memo-dsib-csd-apr13item02

Page 2 of 4

	California Department of Education

Executive Office

SBE-002 (REV. 01/2011)
	memo-dsib-csd-apr13item02


	memorandum


	Date:
	April 12, 2013


	TO:
	MEMBERS, State Board of Education


	FROM:
	TOM TORLAKSON, State Superintendent of Public Instruction
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Summary of Key Issues

This Information Memorandum provides a summary and analysis of the financial condition of the State Board of Education (SBE)-authorized charter schools that covers the fiscal year (FY) 2011–12 and through the second interim projections for the FY 2012–13. As a charter authorizer, the SBE must provide oversight monitoring of the schools it authorized. The SBE has delegated this responsibility to the California Department of Education (CDE). In the course of oversight monitoring, if the CDE finds that a charter school failed to meet generally accepted accounting principles or engaged in fiscal mismanagement, it must provide recommendations to the SBE to take appropriate action, as deemed necessary, including issuing a notice of violation or revocation.

The 32 SBE-authorized charter schools in operation for 2012–13 are required to submit financial reports and budgetary updates to the SBE. The FY financial reporting cycle begins with a budget submitted to the SBE by July 1. Budgetary reports, known as interim reports (due December 15 and March 15) are due during the FY updating the budget. After the end of the FY, each charter school must report an annual financial report (known as unaudited) on or before September 15 with the submittal of the final independent audit report by December 15 that completes the FY reporting cycle.
All SBE-authorized charter schools filed the required FY 2012–13 financial reports to date and submitted their audit report for the FY 2011–12. Each SBE-authorized charter school received an unqualified audit opinion with no significant audit findings noted. An unqualified opinion means that the auditor has opined that the charter school’s  financial statements are fairly presented, are free of material misstatements, and have been prepared in accordance with generally accepted accounting principles. The CDE reviews the audit report in assessing trends, ratios, and significance of any footnote disclosures.

Since the audit is a review of prior year fiscal activities, the CDE uses the financial reports, budgetary updates, and pertinent budget assumptions provided by the charter schools in its overall assessment of a charter’s schools current and projected financial condition, fiscal sustainability, and appropriateness of fiscal management practices. Specifically, CDE staff reviewed the charter school budgets to identify, manage, and focus on signs exhibited of fiscal decline and possible fiscal mismanagement. CDE staff used as a guide, the general themes of the state’s budget reporting and monitoring system used for school districts; that process requires school districts to self-certify its financial condition as positive, qualified, or negative related to its current and projected financial condition. For the SBE-authorized charter schools, CDE staff considered these and other factors that included, but are not limited to, measuring the adequacy of managing cash, debt levels, sustainability of budget operations, trends in enrollment and attendance, reasonableness of revenue and expenditure projections and assessing the multiyear projected financial position of the charter school. For a definition of fiscal terms used in the review, refer to Attachment 1.

The CDE analysis included a review of the independent audit report and audit notes for the FY 2011–12, the budgetary updates for the FY 2012–13 as reported on the first and second interim reports, and supplementary reports and budget information provided by the charter school.

The CDE also reviewed for compliance to the fiscal conditions specified in the charter school’s Memorandum of Understanding (MOU) with the SBE that include, but were not limited to, compliance with reserve levels as follows:

Each charter school’s MOU state that the charter school is expected to maintain reserves at a level at least equivalent to a school district of similar size as identified in 5 California Code of Regulations Section 15450.
	School Average Daily Attendance
	Expected Reserves

	0 – 300
	Greater of 5%* or $61,000

	301 – 1,000
	Greater of 4%* or $61,000



*Percentage applied to total expenditures and other financing uses.

Financial Condition of SBE-Authorized Charter Schools
For purposes of preparing this summary report, the SBE-authorized charter schools were each grouped into one of three categories, based on the financial characteristics of each school. These categories serve as the basis for the level of monitoring and subsequent action taken by the CDE.  A charter school is categorized by good, fair, or poor financial condition. The definitions for each category are described below. There are twenty–three charters in good financial condition, four charters are in fair financial condition, and five charters are in poor financial condition. The financial highlights for all SBE-authorized charter schools that are in operation for the FY 2012–13 are summarized on Attachment 2.  
Good Financial Condition
Twenty–three SBE-authorized charter schools are considered to be in good financial condition. Schools in this group have demonstrated an ability to operate with a balanced budget, maintain stable enrollment and attendance ratios, manage cash liquidity and maintain low debt levels, maintain positive fund balances, and have met the recommended reserve levels specified in their MOU. The CDE will continue to monitor these charter schools as they report during the FY. The charter schools in good financial condition are: 
· Seven Aspire schools (Aspire Alexander Twilight College Preparatory Academy, Aspire Alexander Twilight Secondary Academy, Aspire APEX Preparatory Academy, Aspire Junior Collegiate Academy, Aspire Port City Academy, Aspire Titan Academy, and Aspire Vanguard College Preparatory Academy)
· Barack Obama Charter School

