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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As requested by the Joint Legislative Audit Committee, the Bureau of State Audits presents its audit report
concerning California’s charter schools.

This report concludes that oversight at all levels could be stronger to ensure charter schools’ accountability. The
chartering entities are not effectively monitoring their charter schools and ensuring that these schools meet the
agreed-upon student outcomes listed in their charters. The chartering entities’ fiscal monitoring of their charter
schools is also weak. Without academic or fiscal oversight by the chartering entities, charter schools are not held
accountable for improving student learning, meeting their agreed-upon academic goals, or the taxpayer funds
that support their operations. Moreover, the chartering entities could not justify the oversight fees they charge
their charter schools because they do not track their actual costs of oversight and risk double-charging the State
for their oversight costs through mandated cost reimbursement claims.

The Department of Education (department) plays a role in holding the charter schools accountable. However, it
does not systematically review the charter schools information that it receives to raise questions with the chartering
entities regarding certain charter schools’ fiscal or academic practices. Furthermore, to apportion funds to charter
schools, the department relies primarily on the certifying signatures of school districts and county offices of
education, both of which lack the necessary procedures to ensure that charter schools comply with apportionment
requirements. Thus, the department cannot be certain that the schools receive only the public funds to which they
are legally entitled. Finally, although two recently enacted laws, Senate Bill 1709 and Assembly Bill 1994 (Chapters
209 and 1058, Statutes 0of 2002), attempt to add accountability to the existing charter schools environment, without
an increased monitoring commitment on the part of chartering entities and the department, these new laws may
not be as effective as they could be.

Respectfully submitted,

Hlowre. M. Rewle

ELAINE M. HOWLE
State Auditor

BUREAU OF STATE AUDITS
555 Capitol Mall, Suite 300, Sacramento, California 95814 Telephone: (916) 445-0255 Fax: (916) 327-0019 www.bsa.ca.gov/bsa
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SUMMARY

I
Audit Highlights . . .

Oversight of charter schools
at all levels could be
stronger to ensure schools’
accountability. Specifically:

M The four chartering
entities we reviewed do
not ensure that their
charter schools operate in
a manner consistent with
their charters.

M These chartering entities’
fiscal monitoring of their
charter schools is also weak.

M Some charter schools
assess their educational
programs against their
charters’ measurable
student outcomes, but
others do not.

M The Department of
Education (department)
could, but does not target
its resources toward
identifying and addressing
charter schools’ potential
academic and
fiscal deficiencies.

™M Finally, although two new
statutes attempt to add
accountability, without
the chartering entities and
department increasing
their commitment to
monitoring, these new
laws may not be as
effective as they could be.

RESULTS IN BRIEF

he California Legislature passed the Charter Schools

Act of 1992 (Act) to provide opportunities for teachers,

parents, students, and community members to establish
and operate schools independently of the existing school district
structure, including many of the laws that school districts are
subject to. The Legislature intended charter schools to increase
innovation and learning opportunities while being accountable
for achieving measurable student outcomes. Before a charter
school can open, a chartering entity must approve a petition
from those seeking to establish the school. Under the Act,
three types of entities—a school district, a county board of
education, and the State Board of Education (state board)—
have the authority to approve petitions for charter schools.
As of March 2002, there were 360 charter schools serving
approximately 131,000 students throughout California. More
than 70 percent of the agencies chartering those schools have
only 1 charter school.

Chartering entities play a role in overseeing the schools they charter
to determine if the schools operate in a manner consistent with
their charters and follow all applicable laws. These responsibilities
are not explicitly stated; rather, they are implied through the Act
and its amendments, which authorize the chartering entities to
approve charters, inspect or observe a school at any time, collect fees
for oversight costs, and revoke charters under certain conditions.
As such, we expected to find that the chartering entities had
established policies and procedures for assessing the academic
achievements of students in their charter schools, in accordance
with the measurable student outcomes required in each charter. We
had similar expectations for the chartering entities’ assessment of
their charter schools’ financial operations. Without academic and
fiscal monitoring, the charter schools are not held accountable
for achieving their measurable student outcomes or for prudent
use of the taxpayer funds they receive.

Despite our expectations for academic monitoring, the
four entities we reviewed—Fresno Unified School District,
Los Angeles Unified School District, Oakland Unified School
District, and San Diego City Unified School District—do not
monitor to determine if their charter schools are achieving
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their student outcomes. Although each charter agreement
contains standards for gauging the academic performance of
the school, chartering entities typically do not have guidelines
in place to effectively monitor their charter schools, nor do the
chartering entities adequately monitor their charter schools
against the agreed-upon student outcomes. Without periodically
monitoring their schools for compliance with the charter terms, the
chartering entities cannot ensure that their schools are making
progress in improving student learning in accordance with
their charters, nor are they in a position to identify necessary
corrective action or revocation.

Because the chartering entities were not effectively monitoring
their charter schools for compliance with the measurable
academic outcomes listed in their charters, we visited a sample
of schools. Although some schools assess their educational
programs against their charter’s measurable student outcomes,
others do not. By not assessing student performance against
the charter terms, the schools are not demonstrating their
accountability for meeting their agreed-upon academic goals.

Further, although charter schools are exempt from much of
the Education Code that governs public schools, they are

still subject to at least three legal requirements as conditions
for receiving state funds, including hiring teachers who hold
a Commission on Teacher Credentialing permit, offering a
minimum number of instructional minutes, and certifying
that their students have participated in state testing programs.
However, we found that chartering entities are not always
ensuring compliance with these legal requirements at each of
their charter schools.

Like the chartering entities’ academic monitoring, their fiscal
monitoring also had weaknesses. Some schools rely on their
chartering entity for operational support. Other schools manage
their own operations; these schools we consider to be fiscally
independent. Because the chartering entities do not control

the financial activities of their fiscally independent charter
schools, the risk that these schools will develop financial
problems is greater. Thus, we targeted the chartering entities’
oversight of fiscally independent charter schools. We found that
the chartering entities lacked necessary policies and procedures
for effective fiscal monitoring and have not adequately
monitored their charter schools. Although all four entities

California State Auditor Report 2002-104



outlined the types of financial data they wanted their charter
schools to submit and how often this data should be submitted,
and all asserted that they have data review procedures to identify
and resolve problems, none could provide evidence of these
procedures. Further, even though all four chartering entities
recently adopted new policies and procedures for charter
schools, only two address fiscal monitoring and appear to
provide for improved monitoring of their charter schools’ fiscal
health. Without adequate monitoring, schools that develop
fiscal problems and other reported deficiencies might fail to
meet the terms of their charter or deteriorate financially to the
point of having to close, disrupting their students’ education.

Moreover, some charter schools are fiscally unhealthy. Based on
fiscal year 2001-02 financial data, 6 of the 11 charter schools
showed year-to-date expenditures in excess of revenues, and

4 of the 6 schools did not have prior year-end fund balances
sufficient to cover their deficits. If these schools’ problems go
uncorrected, the schools may have to close and displace their
students. In addition, the schools’ closures may result in a loss of
taxpayer money.

The chartering entities are authorized to charge up to 1 percent
of a charter school’s revenues for the actual costs of providing
supervisorial oversight, or up to 3 percent if they provide the
charter school with substantially rent-free facilities. For fiscal
years 1999-2000 and 2000-01—the latest years for which data
was available during our review—the four chartering entities
charged their charter schools more than $2 million in oversight
fees. Nevertheless, none of the four chartering entities could
document that the fees they charged corresponded to their
actual costs, in accordance with statute, because the entities
failed to track their actual oversight costs. Rather, the entities
automatically charged a percentage of charter schools’ revenues,
assuming that their oversight costs exceeded the revenues they
charged. As a result, the entities may be charging their charter
schools more than permitted by law.

Moreover, these chartering entities participated in the State’s
mandated-costs reimbursement process, which reimburses
organizations for the costs of implementing state legislation.
The chartering entities claimed more than $1.2 million in costs
related to charter schools for the two fiscal years. However,
because the chartering entities did not track the actual costs
associated with overseeing their charter schools, they risk
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double-charging the State. Finally, although the statute is clear
that the entities’ oversight fee is capped at a certain percentage,
the statute is unclear regarding which types of revenues

are subject to the oversight fee. Consequently, the chartering
entities are interpreting the law differently and may be applying
their oversight fee to too much or too little of their charter
schools’ revenue.

The Department of Education (department) plays a role in
holding charter schools accountable for their fiscal and academic
practices. The department has the authority to recommend

that the state board take action, including, but not limited to,
charter revocation. Although the chartering entity is the primary
monitor of a charter school’s financial and academic health,

the department has the authority to make reasonable inquiries
and requests for information. It currently uses this authority to
contact chartering entities if it has received complaints about
charter schools. If the department reviewed the information
that it receives related to charter schools and raised questions
with the chartering entities regarding fiscal or academic practices
when appropriate, the department could target its resources
toward identitying and addressing charter schools’ potential
academic and fiscal deficiencies. In this way, the department
would provide a safety net for certain types of risks related

to charter schools. The concept of the State as a safety net is
consistent with the California Constitution, which the courts
have construed to place on the State the ultimate responsibility
to maintain the public school system and to ensure that
students are provided equal educational opportunities.

Although we found that the accountability system at the chartering
entity level is weak, our work does not demonstrate the need
for the department to play a greatly expanded and possibly
duplicative role in overseeing charter schools, or any function
beyond that of a safety net. Moreover, when we asked the
department to provide any data it had to demonstrate pervasive
academic concerns or fiscal malfeasance that may support the
need to expand its oversight role beyond that of a safety net, it
did not provide any.

To apportion funds to charter schools, the department relies
primarily on the certifying signatures of school districts
and county offices of education—both of which lack the
necessary procedures to ensure that charter schools comply
with apportionment requirements. As a result, the department
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cannot be sure that charter schools have met the apportionment
conditions the Legislature has established and that they receive
only the public funds to which they are legally entitled. In
addition, there appears to be a policy gap regarding a chartering
entity’s authority following a charter revocation—an authority
that statutes do not clearly address, as Fresno Unified School
District’s recent revocation of Gateway Charter Academy’s
charter demonstrates. Finally, although two recently enacted
laws, Senate Bill 1709 and Assembly Bill 1994 (Chapters 209 and
1058, Statutes of 2002), attempt to add accountability to the existing
charter schools environment, without an increased monitoring
commitment on the part of chartering entities and the department,
these new laws may not be as effective as they could be.

RECOMMENDATIONS

The Legislature should consider amending the statute to make
the chartering entities’ oversight role and responsibilities
explicit so that the chartering entities hold their charter schools
accountable through oversight.

To ensure that charter schools are held accountable for the
taxpayer funds they receive and demonstrate accountability for
the measurable outcomes set forth in their charters, the chartering
entities should consider developing and implementing policies
and procedures for academic and fiscal monitoring.

To ensure that chartering entities can justify the oversight fee
they charge their charter schools and to minimize the risk

of double-charging the State for the costs of charter school
oversight, they should:

e Establish a process to analyze their actual costs of charter
school oversight.

e Compare the actual costs of oversight to the fees charged and,
if necessary, return any excess fees charged.

¢ Use the mandated-costs reimbursement process as appropri-
ate to recover their unreimbursed costs of overseeing charter
schools.

The Legislature should consider clarifying the law to define
the types of charter school revenue that are subject to the
chartering entities’ oversight fees.
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To tulfill its role as a safety net, the department should review
available financial and academic information and identify
charter schools that are struggling, then raise questions with the
schools’ chartering entities as a way of ensuring that the schools’
problems do not go uncorrected.

So that it does not improperly fund charter schools, the department
should work with the appropriate organizations to ensure

that charter schools’ reported ADA is verified through an
independent audit or other appropriate means and that charter
schools have met other statutory conditions of apportionment.

The Legislature may wish to consider establishing a method for
disposing of a charter school’s assets and liabilities and requiring
the department to adopt regulations regarding this process, in
this way, ensuring that a charter school’s assets and liabilities are
disposed of properly when it closes or has its charter revoked.

AGENCY COMMENTS

The four chartering entities: Fresno, Los Angeles, Oakland, and
San Diego, strongly disagreed with our conclusions related to
chartering entity oversight and stated that we misinterpreted
the law and held them to a standard of charter schools oversight
that the Act does not contain. They object to being evaluated
based on sound oversight criteria unless that criteria is explicitly
in statute. Each chartering entity noted repeatedly that the
legislation regarding charter school oversight is unclear and
several stated that chartering entities have little or no grounds to
deny a charter or enforce a charter.

The department also disagreed with our audit as it relates

to its oversight role. The department stated that it had

strong concerns about our interpretation of the Act and our
interpretation that the department has the authority and
responsibility to monitor the fiscal and academic performance
of charter schools. The department also stated that our
recommendations do not account for its limited staffing resources.

Although not rendering a legal opinion on the issue of
oversight, our view that the Act places some monitoring
responsibilities on chartering entities is informed by our reading
of the statutes as well as the constitutional obligations of the
State regarding the public school system. We believe that the
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statutes, although not explicit, do envision a monitoring role for
chartering entities and that a monitoring process is absolutely
essential to identifying key issues, providing charter schools the
opportunity to take corrective action, and determining whether
a chartering entity should exercise its authority to revoke a
charter. Finally, we carefully analyzed each of the chartering
entity’s responses and we stand by our interpretation of the law
and our audit conclusions. ®
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INTRODUCTION

BACKGROUND

he California Legislature passed the Charter Schools
I Act of 1992 (Act) to provide opportunities for teachers,
parents, students, and community members to establish
and operate schools independently of the existing school district
structure. Charter schools were given wide latitude to explore
the following new educational opportunities:

¢ Increase learning opportunities for all students, but especially
low achievers.

¢ Encourage the use of different and innovative teaching methods.
¢ Create new professional opportunities for teachers.
¢ Provide parents and students with expanded educational choices.

¢ Create vigorous competition within the public school system
in order to improve all public schools.

In addition to this increased flexibility, the Legislature intended
for charter schools to improve student learning and to be
accountable for achieving measurable student outcomes. Statute
defines measurable student outcomes as the extent to which all
students demonstrate they have attained the skills, knowledge,
and attitudes specified in the school’s educational program.

Charter schools are public schools serving any grade from
kindergarten through grade 12. They are publicly funded,
serve diverse populations, and employ a variety of educational
philosophies. For example, the Oakland Charter Academy
serves a predominantly Latino population and is focused on
addressing the academic and social needs of language minority
students, whereas High Tech High Charter School in San Diego
is focused on providing students with academic and workplace
skills for our increasingly technological society. Even though
the Act exempts these schools from many state laws governing
school districts, it requires charter schools to comply with select
statutes, such as those establishing a minimum age for public
school attendance, and to meet certain conditions for funding,
such as participation in statewide testing of pupils.
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The Act as amended in 1998 allowed for the creation of 250 charter
schools throughout the State and authorized an additional
100 schools each successive school year. As of March 2002, there
were 360 charter schools serving approximately 131,000 students
throughout California. As Table 1 shows, more than 70 percent
of the entities chartering schools have only one charter
school. A chartering entity is an organization, such as a
school district, that approves a charter petition, thus creating

a school. We discuss chartering entities in more detail in the
next section. However, the five chartering entities with more
than 8 schools chartered 85 of California’s 360 charter schools.
These entities are Fresno Unified School District (Fresno), Oakland
Unified School District (Oakland), Twin Ridges Elementary School
District, San Diego City Unified School District (San Diego), and
Los Angeles Unified School District (Los Angeles). (See Appendix A
for a list of active charter schools as of March 2002, their chartering
entities, and selected information about the schools.)

TABLE 1

Number of Charter Schools at Chartering Entities

Number of Chartering Entities With Percentage of Total
Charter Schools That Number of Schools Chartering Entities
1 128 70.3%
2to3 36 19.8
4to5 10 5.5
6to7 3 1.7
8 or more 5 2.7
Total 182 100.0%

Chartering a School

Typically, a group of parents, teachers, and/or community
members develops a charter petition, which they then
submit to a chartering entity for approval. Under the Act, a
chartering entity can be one of three types of entities: a school
district, a county board of education, or the State Board of
Education (state board). Once a chartering entity has approved
the charter petition, the charter goes into effect for up to five years.

By law, each petition must contain certain components, including
parent and/or teacher signatures; proposed budgets and financial
projections; and a reasonably comprehensive description of
15 required elements, such as the method for measuring student

10
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progress and the qualifications that teachers and other staff must
have. In addition, the petitioners must affirm that the school will
remain nonsectarian in all respects, will not charge tuition, and

The 15 Elements Required in
Each Charter Petition

Description of the school’s educational program.

Measurable student outcomes the school
plans to use.

Method for measuring student progress in
achieving those outcomes.

School governance structure, including how
parents will be involved.

Qualifications that individuals the school
employs must meet.

Procedures to ensure the health and safety of
students and staff.

How the school will achieve a student racial
and ethnic balance reflective of the general
population residing in the district.

Admission requirements, if applicable.

How annual financial audits will be conducted,
and how problems uncovered by the audits
will be resolved.

Procedures for suspending or expelling students.

Provisions to cover employees under the State
Teachers’ Retirement System, the Public Employees’
Retirement System, or federal social security.

Public school alternatives for students residing
within the district who choose not to attend
charter schools.

Description of the rights of any employee of
the school district who leaves the employ of
the school district to work in a charter school,
and of any rights of return to the school
district after employment at a charter school.

Dispute resolution process.
Declaration of whether the charter school will

be the exclusive public school employer of
the charter school employees.

Source: Education Code, Section 47605(b)(5)

will not discriminate against any student based on
ethnicity, national origin, gender, or disability.

The Act requires the chartering entity to
review the charter petition and hold a public
hearing to consider the level of community
support for the charter school. A chartering
entity cannot deny a petition unless it makes
written factual findings, specific to the
particular petition, that one or more of the
following deficiencies exist:

e The charter school presents an unsound
educational program.

e The petitioners are demonstrably unlikely to
successfully implement the program set forth
in the petition.

e The petition does not contain the required
number of signatures.

e The petition does not contain a declaration
that the school will remain nonsectarian, not
charge tuition, and not discriminate.

e The petition does not contain reasonably
comprehensive descriptions for all 15 statu-
torily required elements.

Once approved, the petition becomes the
founding agreement or charter for a school. A
chartering entity and a charter school may also
enter into a Memorandum of Understanding
(MOU) to further define their responsibilities
and legal relationship. For example, an MOU
may outline a charter school’s insurance
requirements or fee-for-service arrangements.

Chartering Entity’s Role in Charter Schools

The chartering entity is responsible for overseeing

the school to ensure that it operates in a manner consistent with the
charter and all applicable laws. To compensate the chartering entity

California State Auditor Report 2002-104
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for its oversight functions, the Education Code, Section 47613,
authorizes the chartering entity to charge for the actual costs

of supervisorial oversight, not to exceed 1 percent of a charter
school’s revenue or 3 percent of its revenue if the chartering
entity provides substantially rent-free facilities. These oversight
fees do not include the costs of administrative or other services
that the charter school may purchase from the chartering entity.
Some chartering entities have categorized their charter schools
as independent or dependent, based on whether the school
contracts with them for fiscal services. Dependent charter schools
may rely on the chartering entity for operational support,
including reviewing and approving expenditures, recording
revenues, and reporting student attendance. In contrast, fiscally
independent charter schools do not receive such operational
support from their chartering entity.

A chartering entity also has the authority to revoke a charter

it has granted if the school materially violates its charter, fails

to achieve or pursue any of its student outcomes, engages in
fiscal mismanagement, or violates any provision of law. Before
revoking a charter, the entity must notify the charter school of
the violation and give it a reasonable opportunity to remedy the
violation, unless the violation constitutes a severe and imminent
threat to the students’ health and safety. A chartering entity also
has authority to make reasonable inquiries and to inspect any
part of the charter school at any time.

State Board’s Role in Charter Schools

The state board has the authority to approve a charter petition;
however, a school district or county board of education
must first have denied the petitioner’s charter proposal. If
the state board approves a charter petition, it becomes the
chartering entity and is responsible for oversight of the school or
delegating this responsibility to a local education agency in the
county in which the charter school is located or to the school
district that first denied the charter petition. When the time
comes for the charter school to renew its charter, it submits the
renewal petition to the school district that initially denied the
charter. If the renewal petition is denied, the charter school may
then petition the state board for renewal. As of March 2002, three
schools chartered by the state board were operating in the State.
Finally, the state board is responsible for adopting regulations

to implement certain sections of the Act, including criteria

to review and approve petitions addressed to the state board

and requirements that charter schools must follow when they
provide nonclassroom-based instruction.

12

California State Auditor Report 2002-104



TABLE 2

Department of Education’s Role in Charter Schools

Although the Department of Education (department) does
not have the authority to approve a charter petition and act

as a chartering entity, it plays a role in the charter school
community. The department has established a charter schools
unit that, among other things, is responsible for helping groups
prepare charter proposals and for assisting charter schools and
chartering entities with fiscal, legal, and administrative issues.
The department also has the authority to recommend to the
state board that a charter be revoked for certain statutorily
defined reasons. To carry out its responsibilities, the department
may make reasonable inquiries of the charter schools for
information. Finally, as it does with other public schools, the
department apportions funds to the charter schools based on
their average daily attendance (ADA) reports. This type of funding
is known as apportionment funding. Table 2 describes each entity
and its role in the operation and monitoring of charter schools.

Charter School

Prepare petition

Implement charter’s
academic program

Comply with Education
Code and other
applicable statutes

Request approval
for amendments
when charter is

materially revised

Assess itself against
its charter

Prepare renewal petition

Division of Responsibilities for Charter Schools

School District

Review petition and
hold public hearing

Deny charter petition
or approve petition and
become a chartering entity

Oversee charter schools

Certify charter school ADA

Receive annual audit
reports of charter schools

Approve or deny
renewal petition

Revoke charters of
schools when necessary

County Office
of Education

Review petition and hold
public hearings for new
charter petitions and those
the local district denied

Deny charter petition
or approve petition and
become a chartering entity

Oversee charter schools

Certify charter school ADA

Receive annual audit
reports of charter schools

Approve or deny
renewal petition

Revoke charters of schools
when necessary

State Board
of Education

Review petition and
hold public hearings for
charter petitions denied
at school district or
county level

Deny charter petition
or approve petition and
become a chartering entity

Oversee charter schools

Assign a unique tracking
number to all approved
charters

Receive annual audit
reports of charter schools

Approve or deny renewal
petition for charter
petitions denied at school
district or county level

Revoke charters of any
schools when necessary

Department
of Education

Allocate school
funding

Collect annual
audit reports

Operate charter

schools unit

Recommend to

the State Board
Education chart

of
er

revocation when

appropriate
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Recent Changes to the Charter School Act

The Act has been revised throughout its first decade of existence.
One of the more recent modifications is Senate Bill 740
(Chapter 892, Statutes of 2001). Effective January 2002,
Senate Bill 740 requires, among other things, that charter
schools offer a certain number of instructional minutes and
document student attendance as conditions of receiving
apportionment funding from the department. We discuss
these requirements further in Chapter 1. In addition, under
Senate Bill 740, charter schools must submit copies of their audited
financial statements to their chartering entities and the
department. We discuss this issue further in Chapters 2 and 3 of
this report.

