges that Leases all resp iy L the Daziputional Sataly Health Acl or s [8gel use of adepiabiliy of the Preatses
5;;:‘ {n:‘ cgmphlancs Mereol 19 all 6pplicabls inws and rapulall d edurtng the lsics of thls Liaca éxcpl 2 olhacwise Spetilicelly stated

casn,

P ;ﬁ:l i 02 way aifect the

16,8 Nolleuz, Any nollea requirad or perndited 10 e givan ndar shall ba In wrkting and may be given by perzonsl dalivery or by certiflad
mal, afe it glm;farsondlr vt by faalf, shall be daume(; sulliciarlly given Jf eddressed 3o Lessor or to Lastor 21 the addrass qdieg bejow the
slghature o the fodpeclive dadies, A b dese may be. Elther ﬁm may by noiida {o Ihé ather Sbﬂdyllmlﬂrﬂm addressior notlce purpodes uxeent
et tpan Lessae’s laking possession of the Fremiges, tha Prermises shail conatituts Lossen's ndcress for aalice purpoaca, A ¥oDy OFal Nalices
raciulrad er premitted 10 ba ghven Lo Lnssor shall be y ta.such party of parles af such eddressns as Lassor may
{rom time to Umé heveallerdasigaals by nedee lo Lessee. A

! 15.3 Waivera, Nawakver by Loxsor of any pravislon hecoot shall bo dsemed o waiver ol anly oihér p hi orolany breach
by Lessen of the dame or any clner provlalan, Lessar's danseni bo griapprove! of any act shall nol be daemed In fenider Unnacassery the abtelning of
t.esrorr consent o or approva) of any subssguent set by Ledsee, The acesplance of real heraunder by Lessor ahell not be a walver of any ma:e:ﬁnq
breac!; by Lesses of any provision hereof, oket thah INe tallure of Lesian 10 pay tha pariculer rent sa aosepl gardioss o Lessars
suchp iingrhresch ol & olalch rani.

15,10 nenardingh. Leszea shall not recevd thls Ledse withou| Letsors pelaf witten consent. snd such regordalion shall, atthe option of Lessor,
canstiuln & non-Gurablp delaull of Lesges hareunder, Bllher patly shiall, upon equest of the alier, sxeaulte, beknowledge end dehwer (o the othar 2
“short lomm™ membrandum of this Laasa for rasording purpones.

- 16.71 Holding Over. il Leassa remalns in possessioh of The Promises or dny part thareo| aites e explsation of the t2rm hegeal withoud the
exofess wrilten sonsent of Laasor, such dotuparncy 53 be & lerancy from month o moith 3t a eenlal 1 theamountaf yha last moalhly rental pus &l
other charges payabia hereunder. ant uponall tha torms heraof npplicable o 2 maofh-lo-monin 1anncy.

18.1¢ Cumtlellve Aentudiea, NO remedy or slsction heratinder shad be desmed extiusive but shakl, whers e potesble, De &umulimve with 2
ofher rernagies elian 00 =quity .

13.13 Coveansnls 2nt Conditions, Ea0n provision of this Leass perfarmente by Lexses snallbe ceemed bigth a covensnt and 2 con milioa.

*5.12 Binding Eltect; Cheica of Law. Sulijsct to any herpol i L ot subl 49 Lesses ang sumecl o the
wC. SR2 Peragrann 16.2 $nis Leasa shal bind the osries, their P and assgns. This L=ase shellba sovarnas
oy ing Javes of the Binte i waich the Promiséd srafocaled.

15,15 Bubaitdination.

Lot This Lease. ot Lessor's aplion, shai-bs subora'nale o any §raund e2se morgaga, desd of Husy or any other nycothecanen for sacurty

nhavi Grirerasiier nlased uppn the resl pronerty of vinlch th Premisen are 2 pert and [o Aty apd o 20vEnsas madn on ire stcurlly therea) ano 13 &t

la, B therent, sueth Lessese’s rignt 10 qu.el

pussasslon of the Pramizes smil no; e distirked 1} Lessen ia noy b ceifu.d 203 o ‘eng.as Lessed snafl pay therenl and noserve 2nd paiorm all o

ing brivgsions of Nis Lease, untaus thiy Laase i omenylse 2erminated purscant 10 s detmn H any morrgeguz, tnusiee of grovno Mssor snall siect lo

nak e thig Leass pegr 19 'tha Hen of its moryage. deed ol irdsi ar ground iag5e. ane 3hah give vintlen nebca thereal 1o L essda, this L=ass shall be
deemea priof korsuch morigage, deed ot trusl. or piound lease. whgther this Lazse i 0uro pror of subsequant 15 the o ala of 3ald mongage, deed of

vust of Groung tease oc tha agiz of recoraing thesegl. .

rutidist

“ET
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L s e e v i BUGY 3 4G O U DRSO DY NG f08INg Barty as flsed by ine
caurt, The pravislona ol this peragraph shall Tnure 1o the benali of the hroker namad here(n who 2eexs 1 anfarce & ght herouridar.