· Everest Public High Charter School

· Five High Tech (HT) schools (HT Elementary Chula Vista, HT Middle Chula Vista, HT High Chula Vista, HT High North County, and HT Middle North County)
· Lifeline Education Charter School

· Two Tri-Valley schools (Livermore Valley Charter Preparatory High and Livermore Valley Charter) 

· Mission Preparatory Charter School

· New West Middle Charter School

· Ridgecrest Charter School
· River Montessori Elementary Charter School

· School of Arts and Enterprise Charter School

· Today’s Fresh Start Charter School
Fair Financial Condition 
Four SBE-authorized charter schools are considered to be in fair financial condition. Charter schools in this group are showing some signs of fiscal distress and need to take appropriate action to address the decline in financial condition. Specifically, charter schools in fair financial condition may have out-of-balance (deficit spending) budgets, declining enrollment or attendance ratios, cash liquidity that is not adequate, debt levels that are high, declining or low fund balances, or reserves levels that are below the levels recommended in the MOU. The charter schools in fair financial condition are:

· Dixon Montessori Charter School

· Ingenium Charter School

· San Francisco Flex Academy

· Western Sierra Collegiate Academy 
CDE staff has informed the charter schools in this group about the concerns the CDE has regarding their fiscal condition and discussed the objectives of maintaining fiscal sustainability and building reserves up to the recommended amounts by a certain period. The CDE has issued a letter to each of these charter schools identifying the specific items of concern and will continue to closely monitor each of the schools. If the fiscal conditions of these schools do not improve, the CDE will recommend to the SBE to take appropriate actions. Additional financial data and information for schools in this group are outlined on Attachment 1. 
Poor Financial Condition
Five SBE-authorized charter schools are considered to be in poor financial condition. Charter schools in this group are in danger of jeopardizing their fiscal operations going forward. Timely and appropriate action by the charter school is critical in addressing and mitigating the serious decline in financial condition. Specifically, charter schools in poor financial condition have negative fund balances and no reserves. They also do not have adequate cash levels and have high debt levels. The charter schools in poor financial condition are:

· Doris Topsy-Elvord Academy

· Long Valley Charter School 

· Pacific Technology School–Orangevale  

· Pacific Technology School–Santa Ana
· Synergy Education Project Charter School

CDE staff has informed the charter schools in this group about the concerns the CDE has regarding their fiscal condition and discussed the objectives of maintaining fiscal sustainability and building reserves up to the recommended amounts by a certain period. The CDE has issued a letter of concern to each of these charter schools identifying the specific financial items of concern and has requested a corrective action plan that is due by May 1, 2013. If the CDE determines that the charter school’s actions are not sufficient, the CDE will recommend to the SBE an action to issue a Notice of Violation or a Notice of Intent to Revoke. Additional financial data and information for schools in this group are outlined on Attachment 1. 

Attachment 1: State Board of Education-Authorized Charter Schools

  in Fair or Poor Financial Condition (18 Pages)
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Definition of Fiscal Indicators 

Deficit Spending 

Deficit spending occurs when the charter school’s expenditures exceed its revenues. A school’s operational unrestricted budgets should be balanced and ideally provide for growth in fund balance and reserves. Deficit spending depletes fund balances and reserves and as such, must be timely addressed or it will lead to an insolvent financial position.

Fund Balance 

The unrestricted fund balance of a charter school should be positive. At a minimum, the school’s unrestricted fund balances should be at a level to provide for reserves required in the Memorandum of Understanding (MOU). If cause of the negative fund balance is not addressed in a timely and appropriate manner, the school could be in jeopardy of financial insolvency that increases the likelihood of revocation. A negative fund balance is indicative of a poor financial condition.

Reserves for Economic Uncertainty 

MOU terms are written with the expectation that each charter school set aside reserves at the greater of four to five percent (dependent on average daily attendance) of expenditures or a floor amount that is adjusted for inflation. The current inflation adjusted floor amount is $61,000. Reserves below the minimum levels are indicative of a poor financial condition.

Attendance Ratio

The attendance ratio is calculated by dividing the average daily attendance (ADA) from the second period apportionment (P–2) by the fall October enrollment count. Generally, the average attendance ratio is between 93 to 96 percent.