In addition to Senate Bill 740, the Legislature recently passed
and the governor signed two bills addressing charter schools:
Assembly Bill 1994 (Chapter 1058, Statutes of 2002) and
Senate Bill 1709 (Chapter 209, Statutes of 2002). In Chapter 3,
we describe these bills and their effect on certain issues we raise
in this report.

SCOPE AND METHODOLOGY

The Joint Legislative Audit Committee (audit committee) requested
that the Bureau of State Audits conduct a comprehensive audit of
California’s charter schools. Specifically, the audit committee
asked us to review and assess the chartering entities’ processes
for reviewing and approving charters to determine if the
processes are consistent with the law. In addition, we were

to evaluate the chartering entities’ policies and procedures

for enforcing charters, including revocations. Further, we

were to examine the policies and practices for monitoring the
charter schools’ compliance with the conditions, standards,
and procedures specified in their charters. Lastly, the audit
committee asked us to review and evaluate the academic

and fiscal accountability structure and practices of charter
schools, including, but not limited to, student assessment,
student enrollment and attendance, instructor credentials, and
curriculum content.

14
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To conduct our audit, we selected a sample of four chartering
entities—Fresno, Los Angeles, Oakland, and San Diego—based
on the number of active charter schools these entities have
chartered. We chose this sample because we believed that
chartering entities with a number of charter schools were

more likely to have implemented policies and procedures for
monitoring their charter schools than those chartering entities
with just one or two charter schools. Within each of the four
chartering entities, we then selected three charter schools, at which
we conducted site visits. We selected 11 of these 12 charter schools
because they are fiscally independent, meaning that they do
not receive fiscal or operational support from their chartering
entities, as we discussed previously.

As part of our audit, we reviewed documents prepared

by the department, selected chartering entities, and selected
charter schools, as well as these entities’ applicable policies
and procedures. Additionally, we reviewed relevant laws and
regulations and interviewed department, chartering entity,
and charter school staff. We reviewed how the chartering
entities have monitored to ensure that the 12 selected charter
schools have implemented 4 of the 15 required elements for

a charter school petition, including the measurable student
outcomes the charter school plans to use, the method for
measuring student progress in achieving those outcomes, the
qualifications to be met by individuals the school employs, and
how annual financial audits will be conducted and problems
identified by the audits resolved. We selected these elements
because we believe they represent the most relevant indicators
of the academic and fiscal health of the State’s charter schools
and because, if not met, they provide justifications to revoke a
charter, thus providing accountability.

To assess the chartering entities’ processes for reviewing and
approving charters to determine if the processes are consistent
with the law, we reviewed the approved charter school
agreements for the 12 selected charter schools.

To examine the policies and practices for monitoring the
charter schools’ compliance with the conditions, standards,
and procedures specified by their charters, we reviewed the
chartering entities’ efforts to monitor their charter schools.
Further, we reviewed the interim and annual financial reports
submitted by the charter schools to determine reviews and
actions taken by the chartering entities.
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To review and evaluate the academic and fiscal accountability
structure and practices of charter schools, we conducted site
visits at 12 selected charter schools and reviewed information
those charter schools provided regarding their actual student
outcomes and financial condition. Specifically, because each
charter agreement must contain measurable student outcomes,
we reviewed the schools’ documentation intended to prove
that they were achieving those outcomes. Further, we reviewed
financial information at the 12 charter schools for fiscal year
2001-02 to determine whether the chartering entities took
appropriate action when potential financial problems were noted.

In January 2002, Fresno revoked the charter of Gateway Charter
Academy (Gateway). We did not review Fresno’s oversight of
Gateway. Our report should not be construed as an evaluation of
Fresno’s oversight specifically of Gateway or Fresno’s revocation
process. Our comments in Chapter 3, under the heading
‘Statutory Guidance for Disposing of a Revoked Charter School'’s
Assets and Liabilities Is Unclear,” reflect a policy gap needing the
Legislature’s and the department’s attention. Our comments

do not reflect an evaluation of Fresno’s revocation process or
oversight specific to Gateway.

Per the Education Code, Section 47616.5, the Legislative Analyst
is required to contract for an evaluation of the effectiveness of
the charter school approach. The evaluation is to include:

e Pre- and post-charter school test scores of pupils attending
charter schools.

e Fiscal structures and practices of charter schools and the relation-
ship of these structures and practices to school districts.

¢ Whether or not there is an increased focus on low-achieving
and gifted pupils.

e Pupil dropout rates in the charter schools compared to non-
charter schools.

We designed our audit to avoid duplicating, whenever possible,
the Legislative Analyst’s areas of inquiry. The Legislative Analyst’s
evaluation has a statutory deadline of July 1, 2003. ®
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CHAPTER 1

Chartering Entities Do Not
Adequately Monitor the Academic
Health of Their Charter Schools

CHAPTER SUMMARY

harter schools operate in a unique environment, in

which they are given freedom from many provisions of

the Education Code. However, the Legislature created
a system whereby the schools are required to be accountable
to their chartering entity for the academic performance of
the students enrolled. Although the chartering entity’s role is
not clearly defined in the statutes, the statutes imply certain
oversight responsibilities. To facilitate their oversight, we
expected to find chartering entities with established policies
and procedures guiding their charter oversight activities.
However, our review of California’s charter schools revealed
that chartering entities do not adequately oversee their schools
to determine whether the program described in the charter
agreement is implemented successfully.

Specifically, chartering entities do not ensure that their charter
schools are achieving the student outcomes that each school sets
forth in its charter agreement. Although the charter agreement
for each school specifies measurable student outcomes for
gauging the academic performance of the school, chartering
entities typically do not have guidelines in place to effectively
monitor their charter schools, nor do the chartering entities
adequately monitor their charter schools against the agreed-upon
student outcomes. To see what the charter schools themselves
are doing to fulfill this aspect of their charter agreement, we
visited a sample of schools and found that although some charter
schools assess their educational programs against their charter’s
measurable student outcomes, others do not.

Furthermore, charter schools must comply with various state
laws, including teacher credentials, instructional minutes, and
participation in statewide tests. Each of these legal provisions is
what is known as a condition of apportionment. In other words,
if a school does not comply with the provisions, it risks losing a
portion of its state funding. However, we found that chartering
entities do not always ensure that charter schools comply with
legal requirements.
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I
Although a chartering
entity’s role is not clearly
defined in the statutes,
the statutes imply
that it has certain
oversight responsibilities.

CHARTERING ENTITIES HAVE CERTAIN
RESPONSIBILITIES FOR OVERSEEING CHARTER
SCHOOLS’ ACADEMIC OUTCOMES

In authorizing charter schools, the Legislature intended to provide
opportunities for teachers, parents, students, and community
members to establish and operate schools independently of

the existing school district structure. The Legislature freed the
schools from the programmatic and fiscal constraints that

exist in the public school system. However, the statutes do

not overlook accountability. Specifically, the Education Code,
Section 47601(f), speaks to the Legislature’s intent that charter
schools be held accountable for meeting certain outcomes and
for moving from rule-based to performance-based accountability
systems. Thus, each school must create a founding document,

or charter, which by law must contain certain elements. For
example, the charter must contain measurable student outcomes
and the methods the schools will use to measure their outcomes.
As such, the schools’ creators are outlining the instructional
goals they agree to be held accountable for.

An approved charter represents an agreement between the
school and its chartering entity and therefore makes the
school accountable to its chartering entity. Although the
chartering entity’s role is not clearly defined in the statutes, the
statutes imply certain oversight responsibilities, as they allow
the entities to:

¢ Inspect or observe any part of the charter school at any time.
¢ Charge the charter schools fees for oversight.
¢ Make reasonable inquiries, including for financial data.

e Revoke a charter for material violations of any charter condition,
standard, or procedure; failure to meet or pursue the charter’s
student outcomes; engaging in fiscal mismanagement; and
any violation of law.

We expected that, to facilitate their oversight, chartering entities
would have established policies and procedures guiding these
activities. Typically, sound oversight systems define the types
and frequency of data to be submitted, the manner in which the
entity will review the data, and the steps it will take to resolve
any concerns resulting from its oversight activities. Therefore, we
assessed the charter oversight activities of the selected chartering
entities against what a sound oversight system would include.
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_________________________
The chartering entities
were not consistently
assessing the schools
performance against
their charter terms.

/

CHARTERING ENTITIES DO NOT ENSURE THAT CHARTER
SCHOOLS MEET TARGETED STUDENT OUTCOMES

The Charter Schools Act of 1992 (Act) gave charter schools

a much greater level of freedom to operate their educational
programs than noncharter schools have. School districts and
county boards of education act as chartering entities, with
oversight responsibilities implied through their power to revoke
charters and to charge the schools a supervisorial oversight fee.
In order to hold the charter schools accountable, the Legislature
required that each charter petition contain certain elements,
including measurable student outcomes proposed by the school
to accomplish its educational program. Typical outcomes a
school might list in the charter petition include increased
performance on standardized tests or higher student attendance
rates. These outcomes give the chartering entity criteria against
which it can measure the school’s academic performance and
hold it accountable. However, the chartering entities we
reviewed did not always assess their charter schools against the
agreed-upon measurable outcomes.

Since the chartering entities were not adequately holding their
charter schools accountable, we visited a sample of schools to
determine what actions the schools were taking to demonstrate
that they had achieved the outcomes defined in their charters.
We found that the schools were not always assessing their
academic programs against the terms of their charters.

Chartering Entities Lack Oversight Guidelines and Do Not
Periodically Monitor Their Charter Schools’ Performance
Against the Agreed-Upon Measurable Outcomes

A school’s charter represents an agreement between it and the
chartering entity. The charter agreement is critical for accountability,
as it outlines the standards the school is agreeing to be held

to; therefore, we expected to find that chartering entities had
established monitoring guidelines and activities to ensure that their
charter schools were complying with their agreements. Although
three of the four chartering entities we visited have chartered
schools since 1993, and each has chartered at least eight schools,
none had developed and implemented an adequate process to
monitor their schools’ academic performance. Without periodically
monitoring their schools for compliance with the charter terms,
the chartering entities cannot determine whether their schools
are making progress in improving student learning as identified
in their charters, nor are the chartering entities in a position to
identify necessary corrective action or revocation.
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_________________________
Without periodically
monitoring their
schools for compliance
with charter terms, the
chartering entities will
not know if their charter
schools are making
progress in improving
student learning.

Under the Act, the Legislature required that each charter
petition include 15 statutorily defined elements, one of
which is a description of the measurable student outcomes its
educational program will accomplish. The petitioners develop
the outcomes that are relevant to their educational vision, and
thus these outcomes vary from school to school, depending on the
educational program and target population. To ensure compliance,
the Legislature granted the chartering entity the authority to revoke
a school’s charter if, among other things, the school committed a
material violation of any of the charter’s conditions, standards, or
procedures or the school failed to achieve or pursue the identified
student outcomes. Included in a chartering entity’s authority

is the right to inspect or observe any part of its charter schools
at any time and the responsibility to permit charter schools an
opportunity to cure the identified problems prior to revocation.

Furthermore, the Legislature allowed the chartering entities

to charge up to 1 percent of a charter school’s revenue for
supervisorial oversight, which implies that the chartering
entity has an obligation to oversee its charter schools.! It
appears that the chartering entities are aware of their oversight
obligation inherent in their role as chartering entities. For
example, in its fiscal year 2000-01 Memorandum of
Understanding (MOU) with the Explorer Elementary Charter
School, San Diego City Unified School District (San Diego)
included a clause outlining fees the school would pay for the
chartering entity’s cost of overseeing the school. Similarly,

in its standard charter school MOU for fiscal year 2001-02,
Oakland Unified School District (Oakland) included two sections
referring to oversight. The first contained a statement that
the school agrees to an annual evaluation in accordance with
the instructional and academic goals established in its charter
school petition. The second section mirrors the law and states
that Oakland has the right to inspect or observe any part of the
school at any time. Despite the fact that the chartering entities
have the authority to revoke schools’ charters, are being paid
fees for oversight, and have acknowledged in writing their
intent to perform oversight activities, they typically have not
established monitoring guidelines or engaged in these activities.

Table 3 gives an overview of the practices of the four chartering
entities in monitoring their charter schools’ academic health.

T A chartering entity may charge up to 3 percent of a charter school’s revenue if the
chartering entity provides substantially rent-free facilities to the charter school. Otherwise,
the chartering entity is limited to an oversight fee of up to 1 percent of revenues.
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TABLE 3

Chartering Entity

Fresno Unified
School District

Los Angeles Unified
School District

Oakland Unified
School District

San Diego City
Unified School District

Academic Monitoring of Charter Schools by
Chartering Entities in Fiscal Year 2001-02

Year First
Chartered
Schools

1998

1993

1993

1993

Total Number of Engaged in Future Plans
Charter Schools Written Periodic Academic for Academic
Authorized Guidelines? Monitoring? Monitoring?
9* No Some Pending
39 No Some Some
9 No No Pending
17 No No Yes

* Although the Fresno County Office of Education chartered one of the schools described here, the Fresno Unified School District
is partially responsible for overseeing the school.

Each chartering entity we reviewed has interpreted its oversight
responsibilities differently, typically developing some practices
for overseeing charter schools. However, none of the chartering
entities has adequately ensured that their charter schools
are achieving the measurable student outcomes set forth in
their charter agreements. As Table 3 shows, three of the four
chartering entities we reviewed have chartered schools since
1993. Nevertheless, Oakland lacks academic monitoring guidelines
and has not engaged in oversight but is developing plans to
implement policies. Likewise, Fresno Unified School District
(Fresno) does not have guidelines to monitor its charter schools
and does not always periodically monitor the schools’ academic
performance relative to their charter agreements. Los Angeles
Unified School District (Los Angeles), as the chartering entity
with the greatest number of charter schools, lacks in its recently
developed guidelines a process to continually monitor academic
performance, but it engages in a formal independent review

of each school during its fourth year of operation. Finally,
San Diego lacked monitoring guidelines for student performance
and did not periodically review its charter schools at the time

of our review. However, San Diego has developed a new charter
schools policy that it plans to implement in fiscal year 2002-03.
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|
Responding to complaints
is an appropriate activity
for chartering entities,
but this activity alone does
not constitute adequate
charter school oversight.

As of March 2002, Oakland had nine charter schools subject
to its oversight. However, it did not have a process in place

to monitor to determine if these schools complied with their
charter agreements and did not assess whether its charter
schools were achieving the measurable outcomes agreed to

in their charters. Although Oakland staff visited several of
Oakland’s charter schools during fiscal year 2001-02, they made
these visits to establish relationships and in response to parental
and community complaints, rather than to verify that the
schools were measuring student progress towards educational
goals consistent with their charters. Even though responding

to complaints is a reasonable activity, this activity alone does
not constitute adequate monitoring. By merely responding to
complaints, Oakland loses the opportunity to identify where

a charter school’s program is deficient and to help ensure that

the school is maximizing its students’ educational opportunities
by achieving the measurable outcomes in its charter and making
sound use of taxpayer funds in accordance with its charter.

Fresno chartered its first school in 1998, and as of March 2002 it
had oversight of nine charter schools. Despite being a chartering
entity for four years, Fresno still lacks a written monitoring plan
and an adequate process to monitor to determine if its charter
schools achieve the academic outcomes they set forth in their
charter agreements. Although Fresno had six of its nine charter
schools participate in a Review of Compliance with Charter
Provisions (compliance review) beginning in November 2001,
these actions do not reflect adequate academic oversight. For
example, as part of its compliance review, Fresno required the six
schools to describe how they had measured student outcomes.
However, Fresno did not associate the schools’ responses with the
measurement criteria described in their charters, nor did Fresno
verify the accuracy of the schools’ responses.

For four of the six schools completing the review, we found
that the schools’ responses describing how they were measuring
student outcomes differed from the measurement criteria listed in
the charter agreements. For example, in its compliance review for
Renaissance Charter School (Renaissance), Fresno listed that the
school administers proficiency tests, comprehensive tests of basic
skills, and the Stanford 9. However, in the charter agreement, we
found references to three other methods of measurement, including
grade point averages, graduation rates, and portfolios, none of
which Fresno included in its compliance review of Renaissance.
Even though these agreed-upon measures were not included in the
compliance review, Fresno deemed the school “compliant.”
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Additionally, Fresno required six of its schools to complete an
annual report. Each charter school developed its annual report
and presented it to the Fresno Board of Education in March 2002.
One of the purposes of this report was to ensure that each
charter school has clear, concrete, and measurable performance
objectives. Upon reviewing a sample of these annual reports, we
found that one report did not address the measurable student
outcomes described in its charter. For example, in its annual
report, Fresno Prep Academy (Fresno Prep) described the
school’s overall goals but did not address the measurable student
outcomes listed in its charter. Although Fresno’s compliance
review and annual reports may have provided some valuable
information, they were insufficient to completely and accurately
assess its charter schools’ academic health. Fresno also did

not require all of its charter schools to participate, and thus

its insight was limited to the participating schools. Moreover,
Fresno merely collected and summarized the schools’ responses
without verifying that the schools were responding based on

the charters’ student outcomes and demonstrating how they are
meeting those outcomes.

Los Angeles has implemented a slightly different monitoring
approach than either Oakland or Fresno; however, its approach
is not adequate to determine if its 39 charter schools are making
progress against their measurable student outcomes. Instead of
performing an ongoing assessment of its charter schools’ academic
health, Los Angeles relies on an external evaluation during the
latter part of each school’s fourth year of operation under its charter
agreement. Los Angeles does not use this evaluation as a monitoring
tool. Rather, its purpose is to assess each school’s program so that
Los Angeles can decide whether to renew the charter. This fourth-
year evaluation meets Los Angeles’ objective as a tool to obtain
additional data to make an informed renewal decision. However,
Los Angeles’ evaluation does not serve as an adequate ongoing
assessment of its charter schools, because the evaluation takes place
far too infrequently, allowing the schools four years of operation
without having to demonstrate to Los Angeles that they are meeting
their goals and objectives. By not monitoring its charter schools
effectively, Los Angeles, as a chartering entity, may not ensure
that its schools are providing students with suitable curriculum
and educational opportunities in accordance with their charters
and cannot identify when corrective action is necessary.

Finally, although San Diego has not in the past adequately
assessed its charter schools for compliance with their agreed-upon
measurable student outcomes, San Diego has developed guidelines
that, if implemented, may constitute an adequate process to
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Ten of the 12 charter
schools we reviewed were
not assessing themselves
against all of the
student outcomes their
charters contained.

monitor its charter schools. These guidelines, in part, require
San Diego to conduct annual charter school site visits as well

as programmatic audits in the first and third years of each
school’s operations. The programmatic audit will document the
school’s progress in student achievement, as well as whether the
school has implemented the instructional program called for

in the charter. To accomplish this increased level of oversight,
San Diego plans to create a charter schools office during
fiscal year 2002-03 to coordinate oversight activities and act as
the charter schools’ district contact point. These guidelines will
help San Diego monitor to determine if its charter schools are
providing the agreed-upon student educational opportunities
and will help give it the information it needs to take necessary
corrective action when schools are not following their charters.

Some Charter Schools Assess Their Students’ Performance
Against the Measurable Outcomes in Their Charters, but
Other Schools Do Not

Since the chartering entities we reviewed did not effectively
monitor their charter schools for compliance with the
provisions regarding measurable student outcomes listed in
their charter agreements, we visited a sample of schools from
those chartering entities. We expected to find charter schools
assessing student performance against the measurable outcomes
defined in their charter. Although the schools’ charters typically
contained student outcomes and outlined the methods the schools
were to use to measure the outcomes, 10 of the 12 charter
schools we reviewed were not assessing themselves against all of
the outcomes contained in their charters.

Moreover, the student outcomes the schools wrote into their
charters were not always objective indicators of the schools’
academic success. For example, the Oakland Charter Academy,

in its charter, stated as a component of its student outcomes
that students would develop four traits: a sense of personal
competence, self-worth, and personal and social responsibility.
Although laudable goals, these outcomes are difficult, if not
impossible, to measure by any objective standard. By not
assessing their students’ performance using measurable, objective
standards defined in their charters that are relevant to academic
performance, the charter schools will not be able to demonstrate
to their chartering entities the success of their academic
programs. Furthermore, by not assessing student performance
against the charter terms, the schools are not demonstrating their
accountability for meeting their agreed-upon academic goals.
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TABLE 4

In the Act, the Legislature established certain requirements
for charter petitions, one of which was a description of the
measurable student outcomes that the school would be expected
to attain. If a school fails to achieve or pursue the charter’s
student outcomes, the chartering entity has the authority to
revoke the charter. For the schools in our sample, each charter
contained an element describing measurable student outcomes.
These outcomes varied depending on the school’s educational
program. Nevertheless, we found that not every charter school was
assessing its program in accordance with its charter terms. Table 4
shows which of the 12 schools we reviewed are assessing their
students using the measurable outcomes defined in their charters.

Charter School Compliance With Agreed-Upon Measurable Outcomes

Fiscal Year 2001-02

Assessment Methods Number of Measurable Number of
in Practice as Outcomes of Academic Objectively
Chartering Entity Described in the Performance Included Measurable
School Name Charged With Oversight Charter Agreement? in Charter Agreement Outcomes
Center for Advanced Research Fresno Unified Some 5 3
and Technology (CART) School District
Edison-Bethune Fresno Unified School Some 2 2
Charter Academy District/Fresno County
Office of Education
Fresno Prep Academy Fresno Unified Few 6 3
School District
Accelerated School Los Angeles Unified Some 6 5
School District
Valley Community Los Angeles Unified Some 8 5
Charter School School District
View Park Preparatory Los Angeles Unified Some 5 5
Accelerated Charter School School District
Ernestine C. Reems Academy Oakland Unified None 7 5
of Technology and Art School District
North Oakland Community Oakland Unified All 3 3
Charter School School District
Oakland Charter Academy Oakland Unified Few 9 4
School District
Explorer Elementary San Diego City Unified All 18 11
Charter School School District
High Tech High San Diego City Unified Some 5 4
Charter School School District
King/Chavez Academy of San Diego City Unified Some 5 2
Excellence Charter School School District
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Two-thirds of the student
outcomes in the charters
of schools we reviewed
can be measured
objectively and are
indicators of student
academic performance.
Although laudable, the
remaining one-third are
difficult, if not impossible,
to measure by any
objective standard.

For those measurable student outcomes that schools assess,
not all schools fully complete the assessment. For example,
Fresno Prep assessed its students’ progress for only one of its
three measurable outcomes. One reason for this is that Fresno Prep
has narrowed the population it serves from all high school
grades to primarily students who were required to repeat the
eighth grade. However, instead of measuring whether all of

its students were making one year’s growth for each year in

the program, Fresno Prep assessed only its day students for
progress toward this goal. Independent study students account
for 65 percent of Fresno Prep’s students, with day students
accounting for the remaining 35 percent. As a result, Fresno Prep
is not able to fully demonstrate to its chartering entity that

all of its students are making appropriate academic growth.
Similarly, the Accelerated School, chartered by Los Angeles,

had in its charter three measurable outcomes that related to
individual student performance on standardized tests. Although
the school has analyzed the test results on a school-wide and
grade-level basis, it has not assessed the test results to determine
whether the individual students’ results have achieved the
outcomes agreed to in the charter.

