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	FROM:
	TOM TORLAKSON, State Superintendent of Public Instruction


	SUBJECT:
	Financial Condition of State Board of Education-Authorized Charter Schools.


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 for the fiscal year (FY) 2014–15 and through the second interim projections for the FY 2015–16. As the 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). And, under the terms of the Memorandum of Understanding (MOU) between the SBE and each of the SBE-authorized charter schools, the CDE reviews all revenue and expenditure reports submitted by the charter school pursuant to California Education Code (EC) Section 47604.33. 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 23 SBE-authorized charter schools in operation for 2015–16 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, are due to the CDE on December 15 and March 15 of the current FY to update the charter school’s budget. After the end of the FY, each charter school must report an unaudited annual financial report on or before September 15 with the submittal of the final independent audit report by December 15, which completes the FY reporting cycle.

All of the SBE-authorized charter schools that were operational in FY 2014–15 submitted their annual audit report for FY 2014–15. With the exception of two charter schools, as noted on Attachment 2, all of the charter schools filed the required FY 2015–16 interim financial reports to date. The CDE also requests balance sheet and accounts payable aging reports to be submitted with each interim in order to see the financial position and the unpaid invoices by date ranges. 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, CDE uses the financial reports, budgetary updates, and pertinent budget assumptions provided by the charter schools in its overall assessment of a charter school’s current and projected financial condition, fiscal sustainability, and appropriateness of fiscal management practices. Specifically, CDE reviewed the charter school budgets to identify, manage, and focus on signs of fiscal decline and possible fiscal mismanagement. As a guide, CDE uses the general themes of the state’s budget reporting and monitoring system used for school districts; that process requires school districts to self-certify their financial condition as positive, qualified, or negative related to current and projected financial condition. In the review of SBE-authorized charter schools, CDE staff considered these and other factors that included, but were not limited to: measuring the adequacy of managing cash; evaluating debt levels; reviewing sustainability of budget operations; reviewing trends in enrollment and attendance; determining the reasonableness of revenue and expenditure projections; and assessing the multi-year projected financial position of the charter school. For a definition of fiscal terms used in the review, refer to p. 2, Attachment 1.

The CDE analysis included a review of the independent audit reports and audit notes for the FY 2014–15, the budgetary updates for the FY 2015–16 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 the fiscal conditions specified in the charter school MOU that include, but were not limited to, compliance with reserve levels as stated in the MOU as follows:

The MOU requires the charter school to maintain reserves at a level at least equivalent to a school district of similar size as identified in California Code of Regulations, Title 5 Section 15450.

	School Average Daily Attendance
	Expected Reserves

	0 – 300
	Greater of 5%* or $65,000**

	301 – 1,000
	Greater of 4%* or $65,000**

	1,001 – 30,000
	3%


*Percentage applied to total expenditures and other financing uses.
** The dollar amounts are adjusted annually by the prior year statutory cost-of-living adjustment pursuant to EC Section 42238, rounded to the nearest thousand.
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’s financial condition is categorized as good, fair, or poor. The definitions for each category are described below. For FY 2014–15, the CDE notes that there are fifteen charter schools in good financial condition, one charter school in fair financial condition, and two charter schools in poor financial condition. For the five newly operational charter schools, one charter school is in good financial condition and four charter schools are in fair financial condition, based on FY 2015–16 information. The financial highlights for all SBE-authorized charter schools that are in operation for FY 2015–16 are summarized in Attachment 2. 

Good Financial Condition

Sixteen SBE-authorized charter schools are considered to be in good financial condition. A school in good financial condition has demonstrated an ability to operate with a balanced budget, maintain stable enrollment and attendance ratios, manage cash liquidity, maintain a low debt level, maintain a positive fund balance, and has met the recommended reserve level specified in the MOU. The CDE will continue to monitor these charter schools as they report during the FY 2015–16. The SBE-authorized charter schools in good financial condition are: 
· Academia Avance Charter 
· Barack Obama Charter 
· Baypoint Preparatory Academy

· High Tech High operates six sites: (High Tech Elementary Chula Vista, High Tech Elementary North County, High Tech Middle Chula Vista, High Tech High Chula Vista, High Tech High North County, and High Tech Middle North County)