Debt Ratio 

The debt ratio is calculated by dividing the total liability by the total assets. The debt ratio measures a school’s level of financial risk. A debt ratio of more than 1.0 indicates that the school has more debts than assets. Schools with a high debt ratio have limited options for short term financing and generally will pay more in financing and interest costs. 
Working Capital Ratio 

The working capital ratio is calculated by dividing current assets by current liabilities. The working capital ratio, also known as current ratio, measures cash liquidity and whether the school has enough short term assets to cover its short term debt. A ratio of less than 1.0 means current assets are less than current liabilities. A school with a ratio below 0.8 may have difficulty paying its bills on a timely manner. A current ratio of 1.2 or higher is considered to represent good short-term liquidity. 
	Fair Financial Condition

Charter schools in fair financial condition are showing some signs of fiscal distress and need to take appropriate action to address the decline in financial condition. Specifically, charter schools in fair financial condition may have budgets that are out of balance (deficit spending), declining enrollment or attendance ratios, cash liquidity that is not adequate, debt levels that are high, declining or low fund balances, or reserve levels that are below the levels recommended in the MOU. The charter schools identified as being in fair financial condition are:

· Dixon Montessori Charter School

· Ingenium Charter School

· San Francisco Flex Academy

· Western Sierra Collegiate Academy 

Dixon Montessori Charter School 

Charter # 1210 / Term Expires: 6/30/2015

Grades Served: K–8
2011–12 P–2 ADA: 276


Fiscal Concerns

Dixon Montessori Charter School (DMCS) ended the fiscal year (FY) 2011–12 with a large operating deficit of $317,922 due to unexpected declines in enrollment. The fund balance declined significantly to $12,128, which leaves about one half of one percent of expenditures for reserves. The MOU recommends reserves of at least four percent of expenditures. 
Fiscal Highlight

FY / Source

Total Revenues

Total Expenditures

Net Operating Surplus (Deficit)

Working Capital Ratio

Debt Ratio

Attendance Ratio

Ending Fund Balance

Any Reserves/ Is it Adequate

2010–11 Audit

$1,773,467

$1,576,626

$196,841

2.1

0.47

95.2%

$330,050

Yes / Yes

2011–12 Audit

$2,071,694

$2,389,616

($317,922)

2.3

0.99

96.3%

$ 12,128

Yes / No

2012–13 Budget

$2,209,274

$2,164,514

$232,270

N/A

N/A

93.4%

$266,783

Yes / Yes

2012–13 

2nd Interim

$2,360,683

$2,277,740

$82,943

N/A

N/A

96.0%

$95,071

Yes / Yes

N/A = Not Applicable

Charter School Update

DMCS enrollment continues to decline in FY 2012–13. An enrollment of 420 was budgeted at July 1 for 2012–13. By the second interim, DMCS enrollment had declined to 352, although DMCS anticipates enrollment improving to 364 by the end of FY 2013-14. The DMCS executive team has indicated to the CDE its seriousness about balancing its budget and aligning expenditures with declines in enrollment. DMCS already has initiated action to adjust its current budget to build reserve levels at the recommended level. DMCS provided the CDE with an updated multiyear projection (MYP) that reflects the budget adjustments, declines in ADA, and projected positive fund balances and adequate reserves by FY 2014–15. At second interim report, DMCS is projecting to end FY 2012–13 with an increased fund balance of $95,071, which provides for the recommended four percent in reserves.

CDE Follow Up 
CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE issued a letter to the charter identifying the fiscal concerns. The CDE will continue to monitor the enrollment trends and progress of the school’s budget actions and recommend to the SBE to take appropriate action, as deemed necessary.
Ingenium Charter School
Charter # 1157 / Term Expires: 6/30/2015

Grades Served: K–6
2011–12 P–2 ADA: 245

Fiscal Concerns

Ingenium Charter School (ICS) commenced operations in the fall of 2010, but ICS had to relocate from their original Prop 39 facility site before school started. The unexpected site relocation impacted enrollment negatively and the enrollment decline was the reason for the significant operating deficit in 2010–11 that left ICS with a negative $618,380 fund balance and no reserves. For the FY 2011–12, ICS improved its fund balance to a negative $317,464. 