Some of the schools did prepare full assessments of specific
measurable outcomes in accordance with their charters. For instance,
North Oakland Community Charter School (North Oakland) has
as one of its measurable student outcomes that all students will
demonstrate academic mastery in the academic core areas. The
primary way North Oakland assesses its students against this
outcome is by using a progress report twice a year. This progress
report reflects the various attributes the school believes the student
should demonstrate in developing mastery in reading, writing,
speaking and listening, conceptual math, and applied math. By
completing this assessment, the school is able to document each
student’s progress toward a mastery of these subjects.

Even though a school may not be performing the required
assessments, its students may be growing academically. The
measurable student outcomes described in the charter agreement
are critical for accountability to the chartering entity, but

the use of these measurement criteria is not, in and of itself,

an indicator of academic growth. For example, one school that
does not assess its students against all of the outcomes described
in the charter agreement, View Park Preparatory Accelerated
Charter School, chartered by Los Angeles, increased student
performance on standardized test scores in grades 2 through 5 by
2.02 percent and 1.88 percent for reading and math, respectively,

26

California State Auditor Report 2002-104



|
Charter schools are
subject to conditions of
apportionment, but most
chartering entities do
not ensure all of their
schools have fulfilled
these conditions.

between academic years 1999-2000 and 2001-02. It appears
that these students are growing academically, even though
the school is not performing all its agreed-upon assessments.
Standardized test data for this and other charter schools is
summarized in Appendix C.

As Table 4 on page 25 shows, all 12 of the sample schools
had at least two outcomes in their charter agreement that
could be measured objectively and were adequate indicators
of student academic performance. Objective measures of
student performance are important because they provide
clear indicators against which a school can measure itself and
demonstrate to others its accountability. However, 34 percent
of the outcomes listed in the schools’ charters were not related
to academic performance. For example, several charters listed
student attendance rates as a measurable student outcome.
Student attendance rates can be a measure of a charter school’s
overall success, particularly if the school improves attendance
rates for students who had not regularly attended their previous
public schools. However, the effects of improved attendance rates
on academic performance are of a longer-term nature and cannot
be measured objectively. Thus, we did not include them in our
determination of how well the charter schools were assessing the
academic success of their programs.

CHARTERING ENTITIES DO NOT ENSURE THE SCHOOLS’
COMPLIANCE WITH VARIOUS LEGAL REQUIREMENTS
THAT ARE CONDITIONS OF APPORTIONMENT

Charter schools operate in a unique environment in which they
are exempt from much of the Education Code that governs
public schools. Although exempt from many statutes, charter
schools are still subject to at least three legal requirements

as conditions for receiving state funds. These requirements
include (1) hiring teachers who hold a Commission on Teacher
Credentialing permit, except for teachers of non-core, non-
college-prep courses; (2) offering, at minimum, the same
number of instructional minutes as noncharter schools; and

(3) certitying that students have participated in state testing
programs in the same manner as other students attending public
schools. Requirements 1 and 2 became conditions of receiving
state funds beginning January 2002, whereas requirement 3 became
a condition of receiving state funds effective January 2000.
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Since these requirements are conditions of apportionment, we
expected to find that the chartering entities had established
guidelines and activities to ensure compliance with these legal
provisions. Most of the chartering entities we reviewed lack
policies and sufficient procedures to validate that all of their
charter schools have met these conditions of apportionment. For
example, Los Angeles does not review the teacher credentials at
its independent schools, and San Diego does not ensure that all
of its charter schools offer the requisite number of instructional
minutes. Moreover, as we discuss further in Chapter 2, although
the charter school statute requires an annual audit, these audits
do not address all of the conditions set forth in the statute. By not
verifying that all of their charter schools comply with these legal
requirements, the chartering entities cannot be assured that their
charter schools have satisfied the conditions of apportionment.

Table 5 shows the extent to which the chartering entities we
reviewed verify their charter schools’ compliance with the three
legal requirements just described.

TABLE 5

Chartering Entities’ Verification of Charter Schools’
Compliance With Legal Requirements
Fiscal Year 2001-02

Verify
Verify Teacher Verify Instructional Standardized

Chartering Entity Qualifications? Minutes? Testing?
Fresno Unified

School District Unclear All Some
Los Angeles Unified

School District Some Unclear Most
Oakland Unified

School District No No No
San Diego City Unified

School District Unclear Some Most

Chartering entities typically have not verified that all of their
charter schools employ credentialed teachers. According to the
Education Code, teachers in charter schools are required to hold
a Commission on Teacher Credentialing certificate, permit, or
other document equivalent to that which a teacher in other
public schools would be required to hold. For example, although
Los Angeles reviews the teacher credentials for its dependent
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schools, it does not review the credentials of the teachers at its
14 independent charter schools, which do not purchase payroll
services from the district. In Oakland, the district reviews the
charter schools’ California Basic Education Data System (CBEDS)
data as its way of verifying teacher credentials. However,
because the CBEDS data is merely a summary of instructors by
credential type, it is not an adequate substitute for reviewing the
credentials directly.

Furthermore, according to the Education Code, a charter school
shall offer, at a minimum, the same number of minutes of
instruction as a noncharter school for the appropriate grade
levels. However, it is unclear whether all of the chartering
entities verify the instructional minutes at each of the charter
schools under their authority. San Diego typically verifies its
charter schools’ instructional minutes by collecting the schools’
class schedules, calculating the number of minutes offered, and
requiring the charter school to verify this number for accuracy.
In at least one instance, San Diego did not confirm the number
of minutes offered by collecting a signature from the school.
Because meeting the required number of instructional minutes
is an ongoing process, at each apportionment reporting period,
it would seem necessary for the chartering entity to certify
that the schools have met this condition of apportionment.
However, for another school San Diego did not complete the
instructional minutes certification for fiscal year 2001-02
until May 23, 2002, several weeks after the May 1, 2002,
deadline on which San Diego certified to the Department of
Education (department) that all of its charter schools had met
the conditions of apportionment for the period July 1, 2001,
through April 15, 2002. Thus, San Diego verifies only some of
its charter schools’ instructional minutes before submitting its
certification for the apportionment reporting period.

Finally, the chartering entities do not always verify that
each charter school participates in the requisite standardized
testing. According to the Education Code, a charter school
must certify that its students have participated in state testing
programs in the same manner as other students attending
public schools. For example, Oakland treats each of its charter
schools as independent, and thus each school conducts the
state standardized testing on its own. The test scores are not
available to Oakland until they are publicly released in late
summer following the testing year. Oakland uses these results
to verify that each charter school has conducted the requisite
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testing. In 2002, this practice meant that Oakland certified to
the department by July 15, 2002, that its charter schools had
conducted the testing, yet it was not able to verify this until the
test results were publicly released on August 29, 2002.

Without monitoring all of its schools for compliance with
these various legal requirements, the chartering entity cannot
ensure that the reports it sends to the department, wherein
it certifies that all of its charter schools meet the conditions
of apportionment, are accurate. The department thus has no
assurances that the charter schools are legally entitled to the
state funding apportioned to them. Moreover, the schools’
failure to comply with law is grounds for charter revocation.

RECOMMENDATIONS

To ensure that the chartering entities hold their charter schools
accountable through oversight, the Legislature should consider
amending the statute to make the chartering entities’ oversight
role and responsibilities explicit.

To ensure that charter schools are held accountable for the
taxpayer funds they receive and demonstrate accountability for
the measurable outcomes set forth in their charters, the chartering
entities should consider developing and implementing policies
and procedures for academic monitoring. At a minimum, the
policies and procedures should outline the following:

¢ Types and frequency of the academic data charter schools
should submit.

e Manner in which the chartering entity will review the
academic data.

¢ Steps the chartering entity will take to initiate problem resolution.

To ensure that their charter schools are meeting statutory
conditions for receiving state funding, the chartering entities
should verify these conditions through the schools’ independent
financial audits or some other means. B
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CHAPTER 2

Chartering Entities Do Not Exercise
Sufficient Oversight of Charter Schools’
Fiscal Health

CHAPTER SUMMARY

hen chartering entities authorize the creation
Wof a charter school, they accept the responsibility for

monitoring its fiscal health. However, chartering
entities are not adequately monitoring all of their charter schools
even though some appear to have fiscal problems. Specifically,
chartering entities do not ensure that they receive the
financial information they request from their charter schools
and do not thoroughly review the information they do receive.
Because chartering entities do not have as much knowledge
about the financial activities of the fiscally independent charter
schools as they do about those of the fiscally dependent charter
schools, it is important that the charter schools’ auditors verity
the schools’ compliance with statutory requirements, and that
the chartering entities have policies and procedures to ensure
thorough follow-up when fiscal concerns or audit findings are
noted at these schools. However, the chartering entities lacked
such policies and procedures and, despite fiscal problems at
some schools and various audit findings, were unable to provide
evidence of actions they took to improve the schools’ fiscal
condition. Without adequate monitoring, schools that develop
fiscal problems and other reported deficiencies might fail to meet
the terms of their charters or might deteriorate financially to the
point of having to close, disrupting their students’ education.

Further, chartering entities are authorized to charge a percentage
of a charter school’s revenues for the actual costs of providing
oversight. However, they cannot support that their actual costs
were at least equal to the oversight fees charged because
they did not track their actual oversight costs, as required by
statute. As a result, the chartering entities may be charging
their charter schools more than legally permitted. They also risk
double-charging the State through their mandated-costs claims.
Finally, although the statute is clear regarding the percentage of
revenues that may be charged, the chartering entities are not all
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applying the percentage to the same types of revenues and thus
may be charging more than they should or not charging enough
to cover their oversight costs.

CHARTERING ENTITIES HAVE CERTAIN
RESPONSIBILITIES FOR MONITORING CHARTER
SCHOOLS’ FISCAL HEALTH

In authorizing charter schools, the Legislature intended to provide
opportunities for teachers, parents, students, and community
members to establish and operate schools independently of

the existing school district structure. The Legislature freed the
schools from the programmatic and fiscal constraints that

exist in the public school system. However, the statutes do not
overlook accountability. Specifically, the Education Code, Section
47601(f), speaks to the Legislature’s intent that charter schools be
held accountable for meeting certain outcomes and for moving
from rule-based to performance-based accountability systems.
Thus, each school must create a founding document, or charter,
which by law must contain certain elements. For example, all
charter schools, as public schools, are eligible for state funds,

and each school’s charter must specify how an annual audit will
be conducted and how audit exceptions will be satisfactorily
resolved. As such, they are accountable for the taxpayer funds
the State provides for the schools’ operations.

An approved charter represents an agreement between the school
and its chartering entity and therefore makes the charter school
accountable to its entity. Although the chartering entity’s role is
not clearly defined in the statutes, they imply certain oversight
responsibilities, as they allow the entities to:

¢ Inspect or observe any part of the charter school at any time.
¢ Charge the charter schools fees for oversight.
¢ Make reasonable inquiries, including for financial data.

e Revoke a charter for material violations of any charter condition,
standard, or procedure; failure to meet or pursue the charter’s
pupil outcomes; engaging in fiscal mismanagement; and
any violation of law.

We expected that, to facilitate their oversight, chartering
entities would have established formal policies and procedures
guiding these oversight activities. Typically, sound oversight
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_________________________
Despite the crucial

need for consistent
fiscal monitoring, the
chartering entities

have not adequately
monitored their charter
schools’ fiscal health,
even though some charter
schools appear to have
fiscal problems.

systems define the types and frequency of data to be submitted,
the manner in which the entity will review the data, and the
steps it will take to resolve any concerns resulting from its
oversight activities. Therefore, we assessed the charter oversight
activities of the selected chartering entities against what a sound
oversight system would include.

The charter schools reviewed in this chapter are all fiscally
independent of their chartering entities. Although the statutes
authorizing charter schools imply that chartering entities are
responsible for providing oversight, the degree of oversight
may vary depending upon whether the charter school is
fiscally dependent or fiscally independent. As we discussed

in the Introduction, fiscally dependent schools rely on their
chartering entities for operational support. In contrast, fiscally
independent schools do not rely on their chartering entity
for fiscal or operational support. Although chartering
entities have sufficient information to monitor the fiscal
health of their dependent charter schools, they do not maintain
financial information for the fiscally independent charter schools.
Consequently, oversight of these types of charter schools is essential.

CHARTERING ENTITIES LACK POLICIES AND
PROCEDURES FOR SUFFICIENT FISCAL MONITORING
AND HAVE NOT ADEQUATELY MONITORED THEIR
CHARTER SCHOOLS

When chartering entities authorize the creation of a charter
school, they accept the responsibility for monitoring its fiscal
health. Without fiscal monitoring, charter schools are not
held accountable for the taxpayer funds they receive nor will
chartering entities always know when they should revoke a charter.
Moreover, students are affected should a school close because of
financial problems. Despite the crucial need for consistent fiscal
monitoring, we found that the chartering entities lacked policies
and procedures for such monitoring and have not adequately
monitored their charter schools’ fiscal health, even though
some charter schools appear to have fiscal problems. The four
chartering entities we reviewed could not demonstrate that
they always receive the financial information they request, such
as year-end audited financial statements. Moreover, although all
four chartering entities asserted that they have procedures for
reviewing fiscal data and identifying and resolving problems, none
could provide evidence of such. Further, even though all four
chartering entities recently developed or adopted new policies and
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Even though all four
chartering entities
recently developed or
adopted new charter
schools policies and
procedures, only two
policies address
fiscal monitoring.

procedures regarding charter schools, only two of those policies
address fiscal monitoring and appear to provide for improved
monitoring of the chartering entities’ charter schools’ fiscal health.

Oakland Unified School District (Oakland) signs a Memorandum
of Understanding (MOU) with each of its charter schools—all
of which are fiscally independent—that outlines the fiscal data
it needs to receive and the timing for submittal. However, not
all of the charter schools were submitting the reports on time
or submitting all of the required reports.? For example, between
July 1, 2001, and April 30, 2002, three of Oakland’s nine charter
schools submitted their monthly reports only quarterly, and
eight failed to submit all of the required reports. Additionally,
two charter schools were between one and six months late in
submitting any of their monthly reports. Although Oakland
asserted that it had contacted the charter schools regarding the
missing reports, it could not provide evidence of the steps it
took, nor could it provide us with all of the reports.

Although Oakland receives some of the charter schools’ financial
reports on time, it could not provide evidence that it had
reviewed the reports that it received. At various times between
December 2001 and April 2002, six of Oakland’s nine charter
schools reported expenditures in excess of revenues. The
schools’ level of excess spending ranged from $23,000 to
$217,000, with some schools reporting expenditures in excess
of revenues for as many as six months in a row. For example, as
of February 28, 2002, West Oakland Community School (West
Oakland) reported year-to-date spending of $217,000 more than
its revenues. The school had reported expenditures in excess

of revenues for at least two months between July and February
during fiscal year 2001-02. However, Oakland could not provide
evidence that it had reviewed West Oakland’s financial reports
or that it had worked with the school to correct its financial
condition. For some schools, reported deficits are simply a
timing issue, as the schools spend in anticipation of funding.
However, without reviewing the schools’ fiscal data and resolving
questions, the chartering entities may not be aware of this,
potentially leaving a serious financial problem to grow unchecked.

Oakland’s recently developed fiscal policies and procedures
cover three stages of fiscal monitoring: receiving financial data,
reviewing the data, and taking necessary corrective action.

2 The monthly financial information that Oakland requests includes both budget and
year-to-date actual revenue and expenditures, as well as bank statements, bank
reconciliations, and average daily attendance reports.
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Without reviewing fiscal
data and resolving their
questions, chartering
entities potentially leave
serious financial problems
to grow unchecked.

Specifically, the policies and procedures do the following:

e Reiterate the types of monthly and annual financial information
the schools are to provide.

e State that Oakland will withhold funds from schools that fail
to submit complete monthly and annual financial information.

¢ Qutline Oakland’s process for reviewing the charter schools’
budget and actual information to determine their fiscal health.

e Require Oakland to document conclusions and corrective actions.

If implemented, these policies and procedures appear to provide
for more complete monitoring of its charter schools, giving

Oakland a better understanding of the schools’ fiscal conditions
and increasing its opportunity to help schools avert fiscal problems.

In fiscal year 2001-02, Fresno Unified School District (Fresno)
twice required its charter schools to submit budget and actual
information for its review at December 2001 and March 2002.
Fresno provided some information indicating that it had
reviewed the March financial reports, but it had not established
formal policies and procedures for conducting the review and
resolving any fiscal problems the reports may reveal. As a result,
Fresno’s review was not as effective as it could be.

For example, based on reports that Fresno Prep Academy
(Fresno Prep) submitted, it appeared to be fiscally insolvent; the
school had reported year-to-date expenditures of $46,000 in
excess of revenues. When combined with its fiscal year 2000-01
net deficit of $87,000, the school’s cumulative net deficit was
$133,000, approximately 28 percent of its total revenues for
fiscal year 2000-01. Although Fresno noticed that Fresno Prep
had financial problems and contacted the school for additional
information, it did not follow through with the school to obtain
data Fresno claimed the school did not provide. As this school’s
chartering entity, Fresno is not adequately holding Fresno Prep
accountable for the taxpayer funds the school receives. In
addition, Fresno’s failure to follow up with the charter school
may result in continued financial problems, which could lead to
the school’s closure.

Fresno’s recently developed fiscal policies and procedures,
if implemented, appear to provide for improved fiscal
monitoring of its charter schools’ fiscal health. The new
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policies and procedures restate the types and frequency of
financial information the schools are to provide and outline
Fresno’s process for reviewing the information. However, the
new policies and procedures do not address Fresno’s basis for
determining a school’s fiscal health or the steps it will take
when corrective action is necessary; these additional steps are
necessary to create a sound fiscal monitoring system.

The Los Angeles Unified School District (Los Angeles) bases its fiscal
review of charter schools on interim budget and year-to-date actual
revenue and expenditure reports, as well as audited annual financial
statements.? However, during fiscal year 2001-02, Los Angeles’
charter schools did not always submit all of the required reports,
and following its review Los Angeles lacks formal policies

to appropriately follow up when a school experiences fiscal
problems. For example, of the 10 schools that submitted fiscal
year 2000-01 audited financial statements, only 2 included all
of the required components. Los Angeles did not follow up with
the other charter schools to obtain the missing components.

Los Angeles provided a spreadsheet that it prepared to facilitate
a review of its charter schools’ financial information. Staff
asserted that if its review reveals a school with a net deficit,
staff contacts the school to determine the reason and asks how
the charter school will correct the problem by the end of the
fiscal year. Los Angeles could not provide any documentation to
support that it had contacted the schools, and thus it is difficult
to assess whether the steps described actually occurred.

We reviewed the financial information for five of Los Angeles’
fiscally independent charter schools as of October 31, 2001,
and January 31, 2002, and found that three of the charter
schools reported expenditures in excess of revenues at both
time periods. However, Los Angeles could not provide evidence
that it had worked with these schools to determine the reason
for the potential fiscal problem or to correct the imbalance.
Specifically, we found that the Accelerated School reported
year-to-date spending of $32,000 in excess of revenues as of
October 31, 2001, and year-to-date spending of $147,000 in
excess of revenues as of January 31, 2002. Although the school
reported a $689,000 ending fund balance in fiscal year 2000-01,
at a minimum, we would expect that the January 2002 figures

3 For Los Angeles’ charter schools, the annual audited financial statements are to include
the auditor’s opinion regarding the balance sheet; statement of revenues, expenditures,
and changes in fund balances; statement of cash flows; and statement of compliance
with state and federal guidelines.
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would have warranted a phone call to determine the reason for
the large excess of expenditures over revenues and to find out
the school’s plans to correct the financial problem. However,
Los Angeles could not provide evidence of its efforts to follow up
with the school. As of June 30, 2002, the charter school reported
revenues of $43,000 in excess of expenditures.

Although Los Angeles recently developed policies and procedures
for its charter schools, they do not address its fiscal monitoring.
As a result, Los Angeles’ fiscal review was incomplete, as it lacked
complete data from all the schools and has no process to ensure
that the schools resolve identified problems. Without complete
financial information and the necessary processes to hold its charter
schools accountable for the taxpayer funds they operate with, these
schools may be at greater risk for closure due to fiscal failure.

Even if San Diego City Unified School District (San Diego) had
policies and procedures to guide its fiscal review and follow-up, it
does not request and receive sufficient data to adequately monitor
its charter schools. San Diego receives annual financial information
from its schools in the form of audited financial statements; it
typically does not request or receive other financial information.
However, only 5 of San Diego’s 15 charter schools submitted
the requested annual reports for fiscal year 2000-01. Although
San Diego asserted that it followed up on the missing reports, the
charter schools did not all comply, and San Diego made no further
attempts to obtain the reports.

In addition, San Diego compiles financial data for its charter
schools periodically during the fiscal year, but this data is not
adequate to assess the schools’ fiscal health. San Diego’s reports
include budgeted revenues and expenditures and year-to-date
actual revenues, but they reflect year-to-date actual expenditures
only if San Diego provides the schools with financial services.
Because San Diego does not provide financial services for all

of its charter schools, it does not have actual expenditure
information for those schools for which it does not provide
financial services. Further, San Diego’s recently adopted policies
for its charter schools do not address its review of the data,
indicators of fiscal problems, or steps to be taken to resolve
fiscal problems. Without requiring and receiving necessary
financial information from its charter schools, San Diego cannot
provide sufficient oversight of its charter schools’ fiscal health,
potentially allowing fiscal problems to grow unchecked.
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_________________________
Despite some charter
schools reporting
negative fund balances,
the chartering entities
were unable to provide
evidence of actions they
had taken to help the
charter schools improve
their fiscal condition.

San Diego agrees that audited financial statements are not sufficient
to monitor its charter schools. Nevertheless, the senior financial
accountant told us that San Diego lacks the authority to require
regular financial reporting from schools that do not purchase
its financial services. We disagree with San Diego’s assessment.
Each of the three chartering entities discussed earlier—Fresno,
Oakland, and Los Angeles—requests and receives some sort

of financial information from its charter schools in addition

to audited financial statements. Moreover, the Education

Code, Section 47604.3, requires charter schools to promptly
respond to their chartering entity regarding all reasonable
inquiries, including those related to its financial records.
Despite weaknesses in their data review and problem resolution
activities, it seems that chartering entities are successfully
requesting and receiving interim financial data and that the
Education Code gives San Diego explicit authority to do so.
Without fiscal monitoring, charter schools are not held fully
accountable for the taxpayer funds they receive.

Some Charter Schools Are Fiscally Unhealthy

Because the four chartering entities were not sufficiently
monitoring their charter schools, we used high-level indicators
to review the fiscal health of 11 independent charter schools.
We found that, during fiscal year 2001-02, some of the charter
schools appeared to have fiscal problems. For reporting periods
ending between March 31, 2002, and June 30, 2002, 6 of
the 11 charter schools reported year-to-date expenditures in
excess of revenues. Moreover, as Appendix B shows, 5 of the

235 charter schools that submitted audited financial statements
for fiscal year 2000-01 reported negative fund balances as of
June 30, 2001, and others failed to meet the reserve requirement
the Department of Education (department) has established for
school districts.* Although we recognize that charter schools are
not legally obligated to meet this reserve requirement, we used it
as a benchmark for assessing schools’ fiscal health.