· Lifeline Education Charter 
· Magnolia Science Academy Santa Ana 
· Mission Preparatory 
· New West Charter
· Ridgecrest Charter

· The School of Arts and Enterprise

· Thrive Public School
Fair Financial Condition 

Five SBE-authorized charter schools are considered to be in 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 an out-of-balance (deficit spending) budget; declining enrollment or attendance ratio; cash liquidity that is not adequate; debt levels that are high; declining or low fund balances; or reserves levels that are below the levels required in the MOU. The SBE-authorized charter schools in fair financial condition are:

· Anahuacalmecac International University Preparatory of North America
· The New School of San Francisco 
· Olive Grove Charter 
· OnePurpose  
· Paramount Collegiate Academy 
CDE staff has informed these charter schools about the concerns the CDE has regarding their fiscal condition and has discussed the objectives of maintaining fiscal sustainability and building reserves up to the recommended amounts by a certain period. The CDE has issued Letters of Concern to each charter school identifying the specific items of concern with a request for a board-approved corrective action plan. If the CDE determines that the charter school board’s actions are not sufficient, the CDE may recommend that the SBE consider further action which may include issuing a Notice of Violation to the charter school board. Additional financial data and information for these SBE-authorized charter schools are outlined in Attachments 1 and 2.

Poor Financial Condition

Two SBE-authorized charter schools are considered to be in poor financial condition. Charter schools in poor financial condition are in danger of jeopardizing their fiscal operations going forward. Timely and appropriate action by the charter school’s board is critical in addressing and mitigating the serious decline in financial condition. Specifically, charter schools in poor financial condition have a negative fund balance and no reserve. These charter schools do not have an adequate cash level and have a high debt level. The SBE-authorized charter schools in poor financial condition are:

· San Francisco Flex Academy
· Synergy Education Project
CDE staff has informed the charter school’s board about the concerns the CDE has regarding their fiscal condition and has discussed the objectives of maintaining fiscal sustainability and building reserves up to the recommended amounts by a certain period. 
The CDE has issued Letters of Concern to the Flex Public Schools (FPS) Board identifying specific financial items of concern and has requested a fiscal corrective action plan (FCAP) from the FPS Board. However, the FCAP is partially complete as the CDE still has not received the FPS Board-approved revised multi-year budget and cash flow statements for the current FY 2015–16 and subsequent FYs 2016–17 and 2017–18 with written detailed assumptions included that reflect the FPS Board’s resolution on addressing the issues. Additional financial data and information for San Francisco Flex Academy is outlined in Attachments 1 and 2. 
The CDE staff has also issued Letters of Concern to Synergy Education Project (SEP) identifying the specific financial items of concern and has requested a FCAP from the SEP. However, the issues were not resolved. On November 5, 2015, the SBE issued a Notice of Violation to the SEP Board because the Board may have engaged in fiscal mismanagement pursuant to EC Section 47607(c)(1)(C) and may have committed a material violation of the SEP charter pursuant to EC Section 47607(c)(1)(A). On January 13, 2016, the SBE issued a Notice of Intent to Revoke the charter of the SEP and on January 14, 2016, the SBE took action to revoke SEP and informed the SEP Board to initiate closure procedures. Additional financial data and information for the SEP is outlined in Attachments 1 and 2.
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Definition of Fiscal Indicators 

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

Fund Balance 
The unrestricted fund balance of a 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 school, depending on the level of the school’s average daily attendance (ADA), set aside reserves at the greater of four to five percent of expenditures or a floor amount that is adjusted for inflation. The current inflation adjusted floor amount is $65,000. Reserves below the minimum levels are indicative of a poor financial condition.
Attendance Ratio
The attendance ratio is calculated by dividing the second period report of ADA for the Second Principal (P-2) Apportionment by the fall October enrollment count. Generally, the ADA is between 93 to 96 percent.
Debt Ratio 
The debt ratio is calculated by dividing the total liabilities 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 cost.