Financial Highlights

FY / Source

Total Revenues

Total Expenditures

Net Operating Surplus (Deficit)

Working Capital Ratio

Debt Ratio

Attendance Ratio

Ending Fund Balance

Any Reserves/ Is it Adequate

2010–11 Audit

$779,415

$1,397,795

($618,380)

0.32

4.10

92.5%

($618,380)

No / No

2011–12 Audit

$2,233,231

$1,932,315

$300,916

0.52

1.78

96.2%

($317,464)

No / No

2012–13 Budget

$2,730,285

$2,571,286

$158,999

N/A

N/A

95.0%

($158,465)

No / No

2012–13 

2nd Interim

$3,136,737

$2,768,461

$368,276

N/A

N/A

95.0%

$50,811

Yes / No

N/A = Not Applicable

Charter School Update

ICS fund balance and enrollment continue to improve. Enrollment appears to have stabilized at about 390 students. With its second interim report, ICS is projecting to eliminate its negative fund balance by the end of FY 2012–13 with a positive $50,811 fund balance or 1.8 percent of expenditures and is projecting a healthy fund balance by the end of FY 2013–14 that will provide for reserves of over eight percent of expenditures. Further, in February 2013, ICS received a one year $1.3 million line of credit with conditional loan covenants that indicate ICS debt conditions have improved.

CDE Follow Up 
CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE issued a letter to the charter identifying the fiscal concerns. The CDE will continue to monitor the enrollment trends and progress of the school’s budget actions and recommend to the SBE to take appropriate action, as deemed necessary.
San Francisco Flex Academy

Charter Term Expires: 6/30/2015

Grades Served: 9–12
2011–12 P–2 ADA: 141

Fiscal Concerns

San Francisco Flex Academy (SFFA) is part of the Flex Public Schools (FPS), a non-profit public benefit corporation that oversees two charter schools, SFFA and Silicon Valley Flex Academy (SVFA). SFFA is authorized by the SBE, while SVFA is authorized by the Santa Clara County Office of Education. FPS exclusively contracts with K12 Classroom LLC (K12) to provide curriculum and administrative services for both charter schools.

Since beginning operations in FY 2010–11, SFFA has always relied on K12 for support of its budget. SFFA student population is not adequate to generate enough state funds to support SFFA expenditure budget. Specifically, for the FY 2010–11 and 2011–12, K12 has supported SFFA budget by $1.1 million and $1.5 million, respectively. SFFA is only able to report balanced budgets because K12 reduces the costs of their services (in the form of budget credits) to SFFA in an amount sufficient enough to zero out any accumulated deficits, hence SFFA projected zero net operations and zero ending fund balances. 

SFFA management indicated that the K12 contract agreement calls for the budget credits to be repaid back to K12 only under certain improved financial conditions, which are unlikely to materialize. The provisions for budget credits were also disclosed in the audit report of SFFA and were listed as a liability. SFFA projects continued use of budget credits through the end of its charter term (June 30, 2015). SFFA projects the total accumulated K12 budget credits will be over $7 million over five year term of SFFA.

Financial Highlights

FY / Source

Total Revenues*

Total Expenditures*

Net Operating Surplus (Deficit)

Working Capital Ratio

Debt Ratio

Attendance Ratio

Ending Fund Balance

Any Reserves/ Is it Adequate

2010–11 Audit

$460,333

$460,333

Zero

1.00

1.00

75.9%

Zero

No / No

2011–12 Audit

$1,360,260

$1,360,260

Zero

1.00

1.00

73.6%

Zero

No / No
2012–13 Budget

$2,025,860

$2,025,860

Zero

N/A

N/A

85.0%

Zero

No / No
2012–13 

2nd Interim

$1,485,259

$1,485,259

Zero

N/A

N/A

85.0%

Zero

No / No
N/A = Not Applicable  * Reported net of budget credits

Charter School Update

SFFA management and the K12 West Region Finance manager have indicated to the CDE that the budget credits accumulated to date have been written off by K12. Further, SFFA management has also confirmed that services and budget credits will continue to be provided by K12 for the remainder of the term of the charter. SFFA continues to work on reducing expenditures and will be focused on finding a lower cost facility and improving on both attendance and enrollment numbers.
CDE Follow Up 
CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE issued a letter to the charter identifying the fiscal concerns related to the budget credit provisions and the release of liability. The CDE will continue to monitor the progress of the budget reductions, changes to the contractual obligations by K12, enrollment, and attendance improvements and recommend to the SBE to take appropriate action, as deemed necessary.
Western Sierra Collegiate Academy

Charter Term Expires: 6/30/2014

Grades Served: 7–12          2011–12 P–2 ADA: 312

Fiscal Concerns

The Western Sierra Collegiate Academy (WSCA) is part of the Rocklin Academy (RA), a non-profit public benefit corporation that oversee three charter schools, Rocklin Academy, Rocklin Academy at Meyers Street, and WSCA. WSCA is authorized by the SBE, while the other two charters are authorized by the Rocklin Unified School District.