1497 Lvagor's Acoeas, Lessor and Laasor's agenia shall heve the right to enter the Pramisgs ar redsonabia imes lor the purpese of IN5PBCUng
the same, Bhowing tha stme 10 proSpeitiva purchagery, or lengais, or leseas, and making such repejrs, mp: of addttlons 1o
ta Bramises or lo the bullding of which sy nse a part Ry Lassor may daem necossary or demrable. Lessor may a1 any tna place on br sbau| the
Premisoa any ardingry “For Saie* slpns end LeSsor may at eny time diring ihe last 120'days pl tha tarm herdof place oh o Blou) the Pramises any'
ordinary “Fof Lagaé®* 8igns, al without rebate'cl rantor Hawlty o Lessas,

18,78 Signa hnd Aucthons, Lysser ehill ol plago iy Sign Upon the Fremlses or conduct Bny auctian Lhereon withoul Lessor's pnor swritien
cansent sxaspt Dat Lassea shatl have the right. without the prios permission of Lessorta place ardinary and ysual for rent or sublst slgng theraon,

18,19 Motgar, The voluntery or othar sumender of this Laase by Leades, or 2 muiual canceliaton thereol, or A rerminalien by Lassor, snaif not

wark & mzr?lr. and shall atthe optionof Lessor, lerminate all of afy existing sublanancles or may, at the oBtlon of Lesaor,oparate 28 an Asmgnment
o Leszor of any or all of such subleaarclss,

18,20 Tarparolg Authorlty, 1] Lesast s a gagh J g ‘this Léase on behali of sald comoralion reprusenis ang
wam.;\gﬂ lh1€ e |s didy Hythorzed 16 pxpbute and dalivar thia L sase on benatl ot sa/8 corporation, in redance with a duly adopied reaclution of
e goird ol

Dirdgtors of 2ald corporation or |n &coordanca wilk (ha Bylaws of sald corporailon. and that this Leaa is blading upon sald cerporatian

I aceofdancs with ta terms, I LesSes is = cornoraling Lesses shait, within thirty {30) days attar execUlion ol Inis Leass, d&iver 1o Lessor g gaftiih
copy of afaapludan of tha Banrd of Direciors nfuld ,elmwlnn the fon of Lease, S0 peanitiad

wlm’nlef’ Conasnts, Wharever in Ihis Lesss the consent of ona porty 15 ragtiired 19 on act of the other pasty such consent shall ot e amrsaxonakbly

1622 Gusrantor. In tho evant Dt there I 2 guarantor of this Lease, seld guarantar shail have tha same obilgations as Lessee yrder
Paragrenha 18,1 and 15.20 of iis Leaso,
. §6.20 Guist Pme;;un. Lipan Lessee paying the fixed rant razervad hereynder and ohizarving

¢ and Ing el of the ts..
and provisions o o's part ja ba obdurvet and parlarmed hereusder, Leszea shall have qulet posatsaton of the Pramises for this enfire \prin
heree! uibjactto all of the pravislons of this Lease,

1624 Options. In the event thal the Leages, under the tarms of this Lease, has any option s exiand Jhe torm af thir Lesse, or any oplion 1o
purchans i Premises o &by N@ﬂ al fisat rajusal 1o purohags the Prentisea ar othed propeny of Lessor, thep eagh of such aplions and rghts are
persontl o Lusses #nd may Aot be prarolsed of ba essigned, voluntarlly of Involuniarlly, by of to any ong olher |haa Leasat eu:tfl that IV may be
exerglsed by o assignad {p B of Ilio eniilae deacribed In paragraph 12.2 heteof for whom Lessee doas noi neéd the sonsent of Lessor i aysign
thiz Lrese. [ the 2vent thal Lessee herayader has any mittple opllans 1o exlend this Lease a laler optian to axtond the Léase oannol ba axercrsed
Unless the prier option has been s axerclsed. LesSpe has no option to extend or Purcha.sp.. .