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 in 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 ratio, cash liquidity that is not adequate, debt levels that are high, declining or low fund balances, or reserve levels that are below the levels required in the MOU. The charter schools identified as being in fair financial condition are:
· Anahuacalmecac International University Preparatory of North America 
· The New School of San Francisco
· Olive Grove Charter
· OnePurpose
· Paramount Collegiate Academy 
Anahuacalmecac International University Preparatory of North America (AIUPNA)
Charter Term Expires: 6/30/2019
Grades Authorized to Serve: Kindergarten through Grade 12 (K–12)

2014–15 P–2 ADA: 105.7
Fiscal Concerns

The AIUPNA second interim report indicates that AIUPNA is projecting a fund balance of $41,425. AIUPNA also projects fiscal year (FY) 2015–16 reserves of 0.90 percent, which is below the recommended five percent in reserves outlined in the MOU between AIUPNA and the State Board of Education (SBE). 
Financial Highlights

	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Percent of Reserves

	2014–15 Audit
	$1,263,077
	$1,255,238
	$7,839
	1.03
	0.96
	94.4%
	$9,213
	0.73%

	2015–16 Budget
	$4,239,123
	$4,143,321
	$95,802
	NA
	NA
	95%
	$183,395
	4.43%

	2015–16 

2nd Interim
	$4,631,337
	$4,621,203
	$10,134
	NA
	NA
	95%
	$41,425
	0.90%


NA = Not Available 

Charter School Update

At its July 9, 2015, meeting, the SBE approved AIUPNA’s request for a material revision to add transitional kindergarten through grade eight, with the intent of consolidating two schools, AIUPNA and Xinaxcalmecac Academia Semillas del Pueblo (XASP). The closure of XASP inadvertently closed the account for AIUPNA’s lunch program. Without the proper documentation, AIUPNA could not establish its lunch account in a timely manner thereby causing AIUPNA to be ineligible for meal reimbursements for a portion of the 2015–16 school year, significantly reducing AIUPNA’s revenues.  
CDE Follow Up 
AIUPNA’s assumptions used in developing its multi-year projections (MYPs) appear reasonable. However, as a result of AIUPNA’s decrease in reserves reported on its second interim report, the CDE issued a Letter of Concern in April 2016 requesting a fiscal corrective action plan (FCAP). The CDE will continue to monitor AIUPNA’s budget, enrollment, and reserves; and, if necessary, the CDE will recommend appropriate action to the SBE.
The New School of San Francisco (NSSF)
Charter Term Expires: 6/30/2020
Grades Authorized to Serve: K–5

2014–15 P–2 ADA: Not Applicable, NSSF was not in operation
Fiscal Concerns

NSSF opened in fall 2015 with a projected enrollment of 88 pupils. NSSF’s second interim report indicates that NSSF is projecting a fund balance of $122,314. NSSF also projects FY 2015–16 reserves of 4.45 percent, which is below the recommended five percent in reserves outlined in the MOU between NSSF and the SBE. 
Financial Highlights

	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Percent of Reserves

	2014–15 Audit
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A

	2015–16 Budget
	$2,902,494
	$2,694,237
	$208,257
	NA
	NA
	95%
	$208,257
	7.73%

	2015–16 

2nd Interim
	$2,831,825
	$2,747,555
	$84,270
	NA
	NA
	93.5%
	$122,314
	4.45%


N/A = Not Applicable, NSSF was not in operation

NA = Not Available 

Charter School Update

NSSF provided the CDE with MYPs that reflect budget adjustments, increased ADA, and projected fund balance and reserves through FY 2017–18. NSSF is projecting 
a positive fund balance of $409,265 with a 13.22 percent reserve by the end of FY 2017–18.
CDE Follow Up 
NSSF’s assumptions used in developing its MYPs appear reasonable. However, NSSF’s second interim report reflects decreases in enrollment and attendance ratio for FY 2015–16, which have contributed to the decrease in reserves. In response, the CDE issued a Letter of Concern in April 2016 requesting a FCAP. The CDE will continue to monitor NSSF’s budget, enrollment, and reserves; and, if necessary, the CDE will recommend appropriate action to the SBE.
Olive Grove Charter (OGC)
Charter Term Expires: 6/30/2020
Grades Authorized to Serve: K–12

2014–15 P–2 ADA: Not Applicable, OGC was not in operation
Fiscal Concerns

OGC opened in fall 2015 with a projected enrollment of 320 pupils. However, in March 2016, OGC reported a 38 percent decline in enrollment. In addition, OGC’s second interim report indicates that OGC is projecting a fund balance of $2,972. OGC also projects FY 2015–16 reserves of 0.19 percent, which is below the recommended five percent in reserves outlined in the MOU between OGC and the SBE. The decline in enrollment and low reserves will have a significant negative impact on OGC’s budget. 
Financial Highlights