Despite reported negative fund balances, which represent the
accumulation of net expenditures in excess of net revenues,
and net deficits, the chartering entities were unable to provide
evidence of actions they had taken to work with these charter
schools to improve their fiscal condition. It is important for

4 The department established a fund balance reserve requirement for school districts to
cover cash requirements in succeeding fiscal years. The ratio is between 1 percent and
5 percent of the fund balance to expenditures, depending on a district’s average daily
attendance level.
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chartering entities to monitor charter schools that consistently
report expenditures in excess of revenues during a fiscal year or
that report negative fund balances to ensure the schools take
appropriate corrective actions and progress toward regaining
fiscal health. Otherwise, the schools may deteriorate to the point
of having to close and displace their students.

Table 6 on the following page summarizes the fiscal status of the
11 charter schools we reviewed for reporting periods ending
between March 31, 2002, and June 30, 2002. For fiscal year 2001-02,
6 of the 11 charter schools showed year-to-date expenditures

in excess of revenues; further, at least 4 of these 6 schools did
not have prior year-end fund balances sufficient to cover their
deficits. Even though the chartering entities asserted they

took action, none could provide sufficient evidence to support
their claims, and thus the chartering entities could not assure
that their charter schools were accountable for the taxpayer
funds they received. For example, as of June 30, 2002, Valley
Community Charter School (Valley), chartered by Los Angeles,
reported a cumulative negative fund balance. Valley has
operated for only two years; in this short time, the school’s
expenditures have exceeded its revenues by almost $189,000.
Of additional concern is that Valley reported a $200,000 loan
outstanding from the department as of June 30, 2002. The loan
terms call for the department to withhold $50,000 each year
from the school’s apportionment until the loan principal is
repaid. Because the school has spent in excess of its revenues,
notwithstanding its loan obligation, this illustrates a school that
may need technical assistance from its chartering entity. However,
Los Angeles did not assess the school in this manner and could
not demonstrate that it was working with Valley to shore up the
school’s finances. If Valley’s fiscal health deteriorates further, the
school may close and the department may not be reimbursed for
the outstanding loan, resulting in a loss of taxpayer money.

CHARTER SCHOOL AUDITS DO NOT PROVIDE ALL
NECESSARY INFORMATION, AND CHARTERING

ENTITIES DO NOT SUFFICIENTLY REVIEW REPORTS
OR ENSURE THAT AUDIT FINDINGS ARE RESOLVED

Having an audit and correcting noted deficiencies are ways

charter schools demonstrate accountability for the taxpayer
funds they are entrusted with. Although each charter must

specify the manner in which annual independent financial

audits shall be conducted, not all audit reports contain all
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TABLE 6

Fiscal Health of the Independent Charter Schools We Reviewed
Fiscal Year 2001-02

Period Ending Revenues Prior-Year Fund Balance
(Unaudited Financial in Excess of Sufficient to Cover Expenditures
Chartering Entity/Charter School Statements) Expenditures? in Excess of Revenues?
Fresno Unified School District
Edison-Bethune Charter Academy 4/30/2002 No Unknown*
Fresno Prep Academy 6/30/2002 No No
Los Angeles Unified School District
Accelerated School 6/30/2002 Yes N/A
Valley Community Charter School 6/30/2002 No No
View Park Preparatory Accelerated
Charter School 6/30/2002 Yes N/A
Oakland Unified School District
Ernestine C. Reems Academy of Technology
and Art 3/31/2002 No No
North Oakland Community Charter School 4/30/2002 No No
Oakland Charter Academy 4/30/2002 Yes N/A
San Diego City Unified School District
Explorer Elementary Charter School 6/30/2002 Yes N/A
High Tech High Charter School 6/30/2002 No Unknown*
King/Chavez Academy of Excellence
Charter School 6/30/2002 Yes N/A

* Edison-Bethune’s financial information was included as part of its parent company and no separate audited financial information
was available for fiscal year 2000-01. High Tech High did not have audited financial information for fiscal year 2000-01.

N/A - Not applicable because the school reported revenues in excess of expenditures for the period reviewed.

the information relevant to school operations. For example,
not all the audit reports we reviewed reflected tests of average
daily attendance (ADA), the primary basis for school funding.
Nor did the auditors always assess the schools’ compliance
with standardized testing. As of January 2002, conditions
of apportionment included standardized testing and other
statutory requirements—a charter school must meet these
statutory conditions to be eligible for State funding.
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When they approve charters, chartering entities become
responsible for monitoring to determine if their schools meet
their charter terms. As such, we expected the chartering entities
to have policies and procedures in place for reviewing the audit
reports of their charter schools to determine the significance of
any audit findings and for ensuring that the schools resolved
reported problems. However, none of the chartering entities

we reviewed had these necessary policies and procedures.
Moreover, some entities did not adequately review the reports
and ensure that reported problems were resolved.

Charter Schools’ Audit Reports Do Not Always Provide
Assurance on All Aspects of School Operations

The Education Code, Section 47605, states that each charter
must reasonably describe the manner in which:

¢ Annual, independent, financial audits shall be conducted.

¢ Audit exceptions and deficiencies shall be resolved to the
chartering entity’s satisfaction.

Although the charter school statute requires an annual audit,
some of these audits do not address all of the conditions set
forth in the statute. As Table 7 on the following page shows,
for the 25 independent charter schools that submitted audited
financial statements for fiscal year 2000-01, less than one-half
indicated that the auditors had verified the schools’ reported
ADA. Because ADA is the primary basis for state funding, it is
important for the auditors to assess the schools’ attendance
systems for accuracy. Similarly, in January 2000, as a condition
of apportionment, the Legislature began requiring charter
schools to participate in state testing programs. However, as
the table shows, only 1 of the 25 audit reports we reviewed
indicated whether the school had met this condition. Effective
January 2002, the Legislature imposed on charter schools
three additional conditions of apportionment: meeting
minimum instructional minute requirements, maintaining
written contemporaneous pupil attendance records, and using
credentialed teachers in certain instances.
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TABLE 7

Number of Charter Schools’ Auditors That Performed

Chartering Entity

Fresno Unified School District

Los Angeles Unified School District
Oakland Unified School District
San Diego City Unified School District
Totals

Various Compliance Testing Procedures

Fiscal Year 2000-01 Audit Reports

Number of charter schools’ auditors that:

Number of Charter

Schools That Verified* Verified* Verified* Verified
Submitted Audited  Instructional Reported Teacher Standardized
Financial Statements Minutes ADA Credentials Testing
5 2 3 1 1
10 0 1 0 0
6 0 4 0 0
4 2 3 1 0
25 4 1 2 1

* Charter school law requires the schools to meet certain specified standards. As of January 2002, all of these three requirements

became conditions of apportionment.

The State Controller’s Office standards and procedures for
California K-12 local educational agency audits offers general
insight into the nature, scope, and administration of such audits
and identifies the minimum audit and reporting requirements
necessary to comply with statutory requirements. Although we
recognize that charter school audits are not required to conform
to these guidelines, if they were used, the resulting audits would
provide a more complete picture of charter schools’ financial
positions. In addition, this level of review would provide

the chartering entities with a greater indication of the charter
schools’ accountability.

Chartering Entities Do Not Sufficiently Review Audit Reports
or Ensure That Audit Findings Are Resolved

At the time of our review, Fresno lacked policies and procedures
for reviewing and following up on reported findings. The
administrator of Fresno’s fiscal services division described
Fresno’s process for reviewing the fiscal year 2000-01 audit
reports as assessing the fiscal impact of any negative audit
findings and determining whether the corrective action plan
was adequate. In addition, the administrator asserted that Fresno
staff compared the audited figures to unaudited information

and looked for any ongoing concerns, fund balance issues, and
differences in debt issuances.
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As described, Fresno’s audit review practices sound thorough;
however, Fresno could not provide evidence that it actually
employs these practices. For example, Fresno’s administrator
asserted that the problems found during an audit of Fresno Prep
were immaterial and that the school’s stated corrective actions
were sufficient to address the problems. However, we believe
that, taken as a whole, the 10 problems identified in the audit
report are in fact material to the charter school’s fiscal health
and that Fresno’s response was insufficient. Fresno Prep’s audit
report contained numerous findings, including weak internal
controls and over reported student attendance figures, and the
audit report revealed the school had an $87,000 net deficit. In
the report, the auditor also expressed substantial doubts as to
the school'’s ability to continue as a going concern.

When asked to justify her reasons for accepting Fresno Prep’s
corrective action plan, Fresno’s administrator stated that

she believed the school’s responses to the external auditor’s
recommendations appeared appropriate. In addition, that:

¢ Fresno received the school’s audit report in mid-March 2002,
more than three months after the deadline, and thus was
unable to review Fresno Prep’s audit findings at the same time
as it reviewed its other charter schools’ audit reports.

¢ In January 2002, Fresno visited Fresno Prep to review the
school’s attendance procedures. Although it noted exceptions
with the school’s attendance accounting, Fresno concluded
that the process was functioning as intended.

The fact that Fresno Prep submitted the report late, after Fresno
was done reviewing the other audits it had received, is not
an appropriate reason for accepting the school’s corrective
action plan without further inquiry. Moreover, Fresno’s
January 2002 attendance review should have caused it to take a
closer look at Fresno Prep, as the attendance review revealed at
least two of the same deficiencies reported in the school’s audit—
namely, certificated staff not signing the school’s attendance sheets
and the attendance sheets lacking a legend explaining the
various attendance marks. By not sufficiently following up on
Fresno Prep’s numerous audit findings, Fresno is not suitably
holding the charter school accountable for its financial
management. Although Fresno’s new policies and procedures
state that it will review the charter schools’ audit reports and
determine if any audit findings require follow-up, the policies do
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_________________________
Audit review and
resolution of findings are
important elements in
the chartering entities’
overall monitoring
responsibilities, allowing
them to determine
whether charter schools
are appropriately using
the taxpayer funds they
are entrusted with.

not address the basis Fresno will use to determine the significance
of the audit findings or how Fresno will ensure that reported
audit problems are resolved.

During the course of our work, Oakland’s controller, who
provided us with initial information regarding Oakland’s
policies and procedures, left the district. As a result, Oakland’s
current financial services officer asserted that she could not
verify whether Oakland had formal policies and procedures for
reviewing audit reports and following up on audit findings or that
it had applied these policies and procedures to its charter schools’
audit reports for fiscal year 2000-01. It seems likely that Oakland did
not review its charter schools’ fiscal year 2000-01 audit reports or
follow up with the schools to ensure that reported problems were
corrected, as it could not provide any evidence of such actions.
During the audit, Oakland’s financial services officer provided
a document she stated was a work product resulting from
meetings among staff currently responsible for charter schools.
The document represents new formal monitoring procedures
to be used by Oakland’s staff. The new policies require the
accounting supervisor and the charter schools coordinator to
meet with the charter schools to review the audit reports. This
step in the new policies, if implemented, appears reasonable;
however, the policies do not specify how Oakland will ensure that
negative audit findings are resolved. For fiscal year 2000-01, the
charter schools’ audit findings did not appear to be significant.
Nevertheless, on an ongoing basis, audit review and resolution
of findings are important elements in the chartering entities’
overall monitoring responsibilities, allowing them to determine
whether charter schools are appropriately using the taxpayer
funds they are entrusted with.

In Los Angeles, according to the director of the charter schools
otfice, only fiscally independent charter schools must submit an
audit, and to date, there have been no negative audit findings.
However, the director asserted that if there were audit findings,
the staff responsible would immediately inform her. In addition,
all pertinent charter school and chartering entity stakeholders
would meet to resolve the audit issues to Los Angeles’ satisfaction.
We reviewed 10 audit reports for Los Angeles’ independent
charter schools and confirmed that for fiscal year 2000-01, none
of these schools’ reports contained negative findings. This lack
of findings does not negate Los Angeles’ need for audit review
policies and procedures, however. Although the process the
director described seems reasonable, it is not documented so
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Over two fiscal years,
the four chartering
entities charged more
than $2 million in
oversight fees, but none
could document that
these fees corresponded
to their actual costs in
accordance with statute.

that staff can acknowledge responsibility for these activities. Nor
do staff have a point of reference to ensure that they are taking
appropriate measures in holding the charter schools accountable
for their fiscal management. Thus, it is difficult for Los Angeles
to guarantee that the steps outlined would occur.

Like the three other chartering entities, San Diego lacks
policies and procedures for reviewing audit reports or for ensuring
that problems were resolved. However, for this chartering entity,
audit review and follow up are significant activities, as they
represent San Diego’s primary method of charter school oversight.
As we mentioned earlier in this chapter, the charter schools’
audited financial statements are typically the only information
San Diego requests and receives from its charter schools.
However, San Diego was unable to provide evidence documenting
its review or the conclusions reached. Further, because San Diego
did not receive audit reports for 10 of its charter schools in
operation during fiscal year 2000-01, it cannot ensure that any
deficiencies that those audits may have revealed have been
corrected.

CHARTERING ENTITIES CANNOT JUSTIFY THE OVERSIGHT
FEES THEY CHARGE AND RISK DOUBLE-CHARGING THE
STATE THROUGH MANDATED-COSTS CLAIMS

The Education Code, Section 47613, authorizes chartering
entities to charge up to 1 percent of a charter school’s revenues
for the actual costs of providing supervisorial oversight, or up
to 3 percent if providing the charter school with substantially
rent-free facilities. For fiscal years 1999-2000 and 2000-01—the
most recent data available at the time of our review—the four
chartering entities charged their charter schools more than
$2 million in oversight fees. Nevertheless, none of the four
chartering entities could document that the fees they charged
corresponded to their actual costs in accordance with statute,
because they failed to track their actual oversight costs. Rather,
the chartering entities automatically charged a percentage of
charter schools’ revenues, assuming that their oversight costs
exceeded the fees they charged. As a result, the chartering
entities may be charging their charter schools more than
permitted by law.

Moreover, these chartering entities also participated in the State’s
mandated-costs reimbursement process, which reimburses entities
for the costs of implementing state legislation. The chartering
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entities claimed costs in excess of $1.2 million related to
charter schools for the two fiscal years we reviewed. However,
because the chartering entities did not track the actual costs
associated with overseeing their charter schools, they risk
double-charging the State.

Finally, although the statute is clear that the entities’ oversight
fee is capped at a certain percentage of a school’s revenue based
on actual costs, it is unclear regarding which revenues are
subject to the oversight fee. Consequently, the chartering
entities are interpreting the law differently and may be applying
the percentage to more revenues than permitted or to fewer
revenues than they could be to cover their oversight costs.

Chartering Entities Have Failed to Tie Oversight Fees to
Actual Oversight Costs

During fiscal years 1999-2000 and 2000-01—the most recent
data available at the time of our review—we found that the four
chartering entities we reviewed did not track the actual costs of
providing charter schools oversight. Although the law limits the
oversight fee that the chartering entity charges to actual costs,
with a ceiling of 1 percent of a charter school’s revenues, or

3 percent if the chartering entity provides substantially rent-free
facilities, three of the four chartering entities we reviewed charged
oversight fees of precisely 1 percent or 3 percent. However, none
of these three chartering entities tracked their actual oversight costs.

For fiscal year 2000-01, Fresno charged five of its charter schools
roughly $27,000 for oversight. We asked Fresno to share its
cost analysis supporting the fees it charged, but it could not.
Fresno’s administrator asserted that for fiscal year 2000-01, Fresno'’s
oversight costs exceeded the $27,000 in collected fees, yet had no
data to support this claim. Similarly, Oakland charged its charter
schools 1 percent for oversight during fiscal years 1999-2000
and 2000-01; these fees totaled approximately $43,600 and
$51,200, respectively. Oakland’s financial services officer was
unable to provide evidence to support the fees.

Like the other three entities, Los Angeles failed to track its oversight
costs to demonstrate that the fees it charged its charter schools
were justified. Unlike the other chartering entities, however,

Los Angeles charged two of its charter schools a 1.5 percent
oversight fee. Los Angeles asserted that the 1.5 percent oversight

46

California State Auditor Report 2002-104



_________________________
Chartering entities risk
double-charging the
State for some costs
by charging the charter
schools an oversight fee
and claiming mandated-
costs reimbursements.

fee was based on negotiations between it and the charter schools
and that it was providing the schools with rent-free facilities.
Although we found that Los Angeles did provide these schools
with rent-free facilities, it was unable to account for its oversight
costs to justify the 1.5 percent fee. By failing to track actual

costs related to oversight, chartering entities may be charging a
charter school more for oversight than permitted by law.

Chartering Entities Risk Double-Charging the State for
Charter School Oversight Costs

In July 1994 the Commission on State Mandates determined
that the Charter Schools Act of 1992 (Act) resulted in
reimbursable state-mandated costs because the Act established
specific responsibilities for chartering entities. The State
Controller’s Office, in its School Mandated Cost Manual
(manual), lists reimbursable charter school activities as:

¢ Providing information on the Act and the chartering entities’
charter policies and procedures.

e Reviewing and evaluating new charter petitions.

e Preparing for public hearings for charter adoption, reconsid-
eration, renewal, revision, revocation, or appeal.

e Reviewing, analyzing, and reporting on a charter school’s
performance for the purpose of charter reconsideration,
renewal, revision, evaluation, or revocation.

e Carrying out the petition appeals process.

In addition, the manual states that only net local costs may be
claimed; the claimant must offset its costs with any savings or
reimbursements received.

Chartering entities risk double-charging the State for some costs
related to charter schools by charging the charter schools the
oversight fee and then claiming mandated-costs reimbursements.
As Table 8 on the following page shows, for fiscal years 1999-2000
and 2000-01, the four entities charged their charter schools
$2 million in oversight fees and claimed mandated-costs
reimbursements of $1.2 million from the State.
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TABLE 8

Chartering Entities’ Oversight Fees Charged and Mandated-Costs
Reimbursements Claimed for Fiscal Years 1999-2000 and 2000-01

Mandated-Costs

Oversight Fee Charged Reimbursements Claimed

Chartering Entity 1999-2000 2000-01 1999-2000 2000-01

Fresno Unified School District $ 0 $ 27,117 $ 45,599 $ 64,592

Los Angeles Unified School District 242,555 301,821 411,484 484,520

Oakland Unified School District 43,571 51,199 18,829 18,194

San Diego City Unified School District 547,850 786,998 45,886 113,104

Fiscal Year Totals $833,976 $1,167,135 $521,798 $ 680,410
Combined amount for fiscal years

1999-2000 and 2000-01 $2,001,111 $1,202,208

As we stated earlier, none of the four chartering entities was
able to demonstrate that their oversight costs justified the

fees they charged their charter schools. Nevertheless, each
chartering entity submitted a mandated-costs reimbursement
claim to the State, which implies that it incurred costs that
were not otherwise paid for. Because the chartering entities

we reviewed failed to adequately track their actual costs of
providing oversight, they are unable to demonstrate that charter
schools have not already paid for some or all of these oversight
activities through the oversight fee. Thus, as Table 9 shows,

for fiscal years 1999-2000 and 2000-01 combined, the four
chartering entities we reviewed risk double-charging the State
for costs related to monitoring activities that they had already
charged their charter schools for.
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TABLE 9

The Risk of Double-Charge for Fiscal Years 1999-2000 and 2000-01

Charter Petition Process and Potential Double-Charge for
Miscellaneous Costs* Monitoring Activities

Chartering Entity 1999-2000 2000-01 1999-2000 2000-01

Fresno Unified School District $ 45,599 $ 38,472 $ 0 $ 26,120

Los Angeles Unified School District 305,570 316,774 105,914 167,746

Oakland Unified School District 5,618 823 13,211 17,371

San Diego City Unified School District 14,236 27,867 31,650 85,237

Fiscal Year Totals $371,023 $383,936 $150,775 $296,474

Combined amount of potential double-charge for

monitoring activities for fiscal years 1999-2000

and 2000-01 $447,249

* This includes charter petition review and evaluation, preparing for and conducting public hearings on charter petitions,
providing information regarding the Act and charter petitions, and indirect costs. For San Diego, these costs also include clerical
support, developing policies/training, and charter school committee meetings. For Los Angeles, these costs also include prorated
equipment, materials, and supplies.

The chartering entities’ mandated-costs claims indicate that the
reimbursable activities relate only to the charter petition process.
It seems reasonable for the chartering entities to claim these
costs, as the schools do not yet exist or receive public funds
during the petition process, and thus the chartering entity
cannot recover the costs through oversight fees. Although
Oakland, San Diego, and Los Angeles provided staff time

logs to support their mandated-costs claim forms, none of the
chartering entities were able to show that the activities claimed
through the mandated-costs claims process had not already been
covered by the oversight fees charged to the charter schools.
Moreover, not all of the chartering entities could demonstrate
that they had instructed their staff to record time for only
certain specified charter school functions. For example, Oakland
circulated a memo and time log form on August 31, 2001, to
various district staff. The memo instructed the staff to complete
the log sheet for fiscal years 1999-2000 and 2000-01, but it did
not specify that the time recorded needed to be limited to the
charter petition process.
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Chartering Entities’ Interpretations of the Revenue Subject to
the Oversight Charge Vary

Charter schools receive funding from a variety of sources,
including federal and state grants, lottery funds, start-up
loans, and private donations. For fiscal years 1999-2000 and
2000-01, the four chartering entities varied in the categories of
revenue against which they charged the oversight fee because
their interpretation of applicable revenue differed. For example,
Fresno and Los Angeles consider most state funds to be applicable
revenue, whereas San Diego charges its oversight fees against

all charter school funds deposited in the county treasury. In
contrast, Oakland narrowed its definition of revenues beginning
in fiscal year 2000-01 to include only state general-purpose
entitlements and lottery funds, instead of all state funds, as it
had done in fiscal year 1999-2000. Because the law does not
define the term “revenue,” the chartering entities apply the
oversight fee differently and may be applying their oversight fee
to too much or too little of their charter schools’ revenues.

RECOMMENDATIONS

To ensure that charter schools are held accountable for the
taxpayer funds they receive and that they operate in a fiscally
sound manner, the chartering entities should consider
developing and implementing policies and procedures for fiscal
monitoring. At a minimum, the policies and procedures should
outline the following:

¢ Types and frequency of fiscal data charter schools should
submit, including audited financial statements, along with
consequences if the schools fail to comply.

e Manner in which the chartering entity will review the finan-
cial data, including the schools’ audited financial statements.

¢ Financial indicators of a school with fiscal problems.

e Steps the chartering entity will take to initiate problem
resolution or to ensure that reported audit findings are
adequately resolved.

To ensure that chartering entities can justify the oversight fee
they charge their charter schools and to minimize the risk
of double-charging the State for the costs of charter school
oversight, they should:
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e Establish a process to analyze their actual costs of charter
school oversight.

e Compare the actual costs of oversight to the fees charged and,
if necessary, return any excess fees charged.

e Use the mandated-costs reimbursement process as appropriate
to recover the costs of overseeing charter schools.