WSCA budget has been out of balance since FY 2010–11 and WSCA is projecting operating deficits continuing through FY 2014–15. The main reason for the deficits is the cost of financing 30 year revenue bonds (rates of 8.25 to 9.00 percent) used to purchase and renovate the WSCA Rocklin campus. The debt service costs are projected to be $872,046 and $920,062 for the FYs 2013–14 and 2014–15, respectively. WSCA is anticipating increased ADA (35 percent growth from 528 to 713) by FY 2013-14 to help fund these debt service costs.
Based on WSCA 2010–11 financials, the rating agency Standard & Poor’s (S&P) issued a negative outlook on the WSCA revenue bonds citing low cash and lower than anticipated student growth. WSCA indicated 2012–13 cash position improved once the state approved its waiver request on deferrals and the anticipated growth in enrollment as discussed above for 2013–14. WSCA reported that they are currently in compliance with all bond covenants and the revenue bonds have an S&P rating of BB+. 

              S&P Rating Scale: 
                  ‘AAA’—Extremely strong capacity to meet financial commitments. Highest Rating.
                  ‘AA’—Very strong capacity to meet financial commitments.
                  ‘A’—Strong capacity to meet financial commitments, but somewhat susceptible to

                          adverse economic conditions and changes in circumstances.
                  ‘BBB’—Adequate capacity to meet financial commitments, but more subject to 

                              adverse economic conditions.
                  ‘BBB-‘—Considered lowest investment grade by market participants.
                  ‘BB+’—Considered highest speculative grade by market participants.
                  ‘BB’—Less vulnerable in the near-term but faces major ongoing uncertainties to

                            adverse business, financial and economic conditions. 
                  ‘B’—More vulnerable to adverse business, financial and economic conditions but 

                          currently has the capacity to meet financial commitments. 
                  ‘CCC’— …

Fiscal Highlight

FY / Source

Total Revenues

Total Expenditures

Net Operating Surplus (Deficit)

Working Capital Ratio

Debt Ratio

Attendance Ratio

Ending Fund Balance

Any Reserves/ Is it Adequate

2010–11 Audit*

$1,607,071

$1,862,131

($255,060)

N/A

1.07

95.9%

$(684,755)

No / No

2011–12 Audit*

$3,343,646

$4,000,718

($657,072)

0.97

1.14

95.3%

($1,308,033)

No / No

2012–13 Budget

$4,018,724

$4,636,626

($617,902)

N/A

N/A

93.4%

$356,494

Yes / Yes

2012–13 

2nd Interim

$4,148,770

$4,815,334

($666,564)

N/A

N/A

96.0%

$658,963

Yes / Yes

N/A = Not Applicable *Audited ending fund balances include accruals not included on a fund statement basis 

Charter School Update

WSCA provided the CDE with an MYP that reflects the budget adjustments, increased ADA, and projected fund balance and reserves through FY 2014–15. WSCA is anticipating significant growth in enrollment and plans on filing a material revision with the CDE to increase its current enrollment cap. However, the estimated growth in ADA is not sufficient to balance the budget as WSCA is projecting fund balance to decline to $127,772 by the end of its charter term, which is below a level to satisfy the MOU recommended four percent in reserves. 

CDE Follow Up 
CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE issued a letter to the charter identifying the fiscal concerns. The CDE will continue to monitor the enrollment trends, the school’s budget adjustments to enrollment changes, compliance with revenue bond convenants, bond rating changes and recommend to the SBE to take appropriate action, as deemed necessary.


	


Poor Financial Condition

Charter schools in poor financial condition are in danger of jeopardizing its fiscal operations going forward. Timely and appropriate action by the charter school is critical in addressing and mitigating the serious decline in financial condition. Specifically, charter schools in poor financial condition have negative fund balances and no reserves. They also do not have adequate cash levels and debt levels are high. The charter schools in poor financial condition are:

· Doris Topsy–Elvord Academy

· Long Valley Charter School 

· Pacific Technology School Orangevale

· Pacific Technology School Santa Ana

· Synergy Education Project 

Doris Topsy-Elvord Academy 

Charter # 0964 / Term Expires: 6/30/2013

Grades Served: 6–8

2011–12 P–2 ADA: 88

Fiscal Concern

Doris Topsy–Elvord Academy (DTEA) reported deficit spending, negative fund balances, and no reserves for both FY 2010–12 and 2011–12. DTEA continues to deficit spend and is projecting fund balance will worsen to a negative $264,131 by the end of FY 2012–13. A negative fund balance trend is a fiscal indicator that demonstrates poor fiscal management practices and, if unabated, may result in financial insolvency or CDE/SBE action. Further, with a negative fund balance, reserves are not available to be set aside. Five percent is recommended in the MOU. DTEA is currently experiencing cash flow problems, and has been using its state block grant revenues as collateral in order to obtain short term financing to manage its cash flow needs.