	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Percent of Reserves

	2014–15 Audit
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A

	2015–16 Budget
	$1,403,630
	$1,370,502
	$33,128
	NA
	NA
	98%
	$33,128
	2.42%

	2015–16 

2nd Interim
	$1,608,884
	$1,605,912
	$2,972
	NA
	NA
	78%
	$2,972
	0.19%


N/A = Not Applicable, OGC was not in operation
NA = Not Available

Charter School Update

OGC provided the CDE with MYPs that reflect budget adjustments, increased ADA, and projected fund balance and reserves through FY 2019–2020. OGC is projecting a positive fund balance of $985,132 with a 27.25 percent reserve by the end of FY
2019–2020.    

CDE Follow Up 
OGC’s assumptions used in developing its MYPs appear reasonable. However, although OGC’s enrollment is expected to increase, enrollment and ADA remain below the original projections and will contribute to a further decrease in reserves. In April 2016, the CDE issued a second Letter of Concern requesting a FCAP. The CDE will continue to monitor OGC’s budget, enrollment, and reserves; and, if necessary, the CDE will recommend appropriate action to the SBE.
OnePurpose (OP)
Charter Term Expires: 6/30/2020
Grades Authorized to Serve: K–5

2014–15 P–2 ADA: Not Applicable, OP was not in operation
Fiscal Concerns

OP opened in fall 2015 with a projected enrollment of 120 pupils. However, OP’s second interim report reflects decreases in enrollment and attendance ratio for FY 2015–16, which have contributed to the decrease in reserves. In addition, OP’s second interim report indicates that OP is projecting a fund balance of $1,808. OP also projects FY 2015–16 reserves of 0.11 percent, which is below the recommended five percent in reserves outlined in the MOU between OP and the SBE. The decline in enrollment and low reserves will have a negative impact on OP’s budget.
Financial Highlights

	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Percent of Reserves

	2014–15 Audit
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A

	2015–16 Budget
	$2,013,003
	$1,923,003
	$90,000
	NA
	NA
	96%
	$240,864
	12.53%

	2015–16 

2nd Interim
	$1,574,447
	$1,711,519
	($137,072)
	NA
	NA
	89%
	$1,808
	0.11%


N/A = Not Applicable 

NA = Not Available
Charter School Update

OP is projecting less revenue for FY 2015–16 because of a decrease in enrollment, attendance ratio, and private funding. OP is projecting a positive fund balance of $66,682 with a 2.9 percent reserve by the end of FY 2017–18.
CDE Follow Up 
OP’s assumptions used in developing its MYPs appear reasonable. However, OP’s second interim report reflects decreases in enrollment and attendance ratio that remain below the original projections for FY 2015–16, which will contribute to a further decrease in reserves. In response, the CDE issued a Letter of Concern in April 2016 requesting a FCAP. The CDE will continue to monitor OP’s budget, enrollment, and reserves; and, if necessary, the CDE will recommend appropriate action to the SBE.

Paramount Collegiate Academy (PCA)
Charter Term Expires: 6/30/2020
Grades Authorized to Serve: 6–12

2014–15 P–2 ADA: Not Applicable, PCA was not in operation
Fiscal Concerns

PCA opened in fall 2015 with a projected enrollment of 200 pupils. PCA’s enrollment on its first day of school was 56 pupils and 61 pupils in its second interim report, which represents a decline of more than 70 percent from its budgeted enrollment. The second interim report indicates that PCA is projecting a fund balance of $9,688. PCA also projected FY 2015–16 reserves of 0.84 percent, which is below the recommended five percent in reserves outlined in the MOU between PCA and the SBE. The decline in enrollment and low reserves is a significant negative impact on PCA’s budget. 
Financial Highlights

	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Percent of Reserves

	2014–15 Audit
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A
	N/A

	2015–16 Budget
	$2,085,504
	$1,725,273
	$360,231
	NA
	NA
	96%
	$360,231
	20.88%

	2015–16 

2nd Interim
	$1,161,176
	$1,151,488
	$9,688
	NA
	NA
	97%
	$9,688
	0.84%


N/A = Not Applicable, PCA was not in operation 

NA = Not Available
Charter School Update

PCA projected to open with approximately 200 pupils in the fall of 2015. However, a late facility move-in date hampered the enrollment. PCA has continually monitored its pupil enrollment and adjusted its budget to reflect lower enrollment numbers. PCA is projecting a positive fund balance of $787,953 with a 40 percent reserve by the end of FY 2017–18.    