To ensure that the chartering entities charge their oversight fees
appropriately, the Legislature should consider clarifying the law
to define the types of charter school revenues that are subject to
the chartering entities’ oversight fees. B
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CHAPTER 3

The Department of Education Could
Do More to Ensure That Charter School
Students Receive Equal Educational
Opportunities and Taxpayer Funds
Are Spent Appropriately

CHAPTER SUMMARY

he Department of Education (department) plays a role
in the accountability of charter schools. The department

has the authority to recommend that the State Board of
Education (state board) take action, including but not limited
to charter revocation, if the department finds, for example,
evidence of the charter school committing gross financial
mismanagement, or substantial and sustained departure
from measurably successful academic practices. Although the
chartering entity is the primary monitor of a charter school’s
financial and academic health, the department has the authority
to make reasonable inquiries and requests for information. It
currently uses this authority to contact a chartering entity if it
has received complaints about a charter school.

If the department reviewed the information that it receives
regarding charter schools and raised questions with the
chartering entities regarding charter schools’ fiscal or academic
practices, the department could target its resources toward
identifying and addressing potential academic and fiscal
deficiencies. In this way, it would provide a safety net for
certain types of risks related to charter schools. The concept

of the State as a safety net is consistent with the California
Constitution, which the courts have found places on the State
the ultimate responsibility to maintain the public school system
and to ensure that students are provided equal educational
opportunities. However, the department does not target its
resources toward identifying and addressing charter schools’
potential academic and fiscal deficiencies. In addition,
beginning December 2002, the department will receive charter
schools’ annual independent financial audits; however, the
department plans to collect the information, but not review

it because it asserts it does not have staff to do so. Therefore,
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the department will be missing an opportunity to help hold
charter schools accountable and to avert financial instability or
academic failure.

Furthermore, the department apportions funds to the charter
schools in the same manner as other public schools, using
reported average daily attendance (ADA). However, it relies
primarily on the certifying signatures of school districts and
county offices of education—both of which lack the necessary
procedures to ensure that charter schools comply with
apportionment requirements. As a result, the department cannot
be assured that charter schools have met the apportionment
conditions the Legislature has established and receive only the
public funds to which they are legally entitled.

As Fresno Unified School District’s recent revocation of Gateway
Charter Academy’s charter demonstrates, there is a policy gap
regarding a chartering entity’s authority following a charter
revocation—authority that the statutes do not address.> Finally, the
recent enactment of two charter schools laws, Senate Bill 1709 and
Assembly Bill 1994 (Chapters 209 and 1058, Statutes of 2002) may
not improve charter school accountability. Although this legislation
attempts to add accountability to the existing charter schools
environment, without an increased monitoring commitment on
the part of chartering entities and the department, these new laws
may not be as effective as they could be. Senate Bill 1709 expands
the number of entities to which charter schools must submit a
copy of their annual independent audit reports. Assembly Bill 1994,
among other things, requires charter schools to report on their
annual receipts and expenditures and limits the geographic
boundaries for most charter schools to the county boundaries
within which their chartering entity is located.

THE DEPARTMENT PLAYS A ROLE IN CHARTER SCHOOLS’
FISCAL AND ACADEMIC ACCOUNTABILITY

In authorizing charter schools, the Legislature intended

to provide opportunities for teachers, parents, students,
and community members to establish and operate schools
independently of the existing school district structure. The
Legislature freed the schools from the programmatic and fiscal
constraints that exist in the public school system. However,

5 We did not review Fresno’s oversight of Gateway. Our report should not be construed
as an evaluation of Fresno’s oversight specifically of Gateway or Fresno’s revocation
process.
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_________________________
The department could be
a safety net for ensuring
charter schools are
held accountable; the
chartering entities play
the primary role.

the statues do not overlook accountability. Specifically, the
Education Code, Section 47601(f), speaks to the Legislature’s
intent that charter schools be held accountable for meeting
certain outcomes and for moving from rule-based to performance-
based accountability systems. Thus, each school must create

a founding document, or charter, which by law must contain
certain elements. For example, all charter schools, as public
schools, are eligible for state funds. To ensure that charter
schools are accountable for the taxpayer funds that the State
provides for their operations, each school’s charter must
specify how an annual audit will be conducted and how audit
exceptions will be satisfactorily resolved. In addition, each
charter must contain measurable student outcomes and the
methods that each school will use to measure these outcomes.
In this way, the schools’ creators are outlining the instructional
goals for which they agree to be held accountable.

We believe that the department plays a role in the charter schools’
accountability. The department has the authority to recommend
that the state board take action, including but not limited to
charter revocation, if the department finds evidence of the charter
school committing one or any combination of the following:
gross financial mismanagement, illegal or substantially improper
use of charter school funds, or substantial and sustained departure
from measurably successful practices. Moreover, the department
has the authority to make reasonable inquiries and requests

for information from charter schools, and the courts have
found that the California Constitution gives the State ultimate
responsibility for maintaining the public schools system and
ensuring that students have equal educational opportunities.

Because an approved charter represents an agreement
between the school and its chartering entity, making the
schools primarily accountable to their chartering entities, we
equate the department’s role to that of a safety net. As such,
we expected to find the department assessing the charter school
data it receives and drawing the responsible chartering entities’
attention to any concerns so that they could resolve issues
regarding the charter schools’ fiscal or academic performance.
Therefore, we assessed the department’s activities against the
level of oversight we would expect it to have.

In fact, the department already has positioned itself in somewhat
of a safety net role. It appears that the department is exercising
its authority to make requests for information in its telephone
contact and correspondence with chartering entities and charter
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_________________________
Through its everyday
activities the department
has already positioned
itself in somewhat of a
safety net role.

schools. For example, the manager of district organization and
charter schools asserts that she and her staff receive 250 to 350
calls related to charter schools per week, of which she estimated
10 percent are complaints. The manager asserted that staff ask
callers reporting more serious allegations of wrongdoing at

or by the charter schools to put their complaints into writing
and stated that the department follows up on credible written
complaints. Through its everyday activities, it appears that the
department has the necessary authority to act as a safety net.
As we established in Chapters 1 and 2 of this report, although
the accountability system at the chartering entity level is weak,
our work does not demonstrate the need for the department to
play a greatly expanded and possibly duplicative role in charter
schools oversight, or any function beyond that of a safety net.
Moreover, when we asked the department to provide any data
it had demonstrating pervasive academic concerns or fiscal
malfeasance that may support the need to expand its oversight
role beyond that of a safety net, it did not provide any.

THE DEPARTMENT RECEIVES CERTAIN CHARTER

SCHOOL DATA BUT DOES NOT SYSTEMATICALLY
REVIEW IT TO IDENTIFY POTENTIAL FISCAL AND
ACADEMIC PROBLEMS

Although the chartering entity is the primary monitor of a
charter school’s financial and academic health, we expected to
find the department acting as a safety net, reviewing the charter
school information it receives and raising questions with the
responsible chartering entities regarding charter schools’ fiscal
or academic practices. Despite receiving two additional positions
and funding for fiscal year 2001-02 for its charter schools
unit—in part to carry out fiscal and academic monitoring
activities—the department does not target its resources
toward identifying and addressing potential academic and
fiscal deficiencies in charter schools. In addition, as of January
2002, the department is authorized to receive charter schools’
annual independent financial audits; the department plans to
collect the information but not review it because it has not
received staff to do so. By not reviewing the data available to it
regarding the State’s charter schools, the department is missing
an opportunity to help hold charter schools accountable and
avert financial instability or academic failure.
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|
Although it has sufficient
information, the
department does not
analyze charter schools’
funding or academic
data or draw the
responsible entity’s
attention to
possible problems.

The Department Could Use Existing Data to Identify Fiscally or
Academically Struggling Charter Schools and Then Question
the Responsible Chartering Entities

We expected to find the department systematically reviewing
charter school funding and academic data to identify fiscal

and academic concerns and drawing the responsible chartering
entity’s attention to these issues. The department’s charter
schools unit seems like the appropriate vehicle to exercise the
department’s safety net role. For example, in an August 17, 2000,
budget request, the department portrayed its responsibilities as
including monitoring the effectiveness of charter schools’
academic and assessment programs as well as monitoring their
fiscal reporting to ensure fiscal accountability. Subsequently, the
department received two of the seven positions it requested, as
well as funding for these and other activities. In October 2001,
the charter schools unit reorganized its operations, assigning
each of its five consultants to a region of between 5 and 20 counties,
with the intention of better supporting charter schools and
allowing the charter schools unit’s staff to develop relationships
that could help uncover fiscal or academic issues.

Given the description of its monitoring responsibilities, the
resulting increase in staffing, and the reorganization, we expected
to find that the charter schools unit was conducting basic
analyses of charter schools’ funding and academic data as a way
of identifying schools that may require assistance. Although the
charter schools unit appears to have access to types and amounts
of data sufficient for it to function in this capacity, it does
not review this data to identify potentially struggling charter
schools and raise questions with chartering entities. It appears
that communication between the charter schools unit and the
chartering entities about charter school operations typically
results from individual complaints rather than a systematic

data review. For example, the manager of district organization
and charter schools, who oversees the charter schools unit,
provided copies of correspondence that the department sent

to parents of charter school students, chartering entities, and
others during fiscal year 2001-02. These letters address issues,
such as testing, school curriculum, and facilities concerns, that
complainants raised about the operation of 13 separate charter
schools. The department typically either referred the complaints
back to the chartering entity or requested that the chartering
entity provide some additional information. In one letter, the
department wrote that it is “more effective in ensuring that
charter-authorizing entities provide oversight of particular
charter schools when we are able to communicate specific issues
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_________________________
Test data by itself is
not a sufficient basis
for the department to
recommend revocation,
but simple assessments
may reveal charter schools
needing their chartering
entities’ assistance.

to the district.” It is apparent that when notified in the form of
a complaint, the department communicates with the chartering
entities and questions the charter schools’ performance.

We acknowledge that the data available to the charter schools
unit, such as periodic ADA reports and the Academic Performance
Index (API) derived from the annual Stanford 9 achievement test
scores, is not sufficient for the department to make a revocation
recommendation. Nevertheless, the charter schools unit could
systematically assess the data or devise simple comparisons
revealing those charter schools that may need assistance from
their chartering entity. This type of assessment is simply a form of
internal information to identify a potential concern, similar to an
external complaint, leading the department to communicate with
a chartering entity about a school’s operations, either fiscal

or academic. We see little difference in the authority needed to
respond to external concerns and addressing internal ones.

In order to gauge a charter school’s fiscal stability, for example,
the charter schools unit could review ADA forms, which existing
charter schools submit three times a year for funding purposes.
As the primary component of school funding, ADA drives

the amount of money the State apportions to each charter
school for its overall operations. Fluctuations in ADA, such as
continual drops, might indicate a school needing assistance

or intervention to ensure that it considers ways to address

its decreasing revenue, such as fund-raising, cost-cutting, or
outreach to attract more students. For example, the department
could review ADA data two times each year by comparing the
reported ADA to the schools’ prior year reports. Further, by
targeting its review to identify those schools with ADA changes
that exceed a certain percentage, the department could focus its
review on those schools that exhibit the greatest potential for
developing fiscal problems. Having identified the schools most
likely to be struggling, the charter schools unit could question
the responsible chartering entities about the schools’ viability.

According to the director of the school fiscal services division,
the department is not responsible for reviewing financial and
academic data; rather, such activities are the responsibility of

the charter school’s chartering entity. Further, the department
believes that the State’s legal authority to revoke a charter exists
only in the most egregious and extreme cases of inappropriate or
illegal charter school behavior. Specific to fiscal monitoring, the
director said that the department could assess the fiscal health
of charter schools, but that the courts have ruled the department

58

California State Auditor Report 2002-104



|
The department believes
that monitoring the
charter schools is
workload that was not
envisioned for it.

does not have the authority to collect charter schools’ financial
information. In addition, she asserts that ADA is not an indication
of fiscal health; it is simply a reporting of how many students
are attending school. Further, without knowing what other
funds the charter schools receive from non-state sources or
how those funds are spent, the department has no basis for
identifying potential fiscal concerns. Moreover, the director
stated that monitoring the charter schools represents a major
workload that was not envisioned for the department.

Because of its authority to recommend charter revocation, we
do not believe the department can entirely absolve itself from

a responsibility to review, identify, and question chartering
entities regarding potential fiscal deficiencies at charter schools.
Moreover, in two budget requests that the director provided

us, the department acknowledges an oversight role: to provide
measures of fiscal and programmatic accountability to the State
and to examine and resolve charter schools’ audit findings.

In addition, we are suggesting that the department use data

at hand to conduct its monitoring, not collect additional
information. As we noted previously, the charter schools
report ADA three times each year. Because this information is
the basis for apportionment funding, it directly relates to the
schools’ revenue. The department’s lack of complete knowledge
regarding all of a charter school’s revenue sources is not reason
alone to assume that fluctuations in apportionment funding do
not significantly affect a school’s financial position.

Finally, we do not believe that acting as a safety net entails the
workload that the department suggests. As we noted previously,
the chartering entity is the first line of defense against a charter
school’s financial instability. As a safety net, we would expect
the department to draw the chartering entities’ attention to
those schools that raise fiscal concerns, not to intervene with the
schools immediately or directly. The charter schools unit received
two positions and necessary funding for monitoring and other
activities. In addition, according to the department, the unit

is organized on a regional basis to allow staff to become more
familiar with the charter schools and chartering entities in the
regions and any particular regional issues, and to provide a single,
consistent point of contact for schools and chartering entities in
the region. Thus, it does not appear that by communicating with
the chartering entities about fiscal concerns, the charter schools
unit would be engaged in activities it was not organized for or
communicating with entities it was not already intending to be
in contact with.
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TABLE 10

To ascertain a charter school’s academic health, the charter
schools unit could develop a tool, such as Table 10, to compare
charter schools’ annual API results or other test data that may
be required for low-enrollment charter schools. As the table
shows, of those charter schools statewide that earned an API
score for each of the three academic years 1998-99, 1999-2000,
and 2000-01, 90 percent either remained the same between
1998-99 and 2000-01 or showed an improvement. However, the
data also reveals that API scores decreased 10 percent for charter
schools statewide with API scores for the three years. This simple
analysis could help the charter schools unit identify schools that
may need their chartering entities’ assistance in delivering a
sound educational program.

Comparison of APl Scores at Charter Schools and Noncharter Schools
Between Academic Years 1998-99 and 2000-01

Growth in API Score
Between 1998-99
and 2000-01

Greater than 20.0%

10.0 to 20.0%
5.0 t0 9.9%

0.0 to 4.9%
(5.0) to (0.1)%
Less than (5.0)%

Totals

Sample Chartering Entities’

Charter Schools Charter Schools Statewide All Noncharter Schools*
Number Percentage Number Percentage Number Percentage

of Schools of Total of Schools of Total of Schools of Total
10 28.6% 16 16.0% 650 10.0%

7 20.0 20 20.0 1,668 25.6

4 11.4 27 27.0 1,764 27.1

9 25.7 27 27.0 1,916 29.4

4 11.4 9 9.0 462 7.1

1 2.9 1 1.0 56 0.8
35 100.0% 100 100.0% 6,516 100.0%

* This column excludes all charter schools statewide.

The department’s policy and evaluation division reviews
schools” API scores, including the scores of charter schools,
to identify schools eligible to participate in the Immediate
Intervention/Underperforming Schools Program (II/USP)—a
grant program intended to help schools improve student
achievement. However, this program’s impact on charter
schools is limited because of the low number of charter schools
participating. Among the four districts we reviewed, only 1 charter
school participated in the II/USP in fiscal year 1999-2000, 4 joined
in 2000-01, and 8 joined in 2001-02. The 13 charter schools
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|
The need for the
department to act as a
safety net is heightened
because not all chartering
entities have adequate
oversight processes

in place.

participating in the II/USP are not necessarily the same as the 10
charter schools with decreasing API scores as shown in Table 10
because the table reflects the relative growth or decline in a
school’s score, not its absolute score. Thus, a charter school
with an API of 300 for academic year 1998-99 and 360 for
2000-01 would show 20 percent growth as indicated in Table 10.
Nevertheless, because the school’s API score is low overall, this
school may be eligible for the II/USP.

Similar to its position on financial monitoring, the department
does not believe it is responsible for reviewing academic data
related to charter schools, maintaining that such activities are
the responsibility of the local entity that authorized the charter
school. The department acknowledged that the Stanford 9 scores
and API data contain sufficient information to trigger a
conversation with a chartering entity about a charter school’s
academic health. However, it claims that, because some charter
schools are too small to produce a reliable API score and because
many parents with students in charter schools choose to excuse
their children from the statewide Stanford 9 test from which the
API score is derived, many charter schools lack an API score.

As we discussed in Chapter 1, not all chartering entities have
adequate processes in place to receive and review charter
schools’ academic data, thus heightening the importance of

the department’s role as a safety net. In addition, as we noted
earlier, in an August 2000 budget request, the department
acknowledged that it plays a role in charter schools’ academic
accountability. In a January 2001 presentation to the state
board, the department acknowledged that 70 percent of charter
schools had API data, which, we believe, represents a sizable
population of schools that could be systematically reviewed.
This API analysis, combined with systematic tracking and review
of charter schools’ ADA data—which the department already
receives—would go a long way toward fulfilling the department’s
role as safety net.

We considered the department’s concerns regarding the
workload that the analyses and follow-up we are recommending
would add and found no merit in their concerns at this time.

For example, the ADA data for charter schools already exists in
electronic form at the department. Running a computer program
to identify the 20 or 30 charter schools with the largest increases
or decreases in ADA and making inquiries to their chartering
entities does not appear excessive considering the volume of
inquiries the department already asserts that it makes. Similarly,
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Table 10 on page 60 shows that about 10 percent of charter
schools may have declining API scores, thus, the total number of
charter schools with declining scores would be about 36. Contacting
the chartering entities for those charter schools with the
greatest declining API scores should thus not be a substantial
additional workload.

The Department Does Not Plan to Review Audits
Submitted Under Senate Bill 740 to Identify Fiscally
Deficient Charter Schools

Senate Bill 740 (Chapter 892, Statutes of 2001) requires each
charter school to submit to its chartering entity and the
department, by December 15 of each year, an independent
financial audit following generally accepted accounting
principles. An independent audit report typically contains
financial statements and an opinion as to the accuracy with
which the statements present a school’s financial position—
information illustrating the charter schools’ accountability

for the taxpayer funds they receive. Although not specifically
required by the law, we expected the department to plan to review
the audits required by Senate Bill 740 in order to raise questions
with chartering entities about how they were working with charter
schools to resolve the schools’ fiscal deficiencies. In fact, our
expectations appear in line with the activities the department
described itself doing in its October 24, 2001, budget request.
However, the department does not plan to systematically review
the charter schools’ audits for this purpose.

As part of its budget request related to charter schools dated
October 24, 2001, the department described a need for new
staff so that it could comply with Senate Bill 740. Specifically,
the department wrote that Senate Bill 740, among other things,
requires it to review and resolve audit exceptions contained in
each charter school’s audit report. In response to its request,
the department received two limited-term positions for fiscal
year 2002-03. According to the department’s director of the
school fiscal services division, this represents less than half of
the requested positions and only 28 percent of the funding.
Moreover, the director told us that the positions will not be used
to review charter schools’ audit data, but rather for staffing the
Charter Schools Advisory Commission and administering the
Charter Schools Facility Grant Program. Thus, according to the
former administrator of the department’s fiscal policy office,
the department plans only to ensure that all charter schools
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of apportionment.

submit the required audit reports, without further review. As a
result, the department will collect but not review the charter
schools’ audit reports, data which helps reflect the schools’
accountability for taxpayer funds.

Although the department may not engage in the level of review
it intended when it proposed positions in its budget request, a
more limited review of these reports may prove beneficial. The
charter schools’ audit reports contain valuable information that
could assist the department in carrying out its role as a safety
net. For example, the department could review these reports for
three to four key points, such as:

e Comments related to the school as a going concern.
¢ Whether the school is reporting a deficit fund balance.
¢ Findings related to conditions of apportionment.

e Whether the school’s structured debt exceeds the life of the
charter agreement.

Assessing the audit reports in this manner would give the
department high-level financial data that it could use to initiate
discussions with the responsible chartering entities to help
ensure that charter schools are held accountable.

THE DEPARTMENT CANNOT ASSURE THAT
APPORTIONMENTS TO CHARTER SCHOOLS
ARE ACCURATE

Although the department apportions charter school funds
on the basis of ADA, its apportionment process is faulty
because it relies primarily on the certifying signatures of school
districts and county offices of education—both of which lack the
necessary procedures to ensure that charter schools comply with
apportionment requirements. As a result, the department cannot
be assured that charter schools have met the apportionment
conditions the Legislature has established and receive only the
public funds to which they are legally entitled.

To calculate apportionments, the department requires each
school to submit ADA forms on January 15, May 1, and July 15
of each year. These forms provide attendance counts and are
certified by officials of the charter school and the appropriate
school district and/or county office of education. At each
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interval, the department reviews the forms for the necessary
certifying signatures and then uses this data to apportion a
certain percentage of schools’ funding to them.

One reason that the department’s apportionment process is
faulty relates to the charter schools’ ADA data. As we noted

in Chapter 2, the schools’ chartering entities have not been
verifying ADA, and not all charter schools’ financial audits
included tests of the accuracy of the ADA being reported. We
spoke with staff from four county offices of education—Fresno,
Los Angeles, Alameda, and San Diego—and were told that,
despite being required to sign the ADA forms of charter schools
whose chartering entities were located in their county, these
offices did not verify the charter schools’ ADA in any way.
Without assurance that ADA is being reported properly and that
charter schools meet other conditions of apportionment, the
department risks inaccurately apportioning funds, and the charter
schools may be receiving funds they are not legally entitled to.

As we stated earlier, the charter schools must, beginning
December 15, 2002, submit to the department a copy of
their audited financial statements. Although in a request for
additional staff the department stated that it would use the
audited financial statements as a means of independently
verifying and resolving problems related to charter schools’ ADA
and instructional minutes, the department currently lacks plans to
review the statements for findings related to these apportionment
conditions. Thus, the department is not maximizing the data it has
to validate conditions of apportionment.

Statute requires a charter school to certify that its pupils participated
in statewide testing as a condition of receiving public funds

for its operations. By relying on ADA signatures alone, the
department is assuming that the school district and/or county
offices of education have verified charter schools’ compliance
with this requirement. Even though the chartering entities

are signing the ADA forms, they do not always monitor their
charter schools for compliance with testing requirements.
Beginning in January 2002, the Legislature expanded charter
schools’ apportionment conditions to include maintaining
written contemporaneous pupil attendance records, offering the
same number of instructional minutes as noncharter schools,
and employing teachers with valid certificates for classroom-
based activities. Although charter schools were previously
responsible for meeting these requirements, the Legislature for
the first time has linked them to the schools’ funding. However,
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the chartering entities are not verifying the charter schools’
compliance with these legal requirements; thus, it seems unwise
for the department to continue a process that does not ensure
these funding conditions are met.