16,25 Mulliple Tenant Bulldlng Rules and Aeguidiona. Inthe event that the Pramises are part of @ iarger buikling or group of burldings then
Loxsad agraey thal it will abide-by, Resp and pbaerve ali res ant which Lessar may make from tme 10 ttms for Bie
miinageineni, safaty, care. and cleanlinass of Lo bullding and éﬁ_‘nunﬁ. tha pazking of vehiclos and tha preasrvation of goed order tharem ag well a3
lor the convenlence of ather escupants and tepen}s 7 the buliding, Furthar, Lasseo wall promptly piy lla prorata shaee, as réasanably detarmined by
Lessor, ol any maintenancs or ¢epalr of kuch pertion ol tha Pramlsas 62 such pottion ol the propedy ol which.\he Pramises ars & pan, which ere
carhmon greas or uded by Lossee Rhd gther argispants thereol. Tha violations of Ray sush rules and regularicns, or the failire 16 pay such prosels
share 0! cogts, ahall be dezmed a mvleriab bronch of this Loasa by Lossee,

16,26 Insuying Perty. The Inoyring party undar thls ioacs shall ba e legsee

18:27 Addittonsl Frovisipns, 11 thara are no addifions] provinons draw & llne i this pelnt to the next printsd word after the 3pace lelt haee. i
thesa ar» additional proviziana place ne same hura, .

In the event of any defanlt under theé Note of the undersigned
datetl April 1, 1980 to the Lessor, Lessor may, &t Lessor's
option, terminate the term of this Lease by reascn nf such
default.

The psrties haralo have preditsd his Lease at the placa and on the datoy tiad | iztgly d ta [halk ¢

1 thia Leads has heen Miled in i has heen prepered foy submisslas lo yauzr alioiney for bls app 1, No rap ienoct o i
made by Lha rer eslele brokeror Iis agenis ar mpioyess o9 1o the legai aulficlanzy, Ingel shecl, or ia% conequences of 1kis Losse ar b
krznsactian relating therato,

" o _LOs Angeles, California

Clark Parker
en_ 88 of April 1, 1980 B

4508 Crenshaw Boulévard

Address 2‘.’;'—
eanette Parker
nin 90042 -
Los Angeles, Californis 900 wzssom o
FOUNDATIO_EI FOR
= ul f.68 Anqeles, Ccalifornia EDUCATIONAL IMPRCA)VB#IE&T *

on a5 of Roril 1, 1980 3y
4508 Crenshaw Boulevard Titla
adaress _10S Anceles, California 90043 = 5 —

* tame is being, or has been, changed to
Goiden Day Schoois, iac, “LESSES 1Gorporate sal]

For ipesn lorms »eiia ihe Amencan fnousiral neal E2b a2 Assocmaian 2870 AshraBow.e 1o o185 Arga-es, Saulernia £2136 Form 22n 277
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THE SIX LOCATIONS ARE DESCRIBED RY: STREET ADDRESS. AS FOLLOWS ¢

1. 2255-57 WEST ApAMS BOULEVARD
10S ANGELES, CALIFORNIZ 9001%

2. 4470 CRENSHAW BOULEVARD
LOS AMGELES, CALIFORNIA 90043

3, 4476~80 CRENSHAW BOULEVARD
LOS ANGELES,. CALIFORNIA. 20043

4. 4500 CRENSHAW BOULEVARD (PAEXING LOT)
LOS ANGELES, CALIFORNIA 90043

S. 4508 CRENSEAW BOULEVARD
LOS ANGELES, CALIFORNIA 90043

6. 6422 CRENSHAW BOULEVARD
LOS AWGELES, CALIFORNIA 80 043

LEASE
ZXHIBIT A
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AMENDMENT

This is'nn amendment to the Lease dsated April 1, 1980 between Clark
Parker and Jeanette Parker, (therein eslled “Lessor®), and Golder Day
Schools, [nc., (therein called “Lessee®), to Lease the Premises that are
degeribed on Exhibit “A” thereto.

Paragraph 3.1, {Ferm), therein is amended as follows:

The month, day and year of the ending of this Lease Agreement shall be Jusie 30,
2000,

Paragraph 16,11, (Holding Over), therein is amended to read as {ollsws:

“If'1,essee remains in possession of the Preinises or any patt thereof afiex the
cxpiration of the term heren? without the exscution of a new wriiten Lense
execuled by and between Lessee and Lessor, such oceupancy shall be z tenancy
fratn yenr-to-year payable monthly al a rental zmount equal to the falr monthly
rental plus cost of Tiving adjwstments caleulated in accordance with Exbible *B"
attached herelo. the fair monthly rental amount shall be based on the most recent
appraisal by an ndependeit cerlified and licensed appraiser for the propertizs hat
are included on Bxhibit A" atlached hereto, plus all other charpes payable
hercunder, and upeon all the terms hereof” !