CDE Follow Up 
PCA’s assumptions used in developing its MYPs appear reasonable. However, the decline in enrollment and ADA remain significantly below the original projections and will contribute to a further decrease in reserves. In April 2016, the CDE issued a second Letter of Concern requesting a material revision to the charter petition and budget that reflect a realistic pupil enrollment for FYs 2016–17 through 2019–2020, and a reasonably comprehensive description of the actions PCA will undertake to ensure pupil enrollment growth.
Poor Financial Condition

Charter schools in poor financial condition are in danger of jeopardizing their fiscal operations going forward. Timely and appropriate action by the charter school’s board are critical in addressing and mitigating the serious decline in financial condition. Specifically, charter schools in poor financial condition may have a negative fund balance, no reserves, an inadequate cash balance, and a high debt level. The SBE-authorized charter schools in poor financial condition are:
· San Francisco Flex Academy 
· Synergy Education Project 
San Francisco Flex Academy (SFFA)
Charter Term Expires: 6/30/2020
Grades Authorized to Serve: 9–12

2014–15 P–2 ADA: 78.11
Fiscal Concerns

SFFA’s budgeted enrollment for FY 2015–16 is 100 pupils. SFFA’s first interim budget report indicates that SFFA is projecting a fund balance of $25,056. SFFA is also projecting 2015–16 reserves of 3.39 percent, which is below the recommended five percent in reserves outlined in the MOU between SFFA and the SBE. In March 2016, SFFA’s enrollment was at 68. The decline in enrollment and low reserves will have a negative impact on SFFA’s budget. SFFA has not submitted its second interim budget report which was due to the CDE by March 15, 2016. Without updated financial information, the CDE estimates that SFFA’s financial condition, without expenditure adjustments, will be insolvent with a projected negative $106,000 ending fund balance. 
Financial Highlights

	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Percent of Reserves

	2014–15 Audit
	$828,715*
	$828,715*
	Zero
	1.00
	1.00
	87.8%
	Zero
	0%

	2015–16 Budget
	$892,506
	$840,744
	$51,762
	NA
	NA
	87%
	$51,762
	6.16%

	2015–16 

1st Interim
	$763,490
	$738,434
	$25,056
	NA
	NA
	90%
	$25,056
	3.39%

	2015–16 

2nd Interim
	NP
	NP
	NP
	NA
	NA
	85%
	NP
	NP


NA = Not Available
NP = Not Provided

* Reported net of budget credits 

Charter School Update

As of March 9, 2016, SFFA reported a total enrollment of 68 pupils, which represents a 32 percent decline from its budgeted enrollment for FY 2015–16. SFFA is currently located in a San Francisco Unified School District (SFUSD) Proposition 39 facility. However, SFFA recently informed the CDE that SFUSD denied approval of a Proposition 39 facility for FY 2016–17 since SFFA did not meet the in-district ADA requirement. As a result, SFFA sent correspondence to the parents and/or guardians of SFFA pupils that SFFA may close at the end of the 2015–16 school year due to the denial of the facility by SFUSD. 
CDE Follow Up 
The CDE issued a Letter of Concern on December 3, 2015, identifying concerns of declining of enrollment and ADA, with a request for a FCAP. To date, the CDE has not received the FCAP, including a revised budget, MYPs, and cash flow statements. The Flex Public Schools (FPS) Board has also not submitted the second interim report, balance sheet, and accounts payable aging report for FY 2015–16, which was due to the CDE on March 15, 2016. Additionally, CDE’s one percent oversight fee of $6,356.12 for FY 2014–15, required pursuant to EC Section 47613, remains outstanding. As a result of SFFA’s financially insolvent condition, violation of the charter petition and MOU, and the FPA Board’s failure to respond to the CDE’s requests for information, the CDE may propose to recommend that the SBE consider, at its May 2016 meeting, a Notice of Violation (NOV) that the FPS Board may have engaged in fiscal mismanagement and may have committed a material violation of the SFFA charter. 
Synergy Education Project (SEP) 