Fiscal Highlights
	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Any Reserves/ Is it Adequate

	2010–11 Audit
	$951,818
	$1,015,315
	($63,497)
	0.71
	1.31
	92.1%
	($163,524)
	No / No

	2011–12 Audit
	$809,822
	$844,529
	($34,701)
	0.62
	1.73
	95.7%
	($198,231)
	No / No

	2012–13 Budget
	$860,107
	$790,614
	$69,493
	N/A
	N/A
	94.0%
	($85,280)
	No / No

	2012–13 

2nd Interim
	$826,384
	$892,284
	($65,900)
	N/A
	N/A
	91.0%
	($264,131)
	No / No


N/A = Not Applicable

CDE Actions

The CDE issued several Letters of Concern and in May 2012, the SBE formally issued a Notice of Violation instructing DTEA to prepare and submit a Corrective Action Plan (CAP) to the CDE by August 25, 2012. The CAP must address the fiscal concerns for the current and subsequent fiscal years. Specifically, the DTEA management and their executive team discussed and agreed with the CDE to set a goal of cutting operating deficits in the FY 2012–13, achieving a positive fund balance by the end of FY 2013–14, and complying with MOU recommended reserves of at least five percent of expenditures by FY 2014–15.
Charter School Update

DTEA is projecting 2012–13 enrollments to increase from a July 1 budget estimate of 90 to 112 (projected at 2nd Interim report). For FYs 2013–15, DTEA is projecting reduced expenses and anticipate enrollment to increase by 10 students each FY to address its deficit position. 
CDE Follow Up 
DTEA filed the required CAP on August 25, 2012. However, the goals established for the CAP were not consistent with the agreed-upon conditions with the CDE/SBE calling for balancing its budget, eliminating the negative fund balance and restoring reserves to recommended MOU levels of five percent by the end of FY 2014–15. Specifically, the latest DTEA projections submitted to the CDE (dated January 2013) have no reserves and continued negative fund balances for the FYs 2013–14 ($193,013) and 2014–15 ($98,680). Further, the latest financial report (projected at 2nd interim report) shows the fund balance worsening for the FY 2012–13 with a projected negative fund balance of ($264,131).

DTEA charter term is due to expire on June 30, 2013. DTEA submitted a renewal petition to the Paramount Unified School District (PUSD) on March 18, 2013. PUSD held a public hearing on March 27, 2013. Since the CDE has not received any notice from DTEA of being locally authorized and an appeal for renewal has not been filed with the SBE, the CDE sent a letter to DTEA requesting that they begin closure procedures and to cease operation on June 30, 2013.

DTEA has not received a decision on its renewal and is not expecting PUSD’s decision until early May, 2013. Until renewal or closure, the CDE will continue to closely monitor DTEA’s financial condition and will recommend to the SBE to take appropriate action, as deemed necessary.

Long Valley Charter School

Charter # 0320 / Term Expires: 6/30/2015

Grades Served: K–12
2011–12 P–2 ADA: 443

Fiscal Concerns

Long Valley Charter School (LVCS) ended FY 2011–12 with a significant operating deficit of $285,763 and a negative fund balance of $101,017. LVCS current projections indicate that FY 2012–13 will also end with a negative fund balance of $99,286. LVCS operating deficits were caused mainly by the high cost of obtaining short term financing. LVCS incurred about $190,000 in financing costs selling its state receivables. The second reason cited by LVCS was the unbudgeted legal costs incurred to defend against the CDE notice of violation proceedings. A negative fund balance trend is a fiscal indicator that demonstrates poor fiscal management practices and if unabated may result in financial insolvency or CDE/SBE action. Further, LVCS could not set aside the four percent in reserves as recommended in the MOU. 
Fiscal Highlight
	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attend Ratio
	Ending Fund Balance
	Any Reserves/ Is it Adequate

	2010–11 Audit
	$2,455,383
	$2,336,754
	$118,629
	1.23
	0.76
	102.0%
	$184,746
	Yes / Yes

	2011–12 Audit
	$2,882,038
	$3,167,801
	($285,763)
	0.87
	1.06
	93.5%
	($101,017)
	No / No

	2012–13 Budget
	$3,275,515
	$2,930,592
	$344,923
	N/A
	N/A
	94.0%
	$318,655
	Yes / Yes

	2012–13 

2nd Interim
	$2,709,350
	$2,707,620
	$ 1,730
	N/A
	N/A
	91.0%
	($99,286)
	No / No


N/A = Not Applicable

CDE Actions

On March 8, 2012, the SBE issued a Notice of Violation for operating resource centers not originally identified in the petition, enrolling more students than authorized, several Brown Act violations, conflicts of interest, fiscal capacity issues, teacher qualification issues, and independent study issues. On May 9, 2012, the SBE considered and approved a material revision in part to remedy the Notice of Violation.