Exhibit “A" attached thereto is amended to add the following premise:

"7: 4514 Crepshaw Blvd., Los Angeles, California 90043"

{ull force and effect,

Executed ai Lvs Angeles, Califgrnin ﬁr
v, Sjpssor
On xy of March 20, 2

Address: 4508 Cronshaw Bonlevars é?p_‘ _EM____

By: George Rogers, For _Le!;see

{ "Glark Pflrke

Los Angeles, Californin 90043 Golden Day Sehbols, Ine,
v"/ ’
L
e -
//
rd
e
. /
-
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COST OF LIVING ADJUSTMENT

The instroment to which this Exhibit is attached calls for a eost
of living adjustment on each April 1 in the amount of zent other~
wise payable under the terms thereof on that date and during the
subsequent twelve month period. For purposes of such cosk of
living adjustmént, the base month shall he Janvary of 1980, and
the comparison month will ba the January preceding tha April 1
date upon which an adjustment. for the next twelve months is to
commence. The Index tc be used for the adjustment will ba the
Congumer Price Index, all Urban' Consumers, Los Angeles-Long Beach-
Anaheim Area, All Items, 1967 equals 100, prepared by the Department
of Labor of the United States. In the event that such Index is
not available at any time vhep it's use is zalled for, tae most
rearly comparable: Index preparsd by the United States shall he
used Instead, with an appropriate convarsion from the original
Index to the alternate Index 5o selected, Tﬁq annual cost af
living adjustment shall be made by multiplying each payment wiéh
respest to which an adﬁustment is applicable, by that Eraction the
numerator of which is the Index for the comparison month and the

denominator of which is the Indek for the base month.

EXHISIT 3 OF LEASE
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GOLDEN DAY SCHOOLS RESPONSE TO
THE SCODRAFT AUDIT REPORT

FINDING 7

UNALLOWABLE EXPENSES

The Center of this dispute is whather Costs Charged to the GDSI Chiid Development Program 7.1
are reasonable,

Generally, ther is no dispute that Golden Day charged the disputed items to CDE and that the
cost of the item Is In fact what was charged to CDE.

Instead, the dispute Is whether each item charged was necessary and reasonable under the
applicable law; And the applicable Funding Terms and Conditions.

Under Definitions set forth in Section | of the FT&C It states - “Reasonable and negessary cost?,
"means expenditures that, In nature and amount , do not excead what an-ordinarily prudent
person would incur Inthe conduct of a competitive business”, This is the same deftnition that Is
_set forth in Education Code Section 8208(n) and CCR Title 5 Section 18013{s}, this definition is
clear, plain and.unambiguous, However, the SCO has interpreted it to mean that they can
ignore'this-plain and clear maaning of the statute, regulation and the contiact terms. They have -
failed to given credance to the fact that the discretion as to what cost is allowable does not rest
with thelr misguided interpretation of the law and contract by when in doubt outside of those
broad definitions they can rafer to the contract terms between the parties. Spectfically FT&C
Section V. {fy and {g) states; spacific [tems of Reimbursable Costs and Nonreimbursable Costs,
respectively, Outside of those the discretion Jies with the Golden Day Board of Directors,

CDE's representative, the 5CO, states it can conduct “contract performance audits” in
cofinaction with CDE’s Categorical Program Mdnitoring authority which it is required to
perform ohce every three years, CDE and the SCO will ost undouhtedly refer ta what they
have done as merely conducting a “Performance Audit” of GDSI for the fiscal years 2008
through 2011. That term, however, is misleading here because the SCO actually conducted a
second Financial and Compliance audit. To this end, GD5| is aware of CDE’s own criteria for
conducting a Performance Audit review, which is contrary and lends no support to the 5C0’s
conduct in this audit. Simpiy put the SCO conducted a full second Financial and Compliance
audit of GDSI books and records. They now seek to supplant the Financlal and Compliznce
audits completed by Steven A. Flores, CPA,

7.2

Golden Day Schools Response to SCO Draft Audit Report FINDING #7 - September 8, 2014
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As taken from CDE’s “Instrument for Categorical Program Monitoring” we have and set forth -
below, what CDE belleves it is supposed to do when It conducts a Performance Audlt feview of -3
a contractor every three {3) years using “the following interrelated seven dimensions”: The

instrument that CDE uses set forth the following 7 criteria are as follows:

(1) involvement

{2) governance and administration

{3) funding (Not to be reviewed during Child Development CMR or CPM.