Charter revoked by the SBE. Charter closed: 1/22/2016
Grades Authorized to Serve: 6–12

2014–15 P–2 ADA: 181.81
Fiscal Concerns

The CDE found that the SEP Board engaged in fiscal mismanagement pursuant to EC Section 47607(c)(1)(C) and committed a material violation of the SEP charter pursuant to EC Section 47607(c)(1)(A). On November 5, 2015, the SBE issued a NOV to the SEP Board to address the violations.
On November 13, 2015, the SEP Board submitted a response to the NOV pursuant to EC Section 47607(d) to the SBE. However, the CDE found that the SEP Board did not remedy the violations. On January 13, 2016, the SBE issued a Notice of Intent to Revoke to the SEP Board. The SBE held a public hearing on January 14, 2016, and issued a Final Decision to Revoke to the SEP Board effective Friday, January 22, 2016,  pursuant to EC Section 47607(e). SEP initiated closure procedures, which to date the CDE continues to monitor for compliance.  

Financial Highlight
	FY / Source
	Total Revenues
	Total Expenditures
	Net Operating Surplus (Deficit)
	Working Capital Ratio
	Debt Ratio
	Attendance Ratio
	Ending Fund Balance
	Percent of Reserves

	2014–15

Audit
	$1,707,651
	$1,910,551
	($202,900)
	0.64
	1.70
	90%
	($793,915)
	0%

	2015–16 Budget
	$2,723,573
	$2,332,725
	$390,848
	NA
	NA
	93%
	($304,840)
	0%

	2015–16 

1st Interim
	$2,018,988
	$1,732,166
	$286,822
	NA
	NA
	90%
	($507,094)
	0%

	2015–16 

2nd Interim
	NP
	NP
	NP
	NA
	NA
	NP
	NP
	NP


NA = Not Applicable
NP = Not Provided 

Charter School Update

SEP closed operations effective Friday, January 22, 2016, at 4 p.m. pursuant to EC Section 47607(e). All currently enrolled pupils are transitioning to the local districts and other schools.

CDE Follow Up
The CDE required the SEP Board to begin the following fiscal closure procedures:
· Return grant funds and restricted categorical funds to their source in accordance with the terms of the grant or state and federal law as appropriate. Federal grants must be closed out, including the filing of the required Final Expenditure Reports and Final Performance Reports. Federal Forms 269 and 269a may apply if SEP was receiving funds directly from the United States Department of Education. 
· Develop a plan to close out all financial records for the FY 2015–16.
· Provide the CDE a description of current and projected payroll and payroll benefits commitments through closure, including a list of each employee, and their job duties, and a projection of the funds necessary to: (1) transition the pupils and records; (2) complete all administrative closure related tasks; and (3) complete contracts and grants. 

· Provide the CDE with notice of any outstanding payments to SEP staff and the method by which the SEP Board will make the payments.
· Notify all funding sources (including charitable partners), all current and former contractors (such as a charter management organization, education management organization, food service provider, instructional service provider, or transportation service provider), and lenders of the SEP closure.
· Notify the CDE of all pending litigation to which the SEP Board is a party to.
· Prepare a comprehensive list of creditors and debtors and an inventory of all assets.
· Prepare a plan for the proposed disposal of all property owned by SEP (and acquired with public funds) in order to maximize revenue in accordance with law, payment of any and all liabilities and the disbursement of any remaining assets of SEP, liquidation of assets to pay off any and all outstanding liabilities (bearing in mind that assets paid for by state funds may be transferred in accordance with the nonprofit corporation’s bylaws to another public agency such as another charter school). Assets donated to SEP may be returned to donors or disposed of in accordance with donor’s wishes. Net assets, (after the payment of outstanding liabilities), if any, may be transferred to another public agency such as another charter school.
· Arrange for final closure audits to be paid for from the special reserve or bond revenue. The auditor engaged to perform the audit shall be from the list of approved school auditors maintained by the California State Controller’s Office and shall be approved by the CDE. The audit, at a minimum, shall determine the disposition of all assets and liabilities of SEP and shall verify SEP’s comprehensive list of creditors and debtors and the amounts owed or owing, as well as verify the SEP list of all assets by source, noting any restrictions on each asset use.
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