STATUTORY GUIDANCE FOR DISPOSING OF A REVOKED
CHARTER SCHOOL'S ASSETS AND LIABILITIES IS UNCLEAR

In January 2002, acting on evidence that the school had materially
violated its charter, provisions of the law, and was endangering
the health and safety of its students, Fresno Unified School District
(Fresno) revoked the charter for Gateway Charter Academy
(Gateway). After its revocation action, Fresno sought the
department’s guidance regarding the disposition of Gateway’s
assets and liabilities. Fresno’s concerns, covering a variety of
financial issues, highlight a policy gap regarding a chartering
entity’s authority following a charter revocation—authority
that statutes do not clearly address. For example, Fresno asked
for clarification of its role in accounting for and recovering
Gateway’s assets, particularly since Gateway was no longer

a public entity. In addition, Fresno lacked an understanding

of how to respond to Gateway’s creditors, who were seeking
repayment of liabilities. Fresno’s concerns, covering a spectrum
of financial issues, highlight the chartering entities’ ambiguous
authority following a charter revocation. Without established
procedures for recovering public assets and addressing potential
liabilities, including a clearly defined division of responsibilities
assigned to the department and the chartering entity, the State
may be unable to reclaim taxpayer-funded assets. Although

the recent enactment of Assembly Bill 1994 requires a school’s
charter to specify closeout procedures, a policy gap remains
regarding revoked or closed charter schools.

On January 16, 2002, after repeated requests for corrective
action, Fresno revoked Gateway'’s charter. Fresno had evidence
that Gateway had committed material violations of the
conditions, standards, and procedures set forth in its charter;
had failed to meet generally accepted accounting principles and
engaged in fiscal mismanagement; and had violated provisions
of the law. Furthermore, Fresno determined that several of
Gateway’s violations constituted a severe and imminent threat
to the health and safety of the pupils, specifically Gateway’s
failure to provide to Fresno, upon request, evidence of fire
marshal approval for its facilities that housed schoolchildren
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and criminal background clearances for 88 of its employees.
Upon revoking the charter, Fresno directed Gateway to
cooperate with it in winding up Gateway’s affairs, including
refraining from making any expenditures; refraining from
making any sales, purchases, or transfers of real or personal
property; accounting for all assets and liabilities; surrendering all
assets and written records; and notifying pupils, their parents,
and adjacent school districts of its revocation to ensure the
pupils’ continuing education. In addition, because the Fresno
County Office of Education was unclear as to who may be
entitled to Gateway’s funds now that it was no longer a public
entity, it instructed Fresno not to release property taxes or other
funds to Gateway. Subsequently, Gateway’s attorney questioned
Fresno’s authority in making demands regarding the disposition
of its assets, urging Fresno to withdraw its demands and take

no further action until Fresno’s revocation of Gateway’s charter
could be resolved in a court of law. To date the courts have

not ruled on this matter; Gateway filed a complaint, but it was
dismissed on June 10, 2002.

Throughout this process, Fresno kept the department abreast of
its activities and intentions. In accordance with the department’s
post-revocation guidance, Fresno sought to account for Gateway’s
assets and liabilities and to assume possession of assets. Facing
uncertainties, which departmental guidelines do not clarity,
Fresno turned to the department for advice with primarily
financial questions that still remain unanswered. For example,
Fresno sought guidance on issues, including the following:

¢ Handling creditors’ claims to a revoked charter school’s
expected ADA revenue.

e Recovering state assets from a former public entity.

e Repaying creditors, as Fresno believes it is not financially
responsible for a revoked charter school’s liabilities.

¢ Planning to protect state assets while the department determines
the disposition of a revoked charter school’s assets and liabilities.

¢ Claritying Fresno's role in pursuing any court action to
reclaim assets.
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Although the department strongly suggests that an agreement
between a chartering entity and a school contain closeout
procedures, its guidance is not enforceable as it lacks the
necessary authority to develop regulations for charter schools
or chartering entities with regard to closeout procedures and
responsibilities. The department recommends that closeout
procedures include the following: documenting a closure action,
notifying the department and the county office of education,
informing parents and students of the closure, arranging for
transfer and retention of school records, letting the receiving
school districts know of the potential for transferring students,
and arranging for an independent audit within six months
after closure to determine the charter school’s net assets or net
liabilities. The department also recommends that a chartering
entity and a charter school develop a plan to repay any liabilities
or disburse the charter school’s assets. If the charter school

is a nonprofit corporation without any other functions, the
department suggests that the corporation be dissolved and its
assets distributed according to its bylaws. Fresno attempted

to enforce these guidelines, but Gateway’s refusal to comply,
compounded by a state Department of Justice investigation
that resulted in the confiscation of some of Gateway’s financial
records, prompted Fresno’s request for additional assistance.

Because statute does not define a chartering entity’s authority
and the department’s guidance assumes foresight and the

full cooperation of a charter school, chartering entities
facing different contingencies, as is the case in the Gateway
revocation, are left with ambiguous authority. Although the
recent enactment of Assembly Bill 1994 requires charter schools
to include closeout procedures in their charter petitions, a
policy gap remains with regard to the disposition of assets

and liabilities of a revoked or closed charter school. Without a
statute clearly defining or requiring the department to develop
regulations that define the division of responsibilities between
the department and the chartering entity to recover public assets
and address potential liabilities, the State may be unable to
reclaim taxpayer-funded assets in the event of a charter school
closure or revocation.
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achieved without an
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RECENT CHANGES TO CHARTER SCHOOL LAW MAY
NOT COMPLETELY ANSWER EXISTING QUESTIONS
ABOUT ACCOUNTABILITY

During its 2001-02 session, the Legislature approved two charter
school bills that address some of the issues we raise in this
report. Senate Bill 1709, signed into law on August 12, 2002,
expands the number of entities to which charter schools—
beginning in 2003—must submit by December 15 of each year,
copies of their annual independent financial audit reports for
the preceding fiscal year. To the list of current recipients—
chartering entities and the department—Senate Bill 1709 adds
the State Controller and the county superintendent of schools
(county superintendent) for the county in which the school

is located. A charter school whose audit is encompassed in its
chartering entity’s annual audit are not required to submit separate
audits. As we discussed earlier, the department’s recent inclusion as a
recipient of charter schools’ audit reports may not necessarily lead to
greater accountability or awareness of charter schools’ fiscal health,
unless the department reviews the audit reports.

Assembly Bill 1994, signed on September 29, 2002, provides
both technical and substantive changes to the charter schools
law. This legislation includes many provisions, some of which
address issues we raise in our report. First, this bill requires
charter schools, through the county superintendent, to
submit an annual statement of all receipts and expenditures
(annual statement) from the preceding fiscal year. The annual
statements must follow a format prescribed by the department.
Furthermore, the bill requires that each county superintendent
verify the mathematical accuracy of the charter schools’ annual
statements before submitting them to the department.

These annual statements provide both chartering entities
and the department with additional financial data to assess
the fiscal health of charter schools. However, as we showed in
Chapter 2, the chartering entities are not adequately reviewing
the financial records and audit reports they already receive. In
addition, as we demonstrate in this chapter, the department
does not use currently available funding data to identify potentially
struggling charter schools in order to raise questions with
their chartering entities. As a result, without an increased
commitment by chartering entities and the department to
monitor charter schools, the level of accountability will not
reach its full potential as provided for in the statute.
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Second, to increase the chartering entities’ monitoring
abilities, Assembly Bill 1994 limits the geographic boundaries
for most charter schools to the county boundaries within which
their chartering entity is located. For the chartering entities we
reviewed, this new requirement will not alleviate the weaknesses
in their monitoring, as all of their schools were located within
their boundaries.

The third change in Assembly Bill 1994 that affects issues in
this report is that it grants the county superintendent general
authority to monitor the operations of charter schools within
that county if prompted by a written complaint. The charter
schools must:

¢ Promptly respond to all reasonable inquiries by the county super-
intendent with jurisdiction over the school’s chartering entity,
including, but not limited to, the school’s financial records.

e Provide the county superintendent with the location of each
school site before commencing operations.

These monitoring functions create an additional level of oversight
that, although not directing the county superintendent to
periodically monitor charter schools within their county
boundaries, gives the county superintendent authority to investigate
complaints, which may result in greater school accountability.

Finally, as we noted previously, under Assembly Bill 1994 each
charter school'’s petition must describe procedures for closing the
charter school, including a final school audit to determine the
disposition of the school’s assets and liabilities and a plan for
the maintenance and transfer of pupil records. This provision
turns some of the department’s suggested procedures for charter
school closures that we discuss in this chapter into statute.
However, it does not delineate the division of authority between
the department and the chartering entity with regard to the
implementation of closure procedures.

RECOMMENDATIONS

To tulfill its role as a safety net, the department should review
available financial and academic information and identify
charter schools that are struggling. The department should then
raise questions with the schools’ chartering entities as a way of
ensuring that the schools’ problems do not go uncorrected.
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The department should take the necessary steps to fully implement
Senate Bill 740, including reviewing audit exceptions contained
in each charter school’s audit report and taking the necessary
and appropriate steps to resolve them.

So that it does not improperly fund charter schools, the department
should work with the appropriate organizations to ensure

that charter schools’ reported ADA is verified through an
independent audit or other appropriate means and that charter
schools have met other statutory conditions of apportionment.

To ensure that a charter school’s assets and liabilities are
disposed of properly when it closes or its charter is revoked,
the Legislature may wish to consider establishing a method for
disposing of the school’s assets and liabilities and requiring the
department to adopt regulations regarding this process.

We conducted this review under the authority vested in the California State Auditor by
Section 8543 et seq. of the California Government Code and according to generally accepted
government auditing standards. We limited our review to those areas specified in the audit

scope section of this report.

Respectfully submitted,

Slowre M. Rowle

ELAINE M. HOWLE

State Auditor
Date: November 7, 2002
Staff: Nancy C. Woodward, CPA, Audit Principal
Sharon L. Smagala, CPA
Jeana Kenyon, CPA, CMA, CFM
Matt Taylor
Almis Udrys
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APPENDIX A

Characteristics of California’s
Charter Schools

State’s charter schools as of March 2002.° The Legislature

passed the Charter Schools Act of 1992, and by 1993 the
State Board of Education (state board) was recognizing charter
schools, some of which still operate today. The first two columns
list the county in which each school is located as well as the
chartering entity that approved the charter petition. The table
shows the date that the state board numbered each charter
school. Once a school is numbered, it is eligible to receive public
funding. Charter schools are free to specify in their petitions the
grade configuration their school will serve. As a result, schools
may serve just a few grades, such as Oakland Charter Academy,
which reported it serves grades 6 through 8, or they may serve
all grades, kindergarten through grade 12, such as Crenshaw/
Dorsey: Mid-City Charter Magnet School reported. As shown in
the table, charter schools also enroll a varied number of students,
from S to 3,637 students. In addition, they can be developed
either through a conversion or as a start-up school. A conversion
charter school is one that existed previously as a noncharter
public school, but the requisite number of teachers and student
families has agreed to develop and implement a charter school
at that campus. A start-up charter school is one that came into
existence because of the approval of a charter petition, with
no prior history as a school. As of March 2002, there were 105
reported conversion charter schools and 253 reported start-
up charter schools in the State; 2 schools declined to report
this information. Finally, charter schools may offer different
locations for instruction. Site-based instruction uses classroom-
centered instructional methods, and independent study employs
nonclassroom-based methods. In total, almost 66 percent of the
State’s charter schools reported offering a site-based program.

The table in this appendix provides an inventory of the

6 The primary source of data for this inventory is the Department of Education; the
secondary source is the California Network of Educational Charters. However, charter
schools voluntarily report this information, thus it is sometimes incomplete and may
contain errors.
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APPENDIX B

Analysis of Charter Schools’ Financial
Information, Fiscal Year 2000-01

charter schools within the four chartering entities that

we reviewed. As shown in the table, five of these charter
schools did not complete a financial audit for fiscal year 2000-01
and four of those that did submit audited statements did not
submit information specific to the school’s operations.

The table in this appendix lists each of the fiscally independent

The Department of Education (department) established
regulations that a school district should maintain a reserve
balance of between 1 percent and 5 percent, depending on

the district’s overall average daily attendance (ADA), to cover
cash requirements in succeeding fiscal years. The required
reserve balance is based on a ratio of fund balance to annual
expenditures. By maintaining a reserve balance, charter schools
would have a stronger financial position; therefore, using the
department’s regulations, the charter schools would need to
maintain a fund balance of between 3 percent and 5 percent of
annual expenditures. Although we recognize that charter schools
are not legally obligated to meet this reserve requirement, we
used it as a benchmark for assessing the schools’ fiscal health.

For the 25 charter schools that submitted school-specific audited
financial statements for fiscal year 2000-01, we reviewed the
statements to determine their fund balance and the ratio

of fund balance to annual expenditures. However, 9 of the
charter schools reported net assets rather than fund balances,
and 1 school included its fixed assets as a component of its
fund balance. Because the department’s ratio is based on fund
balance, and because fund balance represents the cumulative
difference between net revenues and net expenditures from
the beginning of operations for the charter schools’ operating
funds, we adjusted the net assets for these charter schools to
approximate the fund balance.

Of the 25 fiscally independent charter schools that submitted
school-specific audited financial statements for fiscal year 2000-01,
5 reported a negative fund balance, an indication that these 5
charter schools are not fiscally healthy. As shown in the table,
we found that 11 charter schools did not meet the fund balance
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reserve based on their ADA, including those with negative fund
balances as discussed above. Various circumstances may explain
why a charter school would not meet the fund balance reserve.

For example, a new charter school may have large expenditures for
capital outlays or improvements and equipment purchases, which
are necessary to begin operations. Further, repayment of the Charter
School Revolving Loan from the department to aid a charter school
in beginning operations, reduces the charter school’s revenues in
future years, and payments to a business management company

to run a charter school increases the school’s expenditures, both
resulting in a decrease in a charter school’s fund balance.

TABLE B.1

Fiscally Independent Charter Schools Within the Four Selected Chartering Entities
Fiscal Year 2000-01

Chartering Entity/Charter School

Fresno Unified School District

Center for Advanced Research and Technology*
Cornerstone Academy

Edison-Bethune Charter Academy**

Fresno Prep Academy

Gateway Charter Academy#

New Millennium Institute of Education Charter School
Renaissance Charter School

School of Unlimited Learning®
Los Angeles Unified School District

Accelerated School

California Academy for Liberal Studies

Camino Nuevo Charter Academy

Community Charter Middle School

Fenton Avenue Charter School

Montague Charter Academy

Valley Community Charter School

Vaughn Next Century Learning Center

View Park Preparatory Accelerated Charter School

Watts Learning Center Charter School

Was Audit
Report
Received?

Yes
Yes
Yes

Yes

Yes
Yes

Yes

Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

Yes

Did the School

Meet the Target Reserve Fund Balance
Fund Balance Based on to Expenditures
Reserve Ratio? ADA (%) Ratio (%)
No 4% 2.6%
No 5 -8.8
Unknown 4 Unknown
No 5 -29.2
Unknown 5 Unknown
Yes 5 52.5
Yes 5 46.4
Unknown 5 Unknown
Yes 5 20.6
Yes 5 7.8
No 4 1.1
No 5 -8.0
Yes 3 50.1
Yes 3 26.5
No 5 -12.3
Yes 3 159.6
Yes 5 6.5
Yes 5 50.8
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Did the School

Was Audit Meet the Target Reserve Fund Balance
Report Fund Balance Based on to Expenditures
Chartering Entity/Charter School Received? Reserve Ratio? ADA (%) Ratio (%)
Oakland Unified School District
American Indian Public Charter School Yes No 5% -1.6%
Aspire Public Schools—Oakland Campus® Yes Unknown 4 Unknown
Dolores Huerta Learning Academy Yes No 5 1.6
East Bay Conservation Corps Charter School® Yes Unknown 5 Unknown
Ernestine C. Reems Academy of Technology and Art Yes No 5 0.4
North Oakland Community Charter School Yes Yes 5 171
Oakland Charter Academy Yes Yes 5 23.7
West Oakland Community School Yes Yes 5 59.2
San Diego City Unified School District®
Charter School of San Diego Yes Yes 4 69.6
Cortez Hill Academy Charter School Yes Yes 5 20.5
Explorer Elementary Charter School Yes No 5 3.9
High Tech High Charter School No Unknown 5 Unknown
Holly Drive Leadership Academy No Unknown 5 Unknown
Nubia Leadership Academy No Unknown 4 Unknown
Preuss School UCSD Yes No 4 0.6
Sojourner Truth Learning Academy No Unknown 5 Unknown

* Fresno Unified School District is not entirely responsible for the monitoring of either of these charter schools. Center for Advanced Research and
Technology is a joint charter of Fresno Unified School District and Clovis Unified School District. Responsibility for the school’s fiscal monitoring lies
with Clovis Unified School District. Edison-Bethune Charter is chartered by the Fresno County Office of Education, but a joint committee of staff
from Fresno County Office of Education and the Fresno Unified School District is responsible for the school’s fiscal monitoring.

T These charter schools were audited as part of their parent company and no separate audited financial information was available for fiscal year 2000-01.
¥ Charter revoked in January 2002.

§ san Diego City Unified School District had eight fiscally independent charter schools in operation during fiscal year 2000-01. In fiscal year 2001-02, two
additional fiscally independent schools began operations, however, these schools are not reflected in this table.
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APPENDIX C

Academic Performance Index Scores
and Stanford 9 Test Results for Selected
Charter Schools, Academic Years 1998-99
Through 2000-01 and 1999-2000
Through 2001-02, Respectively

Table C.1 lists the Academic Performance Index (API) scores

for academic years 1998-99 through 2000-01 for each of
the charter schools within the four chartering entities we
reviewed. The Department of Education describes the API as the
cornerstone of the Public Schools Accountability Act, signed
into law in April 1999. This law authorized the establishment
of the first statewide accountability system for California public
schools. The basis of a school’s API score is the performance
of individual pupils on the Stanford 9, as measured through
the national percentile rankings.” The purpose of the API is to
measure the academic performance and progress of all public
schools, including charter schools. It is based on a numeric
index that ranges from a low of 200 to a high of 1,000. The State
has set 800 as the API score that schools should strive to meet.
Over the next few years, the API will incorporate other standards
tests, as well as the California High School Exit Examination,
eventually including graduation and attendance rates as well.

As Table C.1 on the following page shows, only 5 of the 86 charter
schools met the State’s goal in all three academic years, by scoring at
least 800. Further, as the table shows, even though the majority of
the charter schools listed did not meet the State’s goal, the charter
schools’ API scores generally improved over the two-year time period.

Tables C.2 through C.4 list each charter school in the four chartering
entities we reviewed and the 1999-2000 through 2001-02 Stanford 9
scores for reading and math.® Schools, including charter schools,
are required to test all students in grades 2 through 11 using the
Stanford 9 exam. The purpose of this exam is to determine how well
students are achieving academically compared to similar students
tested nationwide. It has been used in California since 1997. Because
the Stanford 9 is a national achievement test with the test questions

7 Beginning in academic year 2001-02, the API also incorporates the results of the California
Standards Test in English Language Arts as measured through performance levels.

8 Schools with no reported Stanford 9 scores for the three years are not included in the table.
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TABLE C.1

and scoring remaining the same from year to year, results from the
test’s 2001-02 administration are comparable to the results from any
earlier examination completed within the previous four years.

Table C.2 on page 93 summarizes the Stanford 9 scores for
those charter schools serving grades 2 through 5 within
our sample chartering entities. As the table shows, the scores
for some charter schools were higher than the average scores
for their chartering entities’ other, noncharter schools for the
same grades in the same year. For example, in the San Diego
City Unified School District (San Diego), for academic year
2001-02, two charter schools posted higher reading scores than
San Diego’s average, yet the remaining seven had lower scores.
Overall, the scores for charter schools within our sample were
roughly the same as their chartering entities’ average scores.

Tables C.3 and C.4 on pages 95 and 97, respectively, show reading
and math scores for charter schools and the average scores for
their chartering entities for grades 6 through 8 and 9 through 11,
respectively. Again, in either grade group, the charter schools’
scores and their chartering entities’ average scores are comparable.