{4) standard, assessment, and accountabillty
|5) staffing and professior}al development
(6) opportunity and egual e#ucatiunéf access
{7) teaching and le"arning

Please note as set forth next to point (3) - which involves “funding” — CDE writes a description
of this category, “Alfocation and use of funds meét statutory requirements for allowable
expenditures” and then, next to that, In a parenthetical, “Not to be reviewed during Child
Development CMIR or CPM,” In other words, CDE’s own policies and regalations states that it is
not supposed to be examining the allocation and use of funds for contractors such as Golden
Day, and yet that It precisely what the 5C0O has done here as they have stated In th CCRTitle 5
Sertion 18038 states the criteria as 1o how this regulation should be Implemented and
interpreted by CDE. To interpret this Education Code Section and the applicable regulation any
other way will render the statue a nullity, which the SCO and CDE' cannot do: Further, the S€0
wants the CDE to state that what they have dong was not to conduct a Financlal and
Compliance audit but rather a “Performance Audit, If this is the case then thisls tantamount to
stating that by their actions they have ruied that Education Code Saction 8448 (I} and (h)-has no
meaning and its meaning would thetefore be ruled a nullity. For the SCO to recommend that
CDE should rule that Education Code Second 8448(h)-and CCR 5Section 18072 have a newand -
different meaning means and stands for they woilld be asking CDE to confirm an Underground
Regulation which ks illegal, :

The courts in Clovis Unified School District V, Chiang (No, 3 Clv. CO61696. -- September 21,
2010} stated that all underground regulatlons are void and unenforceable. There wera two (2)
primary test that the courts used to determine if a policy or procedure should be & regulation
promuigated pursuant to the Administrative Procedures Act as set forth in the Government
Code,

Golden Day Schools Response to SCO Draft Audit Report FINDING #7 — September 8, 2014
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First, is the policy and meaning |s intended toapply gene'ral}y to all persons in the same class?
In this case it is intended to apply to all 800 plus child care contractors that contract with the
state department of education.

Secondly, Is the policy that Is being applied meant to Interpret and/or enforce a statue or
regulation? Again, i this instance the answer is yes. Then that policy and or interpretation
should have been promulgated pursuant to the APA. If it was not then it must be declared an
underground regulation which is vold and unenforceable, In.other words CDE and their
representative, the SCO, knew or should have known that their now definitfon of what they are
contending the meaning of Section 18072 was never presented to the public nor was it
promuigated pursuant to the APA, More Importantly neither CDE not the SCO have the
.authority to issue sL;ch a draconiah regulation meaning that Is contrary to what the courts has
stated how a regulation should be interpreted. In other words the courts has stated that a
regulatlon cannot be interpreted in a mannerto render the enabling statute a pullity or In a
manner that it comes to @ meaningthat cannot ba reconclled with the plain language of the
statute or that would make its meaning so misleading to the contractors wlthout going-through
the public process to create, or amend the regulation,

Clovis, supra, makes it clear that a Government Agency may not have hidden meaning and
policies that for a regulations that pursuant to the Government Code have not baen exposed to
public scrutiny through the APA and if they do those new and different meanings will be struck
town and deamed void and unenforceable.

The SCO is proposing te recommend to CDE that it should recoup “any payments made for
costs expendad by GDSI for this FINDING 7 because Ih their opinion GDS! has not produced
source documents to suppaort thelr allowability.

This'rationale is not only untrue but it completely ignores the prohibition in Education Code
Sections 8448{i) and {h) that states the CDE or its representative the 5C0O, cannot conduict a
second Financial and Compliance audit if the Child Care Contractorhas had such an audit
completed by an Indepand ent Certified Accountant, completed in accordance with General
Accepted Auditing Standards {GAAS),

GDSI contends that the SCO has conducted a second Financial and Compliance of Golden bay
Schools, inc. for the fiscal Years 2008-2009, 2005-2010 and 2010-2012, which Is illegal for them
1o do pursuant to the plain language set forth in Education Code Saction 8448 et. seq. GDSF
disagree that it falled to produce and provide all accounting records and source documents to
substantiate all of its expenses; The SCO has not taken any exception to any specific amount of
any particular expense items rather it has broadly stated that GDS) has falled to provide all
accounting records and source documents to substantiate GDSI-related expenses. Every GDS|
expense cost item requestad and recorded in the GDSI general ledger charged to Its CDEfunded
Child Care Program was provided to the SCO auditors. These statements are very disingenuous,
arbitrary and capriclous and they show bias because they are untrue and the 5CO know they .
are untrue,

Golden Day.Schools Response to SCO Draft Audit Report FINDING #7 - September 8, 2014
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The SCO statements of why all costs are disallowable are vague and ambiguous and it Is
difficult fo address any one Item with any specificity. All cost charged to the CDE funded
Child Care Program by GDS was necessary and reasonable.

GDS5| have coples of every written request for expense records made to GDSI by the 5CO
auditors and we have wrltten copies of every respohse GDS) made when they provided the
requested original source-document records to the SCO auditors. The auditors have
misrepresented thelr visits to two prominent CPA firms by stating that the CPA’s did not have”
access to source-docuinents when they performed their respective tasks. The CPA firms by thelr
declarations herein have denled these allegatlons as untruths and disingenuous hehavior,
Simply put, the SCO auditors are not being truthful when they make such allegations and they
are libelous and reckless and they have to regard for the reputations of the entities involved.
This type of behavior is mean-spirited and it should not be tolerated by the State Controller or
these Supervisorial individuals in charge ofthe auditors who performetl this audit.