At the January 16, 2013 SBE meeting, board members acted on Item 10, approving the CDE staff recommendation that required LVCS to: 1) provide updates to the CDE on its required Student Achievement Plan, 2) prepare an addendum on their annual update, 3) review and refine their measurable pupil outcomes and benchmarks to ensure that LVCS has specific, measurable, attainable and timely goals that are align with their current plan to increase student achievement, and 4) continue to analyze whether their current educational program is meeting the needs of the student population and must make adjustments, as appropriate. 

For 2011–12, LVCS failed to meet API growth targets, failed to meet AYP, and had an API below 800.

Charter School Update

LVCS stated that 2012–13 enrollment was over estimated as they incorrectly included students that recently graduated. Hence, enrollment should have been closer to 425, not 520. However, LVCS started FY 2012–13 with 360 students, but it has since improved to 436 students. LVCS management and its governing board indicated they are currently working on a plan that will return LVCS to a positive fund balance by the end of FY 2013–14. Beginning in FY 2013–14, LVSC’s chartering authority will be transferred to the Ravendale-Termo Elementary School District (RTESD).  
CDE Follow Up

CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE has issued a letter of concern identifying the fiscal concerns. Until the transfer to the RTESD, the CDE will continue to provide oversight monitoring of the school’s budget for the remainder of the FY 2012–13. 
Pacific Technology School – Orangevale

Charter # 1069 / Term Expires: 6/30/2014

Grades Served: 9–12
2011–12 P–2 ADA: 143

Fiscal Concerns

Pacific Technology School – Orangevale (PTSO) is a statewide benefit charter and operated by the Magnolia Foundation (MF). MF is a non-profit, tax-exempt status (501(c)(3)), Charter Management Organization. MF operates twelve charter schools, ten under the name of Magnolia Science Academy, authorized by local jurisdictions and two statewide benefit charters operating under PTS, Orangevale and Santa Ana, authorized by the SBE. 

PTSO ended FY 2011–12 with a significant operating deficit of $278,301 and a negative fund balance of $321,125. PTSO second interim report projects a reversal to an operating surplus of $36,376 for the FY 2012–13, but fund balance remains negative at $284,749. A negative fund balance trend is an indicator that demonstrates poor fiscal management practices and if unabated may result in financial insolvency or CDE/SBE action. Further, with a negative fund balance, reserves are not available to be set aside as recommended in the MOU.

Fiscal Highlight
	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Any Reserves/ Is it Adequate

	2010–11 Audit
	$1,235,565
	$1,183,512
	$52,053
	1.44
	1.15
	99.3%
	($42,824)
	No / No

	2011–12 Audit
	$1,125,377
	$1,403,678
	($278,301)
	0.55
	1.97
	94.3%
	($321,125)
	No / No

	2012–13 Budget
	$1,239,029
	$1,187,986
	$51,043
	N/A
	N/A
	102.1%
	($270,082)
	No / No

	2012–13 

2nd Interim
	$974,550
	$938,175
	$36,376
	N/A
	N/A
	Not Specified
	($284,749)
	No / No


N/A = Not Applicable

Charter School Update

PTSO cited an unexpected decline in enrollment and excessive lease facility costs as the main reasons for the operating deficits in FY 2011–12. PTSO has since taken current budget action to reduce staffing costs, obtaining a fee waiver from MF saving $101,000, and initiating fundraising activities with a goal of $50,000. Further, PTSO anticipates filing a material revision with the CDE to change its charter to serve only grades six through eight by the fall of 2013 as a means to ensure PTSO financial viability. If PTSO is able to obtain approval of this material revision to change grade levels served, PTSO is projecting the elimination of deficit spending and improving fund balance to a positive position by the end of FY 2014–15.