API Scores for Four Selected Chartering Entities’ Charter Schools
Academic Years 1998-99 Through 2000-01

Date Numbered
by the State Board
of Education and

Eligible for API API API
Chartering Entity/Charter School State Funding 1998-99 1999-2000 2000-01
Fresno Unified School District
Carter G. Woodson Public Charter School 5/10/2001 NS NS NS
Center for Advanced Research and Technology (CART) 1/13/2000 NS NS NS
Cornerstone Academy 7/13/2000 NS NS NS
Edison-Bethune Charter Academy 6/11/1999 363 399 446
Fresno Prep Academy 6/11/1999 NS 375 NS
Gateway Charter Academy* 5/12/1999 NS NS 284
New Millennium Institute of Education Charter School 9/11/1998 NS NS NS
Renaissance Charter School 7/13/2000 NS NS NS
School of Unlimited Learning 7/21/1998 355 346 304
Sunset Charter School 6/11/1999 343 424 414
Los Angeles Unified School District
Accelerated School 1/14/1994 574 654 706
California Academy for Liberal Studies 9/7/2000 NS NS 700

920
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Chartering Entity/Charter School

Los Angeles Unified School District—continued

Camino Nuevo Charter Academy

Camino Nuevo Charter Middle School

CHIME Charter School

Community Charter Middle School

Crenshaw/Dorsey: Audubon Charter Middle School & Magnet Center

Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:
Crenshaw/Dorsey:

Crenshaw/Dorsey:

Baldwin Hills Charter Elementary
Coliseum Street Elementary School
Fifty-fourth Street Charter Elementary
Fifty-ninth Street Elementary
Forty-second Street Charter School
Hyde Park Charter School

Marlton Charter School

Mid-City Charter Magnet School
Seventy-fourth Street LEARN Charter School
Sixth Avenue Elementary

Tom Bradley Environmental Science
View Park Continuation High School
Virginia Road Charter Elementary School
Western Avenue Charter School

Whitney Young Continuation High School

Crenshaw Learn Charter High School

Fenton Avenue Charter School

Montague Charter Academy

Multicultural Learning Center

Open Charter Magnet School

Palisades: Canyon Charter Elementary

Palisades: Charter High School

Palisades: Kenter Canyon Charter School

Palisades: Marquez Charter School

Palisades: Palisades Charter Elementary

Palisades: Temescal Canyon Continuation High School

Palisades: Topanga Elementary

Paul Revere Charter/LEARN Middle School

Valley Community Charter School

Vaughn Next Century Learning Center

Date Numbered
by the State Board
of Education and
Eligible for
State Funding

4/12/2000
7/11/2001
10/10/2001
6/11/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
9/10/1993
9/13/1996
6/7/2001
5/14/1993
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/14/1999
7/13/2000
6/11/1993

API
1998-99

NS
NS
NS
NS

473

625

440

597

503

479
349
NS

456

482
344

508
NS

446

435
NS

459

473

444
NS

816

832
720

827

902
785
NS
794
747
NS

443

API

1999-2000 2000-01

NS
NS
NS

528

477

657

515

653

519

545
376
NS

508

506

417

536
NS

519

458
NS

452

509

505
NS

840

850
707

851

917

815
NS

861
751
NS

494

continued on next page

API

485
NS
NS

590

485

695

532

622

575

553

414
NS

558

542

470

560
NS

600

471
NS

455

562

585
NS

817

873
714

882

893

839
NS

832
747

650

591
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Chartering Entity/Charter School

Los Angeles Unified School District-continued
View Park Preparatory Accelerated Charter School
Watts Learning Center Charter School
Westwood Charter School

Oakland Unified School District
American Indian Public Charter School
Aspire Public School - Oakland Campus
Dolores Huerta Learning Academy
East Bay Conservation Corps Charter School
Ernestine C. Reems Academy of Technology and Art
North Oakland Community Charter School
Oakland Charter Academy
University Preparatory Charter Academy
West Oakland Community School

San Diego City Unified School District
Audeo Charter School
Charter School of San Diego
Cortez Hill Academy Charter School
Darnall E-Charter School
Explorer Elementary Charter School
Harriet Tubman Village Charter School
High Tech High Charter School
Holly Drive Leadership Academy
King/Chavez Academy of Excellence Charter School
Kwachiiyao/Ixcalli
McGill School of Success
Memorial Academy Charter School
Museum School

Nubia Leadership Academy

O’Farrell Community School: Center for Advanced Academic Studies

Preuss School UCSD

Sojourner Truth Learning Academy

Date Numbered
by the State Board
of Education and

Eligible for API API API
State Funding 1998-99 1999-2000 2000-01
5/12/1999 NS 761 800
9/11/1997 NS 577 681
9/10/1993 842 872 858
2/9/1996 NS NS 436
7/14/1999 NS NS 466
7/14/1999 NS NS 504
12/8/1995 NS 348 NS
7/14/1999 NS NS 440
6/7/2000 NS NS NS
6/11/1993 413 425 423
6/7/2001 NS NS NS
6/12/1998 NS NS 597
7/11/2001 NS NS NS
9/10/1993 510 NS NS
10/11/2000 NS NS NS
9/10/1993 559 558 588
12/8/1999 NS NS 830
1/14/1994 621 620 616
11/9/1999 NS NS 820
10/8/1999 NS 546 504
11/7/2001 NS NS NS
1/7/1998 NS 462 500
11/8/1995 NS NS NS
11/8/1995 497 NS 448
4/14/1995 NS 745 788
9/11/1997 552 682 677
1/10/1994 608 620 620
11/13/1998 NS 820 800
5/12/1999 NS 618 561

NS - No score available. APl scores may not be reported for an individual school for a variety of reasons. For a school to earn an
API score, it must have valid Stanford 9 test scores for a minimum of 100 students, and those students must have been in
the school district the previous year. In addition, API scores are not created for county-run schools, community day schools,
alternative schools, continuation schools, and independent study schools. Finally, the school may not have been open during
the testing year; or the district superintendent (or principal, if an independent charter school) may have certified that the scores
obtained on the administration of the Stanford 9 do not reflect the performance of the students at the school.

* Charter revoked in January 2002.

92

California State Auditor Report 2002-104



abod 3xau uo panuuod

l6'L
£9°0

68T
69°C
0T
£€°C
991
91T
00T
96'C
00
0S°L
LL0
87°C
(€50
$6°0
96°L

(06°0)
o
(cz )

Il
%660

20-100Z pue
000Z2-6661
usamiag
abuey>
abejuadiag

L'SS9
99
€'6/S
6919
8'¢l9
L6S
6°'509
£'v09
€765
9°109
¥'6l9
7’819
9°18S
665
609
¥'96S
8°C6S
¥'819
2'98S
8'SL9
0’LLY
8°18S

€8S
S°C09

20-L00C

6'619
ov9
Y/N
£°609
¥'¢09
0748
$'909
6'96S
'v8S
0'¥6S
0°909
¥'609
VLLS
9°/6S
v'L6S
8'809
8°C6S
8'S19
£°€8S
£619
09
¥°08S
6'£9S
§'08S
L'86S

L0-000C
Yrew

8'¢v9
6'L¥9
4/N
9'66S
L°L6S
(%39
L'Z6S
8'¥6S
8'6/S
8°68S
9°1L09
€909
0°€LS
'S6S
¥'L6S
6'LL9
C'/8S
$'909
/N
¥'LZ9
€°809
0'68S
/N
6'SLS
9°96S

L1
L0

Lz
¥0'C
0z'L
bl
5L
80°C
86°L
S0
7L
780
09°0
€LL

(6£°1)
S0°0
€°0

L1
8L°0
SS°0

SLL
%LL O

000Z-666L  ¢0-L0OOC pue

000Z-6661
udamiag
abuey>

abejuadiag

6'£99
8'¢S9
§'e89
§°S09
0°509
£'66S
€809
L'eL9
9'66S
8°Cl9
L'EL9
L'9L9
9'/8S
§'509
6'509
9°209
9°009
R X4%
98¢
L9
0'0L9
€8s

€889
9209

20-L00C

8'899
S6v9
Y/N
¥'66S
8°L6S
€065
1’909
6'909
£°06S
1'909
<'L09
8'S09
£C8S
$°009
'e09
9519
1'009
9°s29
€689
€129
¥°'S09
LLS
VLLS
¥'£8S
8'66S

10-000Z
buipeay

$°659
6'L59
4/N
0°€6S
6°C6S
9°¢6S
£'66S
9°¢09
¥'/8S
6°009
¥'109
¥'809
8°¢8S
6°109
9°56S
L8819
€009
8°079
/N
0¥L9
6809
0°08S
/N
9°18S
0°86S

0002-666L

666L/vL/L
€66L/v1/S
L00Z/4/9
9661/€1/6
€661/01/6
666L/v1/L
666L/v1/L
666L/v1/L
666L/v1/L
666L/v1/L
666L/v1/L
666L/v1/L
666L/7L/L
666L/v1/L
666L/v1/L
666L/v1/L
666L/v1/L
666L/vL/L
000zZ/ZL/Yy
v66L/vL/L

6661/11/9
666L/CL/S
666L/11/9

Buipuny 3jers
410y 31qib113
pue uonesnpg jo
pieog a1e3s ay1 Aq
paJaquinp 3ajeq

Z0-100Z Ybnouy 000Z-6661 SIedA dlwdpedy
sannug buualieyd pajdsjas Jno4 Ui sjooyds Jayeyd
10} G ybnouy] z sapetn 10j $3100S g plojuels abeiaay

Aleyuswa|g JayieyD uokue) sapesijed

|ooyds 12U
193U bui

Awaspeoy

ben Joeyd uado
uiea jenynnny

J9yeyD anbejuo

JOOYdS J93BYD) SNUSAY UOJUSS

JO0YDS J93BYD) SNUSAY UIDISSA
Jooyds Aiejuawia|3 Jaueyd peoy eluibiip
9DUIIDS [PJUSWIUOIIAUT AS|prIg WO

AJeJUSWS|F SNUIAY YIXIS

:Aasioq/meysuaid
:Aasioq/meysuaid
:Aasi0oq/meysuald)

:A9s1oq/meysuaid)

J00YDS JaHeYD NYVI 192435 YHNoJ-AjusAss :Assioq/meysuasd

jooyds 12ube Janeyd AD-pIA
|OOYDS J3)eyD) UO}eN

|00YS Jauey) sied SpAH

00YdS JaueyD 199.3§ pu0dIs-A104
Kieyuswid|3 19913S Yutu-Ayi4
Aleyuswia|g JayieyD 19215 Yuno-Ayi4
Jo0yds A1ejuawiajg 193435 WIN3sI0D

Aleyuswa|3 JayeyD s||IH uimpleg

:Aasioq/meysuaid
:Aasioq/meysuaid
:Aasi0q/meysuald)
:Aasioq/meysuaid
:Aasioq/meysuad
:Aasioq/meysuaid
:A3s10Qq/meysuald

:Aas10q/meysuald)

Awapedy JajieyD 0ASNN oulwe)

|00YDS pajeIa[ady

1PLISIQ [00YdS paLHuN sajbuy so

|00l

Ydg Jajey) esung

LAwspedy Janeyd Aemsjen

Awapedy Japeyd aunylag-uosip3j

PLISIA [00YdS P

N ousaiy

Jooyds 191iey)/Aug buusyeyd

2O 1149vl

93

California State Auditor Report 2002-104



oz'L
80°0
S0°0
€0'L
e

(08°0)
(1¥'0)

08°0
80
60

(16'0)

60°L
940
Les
88°L
144

6v°L
e
[44n}
%1¥0°¢C

20-1L00Z pue
000Z-6661
uaamiag
abueyd
abejuadiag

fAar44%
£v09
L
€'S¥9
6°C6S
¥'€6S
L'z6S
<'Lo9
0'LS9
L'109
L'Le9
0'L6S
9°68S
YAVA
2209
L'¥09
LS9
¥'009
'6€9
0'LL9
€909
es9
1447
6'¢99
1099

¢0-1L00C

8'8L9
0°009
0919
6°CS9
SL6S
/N
S°L8S
€°¢09
Sr9
9°609
v'8L9
L9LS
Y/N
0°009
¥'L6S
9'66S
99
¥'S8S
L'ee9
L'€L9
§°¢09
8°¢v9
679
€899
£°SS9

10-000Z
e

2002 Alenue[ uj paxyoAal Japey)

“1eaA siy3 4oy a|qe|ieae 110dal 21005 ON - /N

8¥L9
09
6019
£'8¢€9
€eLS
/N
6'96S
£°€09
4/N
€965
6'SL9
€689
4/N
L'€6S
/N
9°L6S
€919
659
¥'£29
7’865
4/N
9'ev9
0v9
6'SS9
6'9%9

0002-6661

90
@
(62°0)

08'C

8T

L9°0
8L'L

S€0
90°L
(8¢°1)

(05°0)

'L
60°0
L6'L
0'C
90°¢

((IX0)]

((IX0)]

0
%b0°L

20-1L00Z pue
000Z-6661
uaamiag
abueyd
abejuadiag

fAar44%
€609
8'819
£°€99
6209
£'T6S
€019
L'SL9
0249
1009
9'929
§98S
97209
0°08S
§°C6S
8'L09
€659
919
L'Z¥9
8'¢09
6129
97199
L'959
049
£°€99

20-1L00C

2029
€609
€619
L7199
$96S
/N
L°¢6S
9¥1L9
L'199
£°€09
8'C79
998
Y/N
9°'88¢
0589
6'C09
£°SS9
€665
Le9
£'66S
€¥29
199
8'859
8499
€199

L0-000C
buipeay

S/19
919
9°029
9°S¥9
'L6S
/N
9909
6°£09
4/N
0'86S
0°029
LV6S
4/N
6°C8S
/N
<009
£'859
£°0LS
¥'629
9'L6S
4/N
97299
L°£S9
0°¢/9
§'959

0002-6661

6661L/C1/S
L661/11/6
S66L/vL/Yy
866L/L/1

L00z/Z/LL
6661/8/01
v66L/vL/L
6661/8/T1L
€661/01/6

666L/vL/L
S661/8/T1L
666L/v1/L
666L/vL/L

€661/01/6
£661/11/6
6661/C1/S
€66L/11/9
0002Z/€1/L
666L/vL/L
666L/v1/L
666L/vL/L
666L/v1/L

Buipuny ajeis
4104 3116113
pue uonesnpg jo
pleog 33e3s 3y3 Aq
paiaquiny 3jeq

eluioyife) Jo Ijels

Awapedy buijuiea] yinyy ssuinofos

Awapeoy diysiapea eignN

100YdS WN3sN

11evx|/oeAlydemsy

Jooyds JaueyD 95Ud|[93%3 JO Awspedy zareyd/bury
Awapedy diysiapea] aauq AjjoH

Jjooyds Jareyd abej|iA uewqn) 18LIeH

Jooyds JaueyD Arejuswa|g Jalojdx]

Jooyds Ja3eyd-3 [jeuleq
PUISIa [ooyds payiun A obaiq ues

Uy pue Abojouyda] Jo Awapedy swasy D aunsaull
jooyds Jarey) sdiod) uonealasuo) Aeg iseg
Awapedy buiuiea] euany salojoq

sndwe) puepjeQ - s|ooyds dijqnd aJidsy
PLISI [00Yd2S payiun puepjeQ

J00YdS 1By POOMISIAN

|Jooyds Jaey) Jjua) buluies spepm

JooYDS JaMeyD pajelsjaddy Alojesedald yied MIIA
191Ud) Pujuiea] Ainjua) IxaN uybnep

Jjooyds JaueyD Ajunwwo) A3jjep

Kieyuswia|3 ebuedo] :sapesijeq

Aleyuswa|g JayieyD sapesijed :sapesijed

|ooyds Ja3eyD zanbuey sapesijed

Jo0YdS JaeyD uoAue) J9judy sapesijed

panunuod-1dusig |0oYdS paiun s3pbuy so

Jooyds Jaueyd/Amug buusyeyd

California State Auditor Report 2002-104

94



2bod 1xau uo panuruod

789 6'899 1’559 7929 76T L'v9 S€€9 8'579 6661/71/L Awsapedy bujuiea eusny saiojoq
— 199 L'vv9 4/N — 6'9%9 6'€¥9 4/N 6661/v1/L sndwie) puepjeQ - s|ooyds dijqnd adidsy
959 9'199 L'€¥9 6'029 VL€ L'859 0'/¥9 '¥e9 9661/6/T |o0y2S JalieyD dljgnd Uelpu| uedlBWY
€20 7'859 $'SS9 ¥'€59 1S'0 6'SS9 YS9 9759 PHISIA [00YdS payiun puepieo
— L'v69 6'989 /N — 9'689 0'5/9 /N 6661/T1/S [00YdS JaLeYD PaleIa|a0dy Alojeledald ied MIIA
— 9499 ¥'LS9 4/N — ¥'0£9 9'%59 4/N 000Z/€1/L |ooyds Janeyd Ajunwwiod A3)eA
zs0 L'L69 1'069 S/89 610 8°069 €889 5689 6661/71/L |00Y2S 3|PPIN NYVYI1/491eyD 219A3Y |ned
L0 £'8%9 v'¥v9 L'€%9 Sl 9'299 ¥'859 L'€59 6661/v1/L [00y>S 1oube Ja1ieyD AND-PIN :A9s10Q/MeysURID
(€0°0) 0'£¥9 6'9%9 TLY9 €80 6'959 %S9 SS9 6661/71/L 12ua) Jeubey
R} |00YDS 3|PPIIA J91eYD uognpny :A3s10Q/MeYySuLD)
89'C 0°099 6'LS9 8'C¥9 443 L'£99 L1459 6'¥¥9 666L/11/9 |00YdS 3|PPIA JaKeyD Ajunwiwo)
— L'€S9 /N 4/N — €S9 /N 4/N L00Z/LL/L |00Y2S SPPI JS1eYD 0ASNN oulwe)
— 0'6%9 4/N 4/N — 5'0€9 4/N 4/N 000Z/2L/¥ Awspedy sepeyD 0ASNN oulwe)
— §'€99 0'L49 /N — 9499 S'€S9 /N 000Z/£/6 S3IpN3S [eJaqrT Joj Awapedy elusoyed
92'C S'¥89 9'9/9 ¥'699 9¢°L 5'€89 L1'189 €¥/9 v661/7L/L |ooydS pajelaj@ady
(so'L) 9'859 £'959 9'599 (86°0) 7659 ¥'859 £'599 PLISIA [00YdS PaIuN s3Rbuy o]
€'l 8'9%9 9'¢¥9 YAVAS’) LE°L ¥'8€9 S'€€9 8'679 666L/11/9 |00y>S JajeyD J95UNg
— 8'/L¥9 4/N /N — 9'L¥9 4/N /N 8661/11/6 |o0y2S JalieyD uonednp3 JO SINIIsUl WNIUSJIN MIN
- — 8'v€9 /N — — v've9 /N 6661/ZL/S «Awapedy Jaueyd Aemaren
— ¥ Ly9 TL€9 /N — Y've9 9°0€9 /N 000Z/€L/L Awspedy auoisiauiod
910 L°2€9 Tee9 1'9€9 900 §'5€9 TL€9 1'5€9 6661/11/9 Awspedy sepeyD aunyieg-uosipl
%SL°0 799 €199 ¥'199 %90°0 £'099 £'6S9 €099 PHISIA [00YdS payiun ousaly
Z0-L00Z PU®  Z0-L00Z  L0O-000Z 000Z-666L TO-LOOZ Pue  Z0-LOOZ  L0O-000Z  000Z-6661 Buipuny 33e3s Jooyds usyeyd/Amug buusieyd
000Z-6661 000Z-6661 40y 31q16113
[FEEYWNEY: | yiey [FEEYWNEY: | buipeay pue uonesnp3 jo
abuey> abuey> pleog ajeis ayy Aq
abejuadiag abejuadiag paJaqunp ajeq

Z0-100Z Ybnouy 000Z-6661 SIedA dlwdpedy
sannug buualieyd pajdsjas Jno4 Ui sjooyds Jayeyd
104 8 ybnouy] 9 sapeun 10j $3103S g plojuels abeidAy

€D 319Vl

95

California State Auditor Report 2002-104



650
(60°0)
(€0°0)

¥S°0

(0o

€0

(V1 3r4

00°¢

(sz°0)

€0
5’0
L9°¢
LE7°L

%¥S'C

20-1L00Z pue
000Z-6661
uaamiag
abueyd
abejuadiag

v'LL9
L'199
'L69

¥'£99

¥'5S9
£'989
¥'5S9
S'6¥9
0°059
9°LY9
/99
8°20L
4/N
9'659
v'vi9
8°¢99
¥'6¥9
[434%

/N

¢0-1L00C

£L'SL9
SS9
$'689

6’799

6959
€L
0°059
9'8¥9
Y/N
€619
0499
4/N
§'659
0°099
v'LL9
A
1'6€9
0'¥€9

/N

L0—000Z

e

*Z00¢ Alenue[ uj paxyoAal JapeyD 4

-1eaA siy3 10y 3|ge|ieAe 11odal 2103s ON - ¥/N

v'eL9
L7199
¥'169

8'¢99

6'899
/N
es9
6'17¢9
4/N
6'v¢€9
'699
4/N
4/N
€459
6°0/9
£°6€9
9°0¥9
629

6°/€9

0002-6661

120

86'L

7o
(+'0)

(8¥'1)

(€¥°0)
(€5°0)

780
Lz0
S0'9

(81°0)

%eL’L

20-1L00Z pue
000Z-6661
uaamiag
abueyd
abejuadiag

v'SL9
0vL9
969

$°999

L'¥S9
1189
9'vS9
0659
£°0¥9
¥'6v9
€649
8'¢0L
4/N
£°L89
L°£29
L'289
689
LY

/N

20-1L00C

L'SZ9
¥'SS9
'869

9'599

¥'059
€049
059
6°C99
Y/N
£°S€9
6189
4/N
L'€69
8'¢89
0'9/9
6'¢99
Lev9
€'6€9

/N

L0—000Z

buipeay

0'vL9
6°099
L'¥69

€699

6°€99
/N
LS9
§°¢99
4/N
4/N
6°089
4/N
4/N
1289
€'SL9
ev9
1059
9¢9

9'859

0002-6661

6661L/C1/S
866L/€L/LL
v661/01/1

L661/11/6
S661/vL/Y
S661/8/11L
866L/L/1
L00Z/L/LL
6661/8/01L
v66L/vL/L
6661/8/T1L
000z/LL/0L

€661/01/6

8661/21/9
€66L/11/9
666L/v1/L
S661/8/TL

Buipuny ajeis
4104 3116113
pue uonesnpg jo
pleog 33e3$ 3y3 Aq
paiaquiny 3jeq

elulojije) jo ajels
Awapedy buiuiea] yiniy ssuinofos

@SN [0042S ssNald

S3IPNIS dIWBpedy
paduBAPY 10} J2}US)) :|00YDS AuUnwiwo) [|.de4,0

Awapeoy diysiapea eignN

JooydS WN3sniy

Jooyds JaneyD Awapedy |eLOWSI
11[edx]/0BAlIySRMY)

|J00YdS JaueyD) 95Ud|[20%3 JO Awspedy zareyd/bury
Awapedy diysiapest aauq AjjoH

Jjooyds JaneyD abej|iA uewqn] 1oLUeH

Jjooyds JareyD Areyuswa|g Jalojdxy

|00YdS Ja3eyD AWapedY ||IH Z3310D

obaiq ues jo jooyds Japeyd
PUISIa [ooyds payiun A obaiq ues

J00YdS Ayunwiwiod pueyeQ 19

Awspedy J1aueyd puepeQ

My pue Abojouyda] jo Awspedy swaay D dunsaul]l
Jjooyds Janey) sdioD) uonealdsuo) Aeg isej

panuiU0>-1LISIA [00YDS PAYIUN puePeO

Jooyds 1aMeyd/Amug buusyeyd

California State Auditor Report 2002-104

926



IL’o

(810

LL'O
(oL°0)

¥0°0
(ot'¢)
Lo
€0
(X))

010
(18'0)
8€°0

(8L°0)
%(90°0)

20-1L00Z pue
000Z-6661
uaamiag
abuey>
abejuadiag

€669
¥'8LL
8v/9
$'8¢/
89
£°089
9°00£
Loz
/N
/N
6'S89
€799
LLLL
8'0/9
8°¢99
Y/N
€099
9'9/9
¥'889
9°/99
£°099
£'899

6'¢99
0'L69

¢0-L00C

9'869
LCLL
L'€/9
6'¢l/
8189
$°6/9
£°669
Y/N
£9¢€9
/N
6'S89
¥'€89
eels
/N
€°¢99
4/N
Y/N
£°949
S°/89
¥'699
'S99
9999
6'999
6'859
£°069

L0-000C

ye

*200Z Atenue| ui paxoAal apeyD
“1eaA siy} 4oy a|qe|ieae 11odal 21005 ON - ¥/N

7'869
4/N
0949
4/N
/N
6°6/9
€°L0Z
4/N
/N
6'859
9°589
9°$89
&4V
6299
£°€99
6'6/9
4/N
6'S/9
0’769
1°§99
4/N
4/N
4/N
1'599
v'L69

(L0'0)

(zo'v)

rAN(]
(o¥°0)

(1z'0)
#9°v)
85°0
197
€51

120
(19°0)
[T0

LSO
%(0L°0)

0002-666L  ¢0-L0O0C pue

000Z-6661
uaamiag
abuey>

abejuadiag

9°L69
aels
0°299
s0es
1’689
0'689
£°€69
S'¥69
/N
/N
6'€L9
$°659
8'60Z
089
99
Y/N
L'S€9
€'eL9
6’189
27199
£'8%9
9099

9059
€189

¢0-L00C

S'L69
9°50/
8'¢99
yees
L'¢69
6'889
V69
Y/N
8'¥¥9
/N
€VL9
9°¢L9
8'60/
S /Y9
1859
4/N
Y/N
8'LL9
1’189
L'SY9
YAVAS)
0'659
8'199
¥'9/9
'L89

L0-000¢

buipeay

£°169
4/N
8'899
4/N
/N
889
$°969
4/N
/N
9'¥99
€S9
9°169
£°S0/
6'C99
[44%
6°¢L9
4/N
6'L/9
L'989
6'659
4/N
4/N
4/N
€LV9
0°¢89

0002-666L

866L/€L/LL
S661/8/11
6661/6/11
000z/LL/0L
€661/01/6

L00Z/4/9
S661/8/TL
9661/6/C

666L/v1/L
666L/v1/L
6661L/vL/L
666L/vL/L
666L/v1/L
666L/v1/L
666L/v1/L

8661l/12/L
0002Z/€L/L
866L/11/6
6661/1/S
666L/11/9

Buipuny ajeis

pue uonednpy jo
pleog a1e1s ay3 4q
pa4aquinN 3leq

20-100Z Ybnoayy 000Z-6661 SiedA dlwdpedY
sanug buualieyd padslas JNo4 Ul sjooyds Jaeyd
10} LL ybnouay] g sapean 10} s2101§ ¢ piojuels abeiday

ejuiojije) Jo ajels
ason [ooyds ssnaid
|00YDS Ja1ieyD) AWapedy [BLOWSA
[0oys Jaueyd ybiH ysaL ybiy
|OOYDS o)y Awspedy |[IH Z330D
ob31Q ues Jo [00YdS JaNeyD)
1ISIA [ooyds payiun A obaiqg ues
Awapedy Japey) Alojesedald Aysiaaiun
Jjooyds Jauey sdio) uonealasuo)) Aeg iseg
JOOUYDS JajeyD d1jgngd Ueipu| ueduswy
PLISIQ [00YdS payiun puepjeQ
jooyds ybiH uonenunuos uokued) [edsawsa) :sapesijed
jooyds ybiy Ja1iey) :sapesijed
jooyds ybiH uonenupuod) bunoi Asunypn :Assiog/meysuald)
Jooy2S ybiH uoneNuURUOY jued M3IA Aasioq/meysuaid
jooyds 12ubepy Janeyd AID-pIA Assioq/meysuaid
|00YDS Ja)ey D) UolelA (Assioq/meysusld)
jooyds ybiH JapeyD ulea ] meysuald
PISIA [00YdS payiun saRbuy soq
Bujuses paywijun Jo [0oyds
|OOUDS JanleyD aduessieuay
|O0YDS J3)ieyD) UO[REINPT JO 3INJISU| WNIUUS|IA MIN
LAwapedy Janeyd Aemsjen
Awapedy daid ousalq

121ISIQ |00YDS PAHUN OusdLq

Jooyds Jaueyd/Amug buusyjeyd

¥'O 3149vl

97

California State Auditor Report 2002-104



Blank page inserted for reproduction purposes only.