GDS! deny every allegation as belng untrue, meritless and unsubstantiated as set forth in

FINDING 7. GDSI regutest that CDE reject each of the conclusions, misstated facts, and
recommendations contained thergin.

Golden Day Schools Response to SCO Draft Audlt Report FINDING #7 — September 8, 2014
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GOLDEN DAY SCHOOLS RESPONSE TO THE
SCO DRAFT AUDIT REPORT

FINDING8-9-10-11&12

Unsubstantiated Auto Allowance - Unallowable Legal fees —~ Unallowable Costs:
Previous Yedrs Non-Reimbursed Instructional supplies ~ Unallowable Interest
Expense — Unallowable Nutrition Program Costs

It is apparently obvious the SCO has taken the position that if Golden Day Schools

does not provide the books and records of Today’s Fresh Start Charter School for

the SCO to audit then they will recommend to the California Department of

Education to disallow all the expenses for the above referenced cost categorles

and accounts, They have refterated their position in each of the above FINDINGS;
“GDSI reported X-dollars but failed to provide all accounting records and

_source documents to substantiate GDSkrelated .....expenses. As mentioned

in Findings 1 and 6, because GD5I shares the premises with reloted entitles,
(TFS1, Pgcific Books & Supplies, Spectrum Survelllance Systems, and Natural
Solutions), we requested related-entity, specifically TFS! accounting records’
and source documehts to determine whether the cloimed charges were
indeed for GDS] operations. The director [Administrator] refused to provide
aecounting records and source documents of the related entities. The
Director insisted that TFS|, Pacific Books & Supplies, and Natural Solutions
were unrelated to GDSI, that each entity maintains its actounts and récords,
and that these claimed operating costs were only for GDSI. We explalned to
‘the directorthat witheut dccounting records and source documents for TFSI,
FPacific Books & Suppilies, and Natural Solutions, we would not be able to
ascertain whether these cloimed costs were for GDSI operations and thot
‘the recorded expenses were reasonable and necessary. As these expenses
remain unsubstontiated, we deemed them to be unallowable.”

This position by the 5CO is meritless and there is no Education Code,
Regulation or Funding Term and Condition contract term to support their
- position,

GOLDEN DAY SCHOOLS RESPONSE TO THE SCO DRAFT AUDIT REPORT FINDING 8 -9 -40—11 8 12
September 8, 2014
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Education Code Section 8448 provides as follows;

8448, As used in this arficle: .
{a} “Financial and compllance audit” means a systematic review or appratsal to
determine sach of the following:

{1) Whether the finandial statements of an audited organization fairly present the
financlal posttion and the results of financtal oparations in accordance with generally
accepted accounting principles, ‘ :

{2) Whether the organizatlon has complied with laws and regulations that may have a
mateiial effect upon the financial statements,

{b) “Public accountants” means certifled public accountants, or state licensed public
acgountants.

{c} “Independent auditors” means publicaccountants who have no dirert or indirect
relationship with the functlons or activities being audited or with the business
tontucted by any of the officials or contractors being audited.

{d) "Generally accepted auditing standards” means the auditing standards set forth in

the financial and compllance element of the “Government Auditing Standards” issued
by the Comptroller General of the United States and incorporating the audit standards
of the American stitute of Certified Public Accountants,

(e) “Direct service contract” means any contract with any public-or private entity for
child care and development programs, resource and referral programs, and programs
contracting to provide support services as defined in Section 8208,

() “Nonprofit organlzation” means an organlzation described in Section 501(c)(3) of the
Internal Revenue Code of 1954 which is exempt from Yaxation under Section 501(a) of
that code, or any nonprofit, seientific, or educational organization quallfied under
Section 28701d of the Revenue and Taxation Code.

{g) Annually, there shall be a single Independent financial and compliance audit of
organizations that contract with the state under a direct service contract. Any such audit
shall inctude an evaluation of the accounting and control systems of the direct service
contractor and of the activities by the tontractor to comply with the financial
requirements of direct servicé contracts recelved by the contractor from the state
agency. The financial and compliance requirements to be reviewed during the audit
shall be those developed and published by the State Department of Education In
consultation with-the Department of Finance. Augdits carried out pursuant to thls
section shall be audits of the contractor rather than audits of individual contracts or
programs. In the case of any contractor that recelves less than twenty-five thousand
dollars {525,000) per year from any state-agency, the audit requlred by this section shall

GOLDEN DAY SCHOOLS RESPDNSE TO THE SCO DRAFT AUDIT REPORT FINDING 8- 9 -0~ 11 & 12
September 8, 2014
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be conducted biennially, unless there Is evidence of fraud or other violation of state law
in connection with the direct service contract. The cost of the audit may be includedin
direct service contracts.