CDE Follow Up

CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE has issued a letter of concern identifying the fiscal concerns and has requested a corrective action plan that is due by May 1, 2013. The CDE will continue to monitor the enrollment trends, the school’s budget adjustments to enrollment changes, and recommend to the SBE to take appropriate action, as deemed necessary.
Pacific Technology School – Santa Ana

Charter # 1069 / Term Expires: 6/30/2014

Grades Served: 6–12
2011–12 P–2 ADA: 130

Fiscal Concerns

Pacific Technology School – Santa Ana’s (PTSSA) unrestricted operational budget ended FY 2011–12 with a significant operating deficit of $332,286 and a negative unrestricted fund balance of $238,156. PTSSA second interim report projects continued deficit spending for the current FY at $22,068 with the unrestricted negative fund balance increasing to $260,224. A negative fund balance trend is an indicator that demonstrates poor fiscal management practices and if unabated may result in financial insolvency or CDE/SBE action. Further, with a negative fund balance, reserves are not available to be set aside as recommended in the MOU.

The analysis of PTSSA budget excludes the capital projects activities of PTSSA. In FY 2011–12, the state charter school facilities program awarded PTSSA $17.4 million to construct a new school facility, which was slated to cost the same and scheduled to open in the fall of 2014. The funding source was evenly split, half grant and half loan (30– year state loan). For the FY 2011–12, PTSSA received 25 percent of the project funds, a loan and grant totaling over $4 million. Per the audit report, these funds have not been expended. The debt service on the loan commences after the project is completed. The capital project activities for this project were excluded from this report and analysis of PTSSA’s operational budget, but will be subsequently monitored for any impact on their operational budget.

Fiscal Highlight
	FY / Source
	Total Revenues (Unrestrict)
	Total Expenditures (Unrestrict)
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attend Ratio
	Ending Fund Balance
	Any Reserves/ Is it Adequate

	2010–11 Audit
	$1,264,670
	$1,092,563
	$172,107
	2.78
	0.57
	96.3%
	$94,130
	Yes / Yes

	2011–12 Audit
	$972,199
	$1,304,485
	($332,286)
	0.59
	1.52
	89.5%
	($238,156)
	No / No

	2012–13 Budget
	$1,310,086
	$1,222,892
	$87,194
	N/A
	N/A
	90.0%
	Not Specified
	No / No

	2012–13 

2nd Interim
	$1,014,001
	$1,036,069
	($22,068)
	N/A
	N/A
	90.0%
	($260,224)
	No / No


N/A = Not Applicable

Charter School Update

PTSSA cited a decline in enrollment and excessive lease facility costs as the main reasons for the operating deficits in FY 2011–12. PTSSA projected an enrollment of over 190 students in its original budget, but enrollment as of December 2012 was 147 students. PTSSA has since taken current budget action to reduce expenditures to include staffing costs cuts and reduction in books and supply budgets.

CDE Follow Up

	CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE has issued a letter of concern identifying the fiscal concerns and has requested a corrective action plan that is due by May 1, 2013. The CDE will continue to monitor the enrollment trends, the school’s budget adjustments to enrollment changes, and recommend to the SBE to take appropriate action, as deemed necessary.


	

	


Synergy Education Project

Charter # 1372 / Term Expires: 6/30/2017

Grades Served: 6–12
P–2 ADA: 90

Fiscal Concerns

Synergy Education Project (SEP) operational budget is projected to end its first year of operation with an operating deficit of $47,343 and a negative fund balance of the same amount. A negative fund balance trend is an indicator that demonstrates poor fiscal management practices and, if unabated, may result in financial insolvency or CDE/SBE action. Further, with a negative fund balance, the recommended reserves are not available to be set aside as specified in the MOU.

Fiscal Highlight
	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attend Ratio
	Ending Fund Balance
	Any Reserves/ Is it Adequate

	2012–13 Budget
	$1,067,600
	$1,023,948
	$43,652
	N/A
	N/A
	90.0%
	$43,652
	Yes / No

	2012–13 

2nd Interim
	$1,061,121
	$1,108,464
	($47,342)
	N/A
	N/A
	90.0%
	($47,342)
	No / No


N/A = Not Applicable

Charter School Update

SEP is in its first year of operation and cited the reason for deficit spending is due to increased expenditures in FY 2012–13 for startup and planned expansion to accommodate anticipated enrollment growth from 94 students to 216 students by FY 2013–14 and to 270 students by FY 2014–15. With the revenues generated from enrollment growth and from the economy of scale, SEP is projecting fund balance to improve to a positive $266,980 by the end of FY 2014–15. 
CDE Follow Up

	CDE staff reviewed and generally agrees with the reasonableness of the assumptions used in developing the MYP. However, to ensure proper oversight, CDE has issued a letter of concern identifying the fiscal concerns and has requested a corrective action plan that is due by May 1, 2013. The CDE will continue to monitor the enrollment trends, the school’s budget adjustments to enrollment changes, and recommend to the SBE to take appropriate action, as deemed necessary.
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