,The organization recelving funds from the state shall be résponsible for obtaining the )
required financial ahd compliance audits of the organization and any subcontractors,
-except for direct service subcontracts and other subcontracts exempt from State
Department of Education review, as agreed to by the Departments of Finance and
General Sefvices. The audits shall be made by independent auditors in accordance with
generally accepted auditing standards, The audit shal] be completed by the 15th day of
the fifth month following the end of the contractor’s fiscal year, A copy of the required
audit shall be filed with the State Department of Education upon jts completion, in the
avent an audit Is not filed, the State Department of Education shall notify the
organization of the contract violatlon. The audit report filed shall be an integral part of
the direct service contract file. .

{h) (1) Nothing In this article limits the authority of the State Department of Education
to make audits of direct service contracts. However, if independent audits arranged for
by direct service contractors meet generally accepted auditing standards, the State
Department of Education shal rely on those audits and any additional audlt work shall
build upen the work already done.

{2) Nothing in this article preciudes the state from conducting, or contracting for the
conduct of, contract performance audits- which are not financial ahd compliance
audits.

(3) Nothing in this article limits the state’s responstblilly or authority to enforce state
law of regulations, procedures, or reporting requirements arising pursuzant thereto,

Simply put, the law Is clear the appellate court has speken plainly and clearly. In the case of
Golden Day Schools, Inc. v. Department of Education, {69 Cal.AppA“‘ 69}, the court stated;

"Section 8448, subdivision(i)(2) sqys the Dapartment fCDE] Is not prohibited from
conducting contract peiforinance audits “which are hot financial and compliance
audlts”, This siggest the only activity section 8448 precludes Is o “financlal and
compiignece auoit,” i.e., “o systematic review or appraisal” designed o determine if the
organization’s financiol statements accyrately reflect its overall financial position.

(§ 8448, Subd. (o))"

The court went further to explain, _
“We will not presume that if the Department Is gliven access to plaintiff's records it will
use them to perform a financiol and complignee audit”, ld

in this case that is exactly what the 3CO has done, performed a financlal and comphance audit

once they were given access to GDS| records.

SOLDEN DAY SCHDOLS RESPONSE TO THE SCO DRAFT AUDIT REPORT FINDING 8-9-10- 11 & 12
September 8, 2014
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The California Appellate Court has decitled this issue, the SCO carnot undermine a Financial
and Compliance audit completed by an Independent Auditor, in accardance with generally
.accepted auditing standards, Goldeén Day’s audits were complated by Steven A. Flores, CPA, in
accordance with these standards. (see declaration of Steven A. Flores, CPA sttached hereto,)

The audit conclusions and recommendationsset forth in this draft audit report are iliegal, They
contradict and are inconsistent with and go against the plain language of the statute {sec. 8448}
and the controlling interpreted [aw regarding this issue.

Not only Is the SCO threatening GDS| with the nuclear bomb of totai destruction but they are
racommending that CDE disallow all cost expended by Golden Day Schools for all of its
expenses, ($16.2 million doliars), if GDSI does not make other non-related entities hooks and
records avallable to the 5CO to perform a sacond audlt of GDSI. This is retaliation at'Its warst,
The Government is saying with impunity we will destroy you If you do not give into our
outrageous demands even when the plain and unambiguotis language of the law say our
actions are lllegal. ) ‘

G5! believe the SCO know or should know thelr actions are specious If notillegal, however,

. they bellave they are exempt from having to abide by the law: In this case they have misapplied
inapplicable regulations, misyuoted FT&C and been very disingenuous regarding their
gommunication with GDS) and the Administrator, stating documents ware not provided to
them when the evidence speaks otherwise. This Is agregious behavior at its worst, The SCQ has
consplred with CDE 1o carry out a mean-spirited scheme of retaliation in their collectlve
attempt to destroy GDSL

The pesition taken by the SCO regarding disallowing the GDSI cost for the speclous rea.scmS set
forth In the Draft Audit Reportls outrageous, and lllegal, it shocks the conscious of fairness.
Education Code Section 8448 {a)[1) states;

{h) (1) ... if Independent gudits arranged for by direct service contrattors meet
generally geeepted audlting standards, the State Department of Fducation shall
_ rely on those audits and any additional qudlt work sholl bulld upon the work

" glready done.”

The phrase,build uponwork already done,in 8448 (h)(1) does not mean to perform a
second financlal and compliance audt of to do further audit work that will render
Section 8448 (h) a nullity. This sectlon states emphatically that the Department of
Education Shall Rely on those audits if they were done In accordance with generally
accepted auditing standards.

In the case of Michigan v. Bay Mills indian Community, The Supreme Courtnoted, “This court
does not revise legisiation.. just because the text as written creates an apparent anomaly as to
some subject It does not uddress”,

GOLDEN DAY 5CHOOLS RESPONSE TO THE SCO DRAFT AUDIT REPORT FINDING 8- 9-10~-11 & 12
Saptembar B, 2014
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In the case of; Utliity Air Regulatory Group v. EPA, the court oplned, “An agency has ho power
to tailor legislotion ta burequcrotic policy goals by rewrlting unambiguous statutory terms”.

Simply stated, the 5CO should follow the law plain and simple.

TFS!, Spectrum Survelllance System, Natural Solutlons and Pacific Books® Supplies are not 8
related parties of Golden Day Schools, Inc. Netther GDS! nor the Admistrator, Dr, Clark £. -2
Parker, have authority to make the books and records of these corporations or any other

corporation available to the SCO for audit. The GDSI's necessary and reasonable incurred cost

that the SCO has stated they will recommend to be disalloweddue to GDSI's failure to provide

‘another corporation’ sentities books and records available to the SCO for their audlt is anlegal

actlon. GDSI does not have the authorlly to comply with this lliegal request. These corporate

entlties are notrelated parties to GDSL The Golden Day Schools, Independent outside auditor,

Steven A. Flores CPA, has published three (3) certified andunqualified opinlon audits stating all

recorded costs and expenses setforth [n his GDS! audits were incurred by Galden Day gnd thay

were properly charged to the GDS! CDE funded Child Development program for the year In

which they were recorded.

Eduzation Code Section 8448 (h) states the SCO as CDE's represehtatlve SHAL!. RELY tn those
audits because thay were donein accordance with genetally accepted auditing standards,

There are two matters that GDSI would like to address as they are set farth In the draft audit
report are as follows: ] .

In Finding 8 — Unsubstantiated auto Allowance —The Use aflowance was for threg vahicles used 8.1
to distribute supplies, furniture, fixtures and food between the different child care locatlons,
Since GDS! owned these vehicles they could only charge a use allowance. The-GDS! auditor
verified and certified that these cost were necessary and reasonable and allowable. See FT&C
Section Il {A} - Depreciation and Use Allowance, This section also states as follows:
“Taxes, lnsurance and mointenance may be clolmed as part of actual alfowable
costs for bulldings or bullding improvements reloted to the child deveiopment
progrom and equipment necessary for the operation of the pregrom.”

All costincurred regarding these jtems were reasonable and necessary and allowable. GDS!
complied with all the rules governing the operatien of its CDE funded Child Development
Program. The SCO is attempting to make their regulation Interpretation 50 as to render the
Statute, Education Code Section 8448, a nullity.

The SCO’S position In this matter is deeply problematic on many levels. First,the corporate
entities that the 5CO Is requiring that GDSI produce their records have their rights notto be
coerced by the governmant. The SCO s attempting to make it appearthat GDSI is notoperated
as ah Independent public benefit corporation but rather as a puppet entity of the
Administrator. They are wrong; GDS) has a functional Board of Directors and It employed
-hundrads of staff to carry out its scope of work and to assist it with fulflilinglts

GOLDEN DAY SCHODLS RESPONSE TG THE SCO DRAFT AUDIT REPORT FINDING B-9-10~11 & 12 -
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corporatechligations. The liabifities of the corporation are not attrlbuted to the Diractors as
long as the Directors of the corporation carfy out their responsibilities as per its corporate
charter, by-laws and perform and comply with all legal reporting requirements: GDSlis a
federal tax exernpt 501{c}{3) Corporation and as such it does not have stock holders, Itis a
Califernia Public Benafit Corporation and it has benefited over 300,000 families and children
since Its inception almost 50 years ago, all within the greater Los Angeles County community.

Asstated In Finding 3 GDS} helieves the SCO should delete all references from the draft audit
report that relates 1o the OAH case Invelving GDS! and the CDE that Is now under appeal. It Is
prejudicial to quote any rulings from that case bacause the rulings from that case Is under
appeal and could be changed by the courts. Civil Code of Procedures Section 916 states all
rulings under appeal are stayed pending the final ruling on the merits by the Appellate Court of
the matter under appeal. The first hearing of the appeal of the ALY's ruling In the matter will not
be heard for several months tn the Los Angeles Superior Court.

In Conclusion we reject the conclusions in these Findings 8,9, 10,11, and 12 and we urge CDE
not to follow their recemmendations.

GOLDEN DAY SCHOOLS RESPONSE 7O THE SCO DRAFT AUDIT REPGRT FINDING 8- 9-10~ 31 & 12
September 8, 2014
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State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, CA 94250-5874

http:/fwww.sco.ca.gov
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