98 California State Auditor Report 2002-104



Agency’s comments provided as text only.

Fresno Preparatory Academy, Inc.
3381 North Bond, Suite 102
Fresno, CA 93726

October 16, 2002

California State Auditor*

Attn: Elaine M. Howle, Auditor
555 Capital Mall, Suite 300
Sacramento, CA 95814

Dear Ms. Howle:

| wish to thank you and all your staff for their tireless and unfortunately unappreciated efforts to
comply with the request from the Joint Legislative Audit Committee. While we can’t speak for all
charter schools, we can see that the end result of this process will be a better informed charter
school with a more streamlined assessment vehicle.

Fresno Prep Academy is one of many fourth-year charter schools that have seen the charter move-
ment go from its infancy to its awkward adolescence with all the pitfalls and challenges. We have
seen the transformation of the open-ended charter school law of 1992 to a law that has associated
with it the bureaucratic red tape of non-charter public schools. This growth process is not without
problems. It is our hope that a collaborative effort between charter schools and their sponsoring
agencies will produce highly efficient and productive charter schools. To this end we have taken this
audit review as a first step in this healing process.

We have attached our responses to those areas pertaining to our charter school and we ask that
our responses, along with the responses of other charter schools, be taken in the manner in which
they were intended. We hope that we can shed some light on many of the problem areas of the
charter school movement.

If there is any further information or materials you might need to complete this document, please
contact me at your earliest convenience.

Sincerely,

(Signed by: Earl C. Vickers)

Earl C. Vickers, Consultant

* California State Auditor’'s comment appears on page 103.
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RESPONSES
Chapter 1

“Sponsoring agencies lack oversight guidelines and do not periodically monitor their char-
ter schools’ performance against the agreed-upon measurable outcomes.”

Fresno Preparatory Academy completed an annual report as well as a compliance review report of
their charter for their sponsoring agency in the 2001-2002 school year. These two reports were the
first reports of that nature that were required by Fresno Unified School District in our three years

of operation. While, in the opinion of some outside sources, these reports may not have sufficiently
assessed the academic health of our charter schools, they formed a reasonable benchmark begin-
ning for in-depth reports in subsequent years. The whole charter school experience has been a
learning process for the charters as well as their sponsoring agencies. We are reasonably sure that
the experience gained with this report will translate to better assessments by all parties.

“Some charter schools assess their students performance against the charters’ measurable
outcomes in their charters, but other schools do not.”

The measurable student outcomes as detailed in our charter petition are as follows: 1) Academic
Progress, 2) Job Readiness, 3) Work Experience, & 4) Personal Objectives.

In the fall of 2000-2001, our second school year, Fresno Prep Academy narrowed its student focus
from a 9-12 high school with an education/business concentration to a transition school for retained
8th graders and first year 9th graders. This decision was reached by collaboration with our spon-
soring agency. We found that many of our students in the previous year had so many deep-seated
emotional and academic problems that they became socially ineligible for job shadowing and work
experience. We worked with our sponsoring agency to attract a student population that had fewer
problems and could possibly be saved from dropping out of school. This was the first year of State
mandated retention policies for all districts. Part of the retention process was the development of
strategies and programs to help the retained student. Fresno Prep became that important program
in the retention process. We still addressed the needs of continuing students with an independent
study program that offered core classes along with classes to make them more marketable from an
employment point of view. We could only measure academic progress and personal progress. Aca-
demic progress can only be measured by a comparison of previous academic levels with academic
levels at the current date. The paper trail of Cumulative Permanent Records is drastically slowed
due to the increased numbers of requests for transcripts that are received by local secondary public
schools in the first months of every school year. This backlog of requests may take months to be
completed. In many instances we have had to wait a full semester to receive student records. The
records that we receive may not be current in regards to test scores and special education IEP’s

or assessments. As is the custom, the test scores for the Sanford9 Tests for the previous school
year are not made public until the end of October and would not be included in many student
records. Many of our at-risk students have incomplete testing records due to their high transience
and attendance levels. Therefore, we can only measure student growth during the time in which
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we have the student in our program. We have each student do an autobiography and goal projec-
tion at the beginning of the semester to formulate a starting point from which to begin our assess-
ments. We keep a portfolio on each student in order to see and record academic growth. Each
student is enrolled in the core curriculum along with grade specific electives. The electives we offer
the ninth grade students is Peer Communication which is a semester class on conflict resolution
and a semester class of literacy work in a laboratory setting using technology as a tool. We offered
our independent study program at the request of our sponsoring agency due to the numbers of
students that leave and enter the district in mid semester. In many cases all of the alternative sites
in the district are full and the district needed another site that could and would accept continuing
students temporarily to complete the semester. We enroll these students in independent study and
continue in the course work that they need so as to allow them to stay on track with their class-
mates and become eligible to re-enter the high school in their attendance area if possible. Many of
these students have not taken any standardized tests and are with us for a very short time. It would
be highly improbable to measure one year’s growth academically. In most cases they make what-
ever credits they can while they are here and then move on to other schools. We enroll these stu-
dents in the core classes that they need in order to help them make progress towards graduation.

Chapter 2

“Sponsoring agencies lack policies and procedures for thorough fiscal monitoring and have
not adequately monitored their charter schools.”

Sponsoring agencies as well as charter schools were not prepared for the complexity of the charter
school movement. Fresno Unified School District approved our charter proposal in the spring of
1999 and we went about getting set to open our doors for the 1999-2000 school year. We signed

a lease on a 40-year-old building that was centrally located in the inner city of Fresno between two
major freeways and with a municipal bus stop in front of the school. We unrealistically estimated
our enrollment to be 140 students and received an advance apportionment to get us started. We
realized very soon that our apportionment money would not cover our costs, especially when the
City of Fresno building inspectors informed us in the middle of the school year that our building had
a business B-2 occupancy and we must apply for and complete a change of occupancy to an E-2
occupancy. We applied for a loan from the Charter School Revolving Loan Fund and we received $
250,000 to help in the many start-up costs. We also applied for and received a Federal Implementa-
tion Grant for $ 150,000 to help install our technology equipment to make us eligible to apply for a
Digital Grant. The start-up loan payment is taken from our monthly apportionment monies in four
consecutive months in the spring of each year and amounts to $50,000 per year for 5 years. We,
like our sponsoring agency, found out that we didn’t have the resources or manpower to handle

all the complexities of running or overseeing a charter school. The end result of all our facility and
manpower shortages caused us to have a fiscal shortfall. We spent over $ 130,000 on just building
improvements to complete our change of occupancy. We turned in our first independent audit late
to our sponsoring agency due to our not anticipating the scope of the audit as well as the length of
time to complete.
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We feel that our charter school governing board as well as the alternative education division of our
sponsoring agency are now feeling the result of being under prepared to handle all the complexi-
ties of this process. | feel that our school will become fiscally sound now that building costs will be
reduced to a minimum and we now are experiencing increased support and advice from our spon-
soring agency.

“Sponsoring agencies do not sufficiently review audit reports or insure that audit findings
are resolved.”

Fresno Prep experienced the finding of ten (10) problems that were listed in our audit. We
responded to all the items in detail and sent our district as well as the California Department of
Education copies of our audit along with responses. We assumed that if our sponsoring agency or
the Department of Education had any issues concerning the nature of the problems listed in the
audit or our responses then they would communicate them to us in some form. Our audit stated
that we were compliant in all areas; however improvements were needed in several areas. We have
complied with all the improvements and we realize that the audit process is in its self a learning
process and growth must occur. | doubt that many new charter schools had a perfect audit with no
improvements recommended.

We feel that with our unstable fiscal forecast for our state and the backlash from the negative pub-
licity concerning charter schools have cast a cloud of uncertainty on school finance in general. We
hope to work with our sponsoring agency to insure a collegial atmosphere and mutual understanding.

Appendix B
“Analysis of charter schools’ financial information — fiscal year 2000-2001.”

The concept of a reserve balance for all public schools is all well and good as it relates to overall
fiscal solvency. | am sure that every charter school would love to have a 5 % reserve balance. The
real world paints a drastically different picture. Most charter schools have enroliments change from
month to month and year to year. Most large public schools and districts have a reasonable secure
student base to begin each school year to allow for adequate staffing and facilities. Cash flow is
not usually an issue in these large schools/districts. Charter schools are faced with last minute
hires and lay-offs to accommodate student population levels. | hope that all the parties involved

in this issue can understand that charter schools have a difficult time acquiring experienced staff
especially when most districts can offer lifetime benefits for those employees that demonstrate long
tenures with the district.

Most people in education are painfully aware of the pending budget cuts for education and uncer-
tainty of our fiscal future. Most people are not aware that most large districts will take out short-term
loans to ride through the tough times. Most charter schools with 3 or 4 years of experience are not
a very good candidate for loans and therefore must make due with what they have.

There is relief on the horizon with the incorporation Prop 39 monies for charter schools to request
facilities from a district that has children in the charter school. Fresno Prep has made a request for
facilities from their sponsoring agency for the 2003-2004 school year. The number one cause for
fiscal problems for most charter schools is facilities and this proposition could make a significant
impact on school fiscal climate.
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COMMENT

California State Auditor’s Comment
on the Response From the
Fresno Preparatory Academy

the Fresno Preparatory Academy’s (Fresno Prep) response
to our audit report. The number below corresponds to the
number we placed in the margin of Fresno Prep’s response.

To provide clarity and perspective, we are commenting on

. Although the term “sponsoring agency” is in the statutes, we
have changed the term to “chartering entity” to more closely
conform to the language of the Charter Schools Act of 1992. The
change in term does not affect any of the findings or recommen-
dations in our report.
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Agency’s comments provided as text only.

Fresno Unified School District
2309 Tulare Street
Fresno, CA 93721-2287

October 24, 2002

California State Auditor*
Bureau of State Audits
555 Capitol Mall, Suite 300
Sacramento, Ca 95814

Attention: Elaine M. Howle

Dear Ms. Howle:

Enclosed is the Fresno Unified School District's Executive Summary and Response to the audit

report from your office.

Please contact Dr. Marilyn Shepherd, Administrator, Student Support Services, 559 457-3913, if

you have any questions.
Thank you.

Sincerely,

(Signed by: Santiago V. Wood)
Santiago V. Wood, Ed.D.

Superintendent

Enclosures

* California State Auditor’s comments begin on page 127.
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FRESNO UNIFIED SCHOOL DISTRICT'S RESPONSE
TO CALIFORNIA STATE AUDITOR’S OCTOBER 15,2002 DRAFT AUDIT
‘ ENTITLED “CALIFORNIA’S CHARTER SCHOOLS: MONITORING AND
OVERSIGHT AS ALL LEVELS COULD BE STRONGER TO ENSURE CHARTER
SCHOOLS ACCOUNTABILITY”

EXECUTIVE SUMMARY

The Fresno Unified School District believes the State Auditor’s report is fundamentally flawed.
The audit’s flaws appear to arise from a fundamental misunderstanding of charter school law,

. which manifested itself in the audit’s creation of its own particular (and statutory unfounded)
criteria for evaluating school district oversight of charter schools. While audits of most State
government subdivisions and programs would be routine and would likely involve similar
standards, charter schools are truly a unique creation of the State Legislature. Charter schools are
not, and never were intended to be, to be overseen, supervised and managed as if they were an
ordinary subordinate department, bureau or office of the school district, and thus cannot be fairly
evaluated in this way.

One would reasonably expect that such an audit would evaluate how a specific statutory scheme
is being carried out in the field, and then make recommendations as to how the laws could be
improved. Instead, the audit appeared to start by first generating its own ideas of what the law
should require with respect to charter school oversight, and then measured school districts
against this artificial standard. Predictably, the audit concludes school districts have failed to
meet the audit’s newly created standards. What is most confounding is that the audit actually
could make constructive suggestions about how oversight of charter schools might be improved.

The following points relating to basic deficiencies in the audit are addressed in detail by Fresno
Unified:

. The audit relies on the reference to “accountability” in Education Code section 47601,
‘ without acknowledging all of the intent behind the creation of charter schools and even
misunderstanding “accountability “ in the context of charter schools.

‘ . The audit demonstrates basic misunderstanding of charter school law through its
repeated misuse of charter school terminology.

. The audit contradicts charter school law by criticizing school districts for tolerating “non-
. objective” pupil outcomes, and defines “academic performance” as the only acceptable
measurable pupil outcome to be identified and pursued by charter schools.
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. Rather than acknowledging the real limitations and absence of legal authority existing
in current charter school law, the audit “implies” duties and assumes the existence of
powers which do not legally exist.

. The audit fails to acknowledge the existing statutory limitations to demanding financial
reports from charter schools.

. The audit ignores the statutory requirement that a charter school’s annual independent
financial audits meet “generally accepted accounting principles”, and creates its own
standard for audits, and then chastises school districts for not unlawfully imposing them
on charter schools.

. While the Charter Schools Act expressly freed charter schools from Education Code
requirements, the audit has reimposed the Education Code’s budgetary reserve
requirements.

. The audit repeatedly asserts that chartering agencies can and should “withhold fees”

despite the fact that no legal authority exists for such withholding.

. The audit creates strict accounting standards for school district expenses relating to
charter schools and then condemns districts for not meeting the new standards.

In addition to all of the general deficiencies of the audit as set forth above, the audit also makes
specific statements directed to Fresno Unified which are inaccurate, misleading or otherwise
objectionable. The District’s response identifies and challenges 15 specific statements in the
audit related specifically to Fresno Unified.

It is our expectation that the State Auditor will give due consideration to our response, and
ultimately concur with our recommendation and request that the starting point of the audit, its
understanding of charter school law and definition of standards, be re-worked from scratch.
Specifically, it would be helpful for the audit team if charter school law experts were brought

into the process at the beginning. Such charter school law experts could include representatives
from charter school advocacy groups and school districts with knowledge of the law and real
world experience in applying it. Additionally, the process should be transparent and open to
input from the districts who are the subject of the audit.

Alternatively, we note that Education Code section 47616.5 requires the Legislative Analyst to
contract for a comprehensive neutral evaluation of the entire charter school system, with the
report to be submitted by July 1, 2003. This statutorily mandated report process easily exceeds
the current audit in both scope and resources. Accordingly, rather than re-work the current audit
from scratch, it may make sense to take no action and simply defer analysis, conclusions and
recommendations to the Section 47616.5 report.
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FRESNO UNIFIED SCHOOL DISTRICT'S RESPONSE
TO CALIFORNIA STATE AUDITOR’S OCTOBER 15,2002 DRAFT AUDIT
ENTITLED “CALIFORNIA’S CHARTER SCHOOLS: MONITORING AND
OVERSIGHT AS ALL LEVELS COULD BE STRONGER TO ENSURE CHARTER
SCHOOLS ACCOUNTABILITY”

OCTOBER 24, 2002

A. Introduction

The Fresno Unified School District believes the State Auditor’s report is fundamentally flawed.

The audit’s flaws appear to arise from a fundamental misunderstanding of charter school law,
which manifested itself in the audit’s creation of its own particular (and statutory unfounded)
criteria for evaluating school district oversight of charter schools. While audits of most State
government subdivisions and programs would be routine and would likely involve similar
standards, charter schools are truly a unique creation of the State Legislature. Charter schools are
not, and never were intended to be, to be overseen, supervised and managed as if they were an
ordinary subordinate department, bureau or office of the school district, and thus cannot be fairly
evaluated in this way.

One would reasonably expect that such an audit would evaluate how a specific statutory scheme
is being carried out in the field, and then make recommendations as to how the laws could be
improved. Instead, the audit appeared to start by first generating its own ideas of what the law
should require with respect to charter school oversight, and then measured school districts
against this artificial standard. Predictably, the audit concludes school districts have failed to
meet the audit’s newly created standards. What is most confounding is that the audit actually
could make constructive suggestions about how oversight of charter schools might be improved.

It is our recommendation and request that the starting point of the audit, its understanding of
charter school law and definition of standards, be re-worked from scratch. Specifically, it would
be helpful for the audit team if charter school law experts were brought into the process at the
beginning. Such charter school law experts could include representatives from charter school
advocacy groups and school districts with knowledge of the law and real world experience in
applying it. Additionally, the process should be transparent to the districts who are the subject of
the audit. For example, there are many ambiguities in charter school law, and these ambiguities
have been interpreted in many different ways. The legal interpretations and positions adopted by
the audit team should therefore be explained and supported by reasoned legal analysis, available
for review and comment by the school districts. Where ambiguities in the law are not clearly
resolvable, the audit should allow for the different interpretations by different school districts or
suggest legislative clarifications, not criticisms of school districts for their inability to enforce
ambiguous laws.
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Alternatively, we note that Education Code section 47616.5 requires the Legislative Analyst to
contract for a comprehensive neutral evaluation of the entire charter school system, with the
report to be submitted by July 1, 2003. This statutorily mandated report process easily exceeds
the current audit in both scope and resources. Accordingly, rather than re-work the current audit
from scratch, it may make sense to take no action and simply defer analysis, conclusions and
recommendations to the Section 47616.5 report.

B. General Flaws and Deficiencies throughout the Audit

1. The audit relies on the reference to “accountability” in Education Code section 47601,
without acknowledging all of the intent behind the creation of charter schools and even
misunderstanding “accountability “ in the context of charter schools.

The audit is based upon an initial misunderstanding of charter school law, resulting in the

creation of unsupported expectations based more upon what the auditors wanted charter school

law to be, rather than what it actually is. The audit appears to begin and end its interpretation of

charter school law with subdivision (f) of Education 47601, which sets forth the Legislature’s

intent regarding the accountability of charter schools. But charter schools do not exist for the

purpose of being held accountable to public school districts. To the contrary, the essence of .
charter schools is found in the other subdivisions of Section 47601, which state that charter

schools are intended to encourage “different and innovative teaching methods”, “increase

learning opportunities”, “create new professional opportunities”, and “provide parents and pupils
with expanded choices in the types of education opportunities”.

Furthermore, Education Code section 47601 also intends that charter schools “provide vigorous
competition” to existing public schools. Given this intent behind charter school law, even the
audit’s understanding of its sole standard, accountability, is called into question. While the audit
views charter schools as being solely accountable to school districts, Section 47601 does not
identify to whom charter schools are to be held accountable, but simply states the intention that
they be accountable. Given the “vigorous competition” intended to occur with existing schools

of school districts, the Legislature apparently understood that a charter school could not fairly
compete with a school district while at the same time being subject to aggressive monitoring,
excessive accountability standards, and intrusive corrective action. More than anything else,
charter schools have been defined so as to be strictly accountable to parents and pupils—unlike the
schools of public school districts, no pupil in the State is required to attend a charter school, and
every student in the State is free to attend a charter school. Ultimately, the choices of parents and
pupils to attend any given charter school will determine the ultimate success or failure of that
charter school.

Ultimately, the audit fails to understand that charter schools are not, and never were intended to
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be, subdivisions of school districts, to be supervised as if they were a subordinate department,
bureau or office of the school district, and thus cannot be fairly evaluated in this way.

2. The audit demonstrates basic misunderstanding of charter school law through its
repeated misuse of charter school terminology.

The terminology used throughout the audit suggests a fundamental misunderstanding of the
statutorily created relationship between a chartering agency and a charter school. The following
are examples of the misleading terminology which permeates the audit:

(a) “Sponsoring Agencies” and “Sponsors”. The audit elects to refer to chartering agencies
repeatedly and exclusively as the “sponsors” of charter schools. In the Charter Schools Act
agencies that grant charters to charter schools are referred to as the “Chartering agency” for
good reason. To “sponsor” something implies supporting, endorsing, or vouching for it. When a
charter petition is submitted to a chartering agency, it is legally irrelevant whether the charter-
ing agency supports, endorses or can otherwise vouch for a charter school. Education Code
section 47605 requires a chartering agency to grant a charter unless the specified grounds
are established for denying the charter. These grounds do not include whether the chartering
agency endorses or supports the charter school. In fact, many charter schools existing today
were granted charters not only without express endorsement or approval of a school district,
but despite opposition from the school districts. The term “sponsoring agency” came into use
in 1999 as a term of art with respect to the funding scheme for charter schools, as a way to
delineate which public entity is required to front a portion of property taxes to charter schools
pursuant to Education Code section 47635. Its use throughout this audit demonstrates both
a basic misunderstanding of the law, as well as a potential predisposition against chartering
agencies.

(b) “Charter agreements”, “Agreed-upon provisions” and “Charter represents an agree-
ment between it and the sponsoring agency”. A charter is not an agreement. The charter
school and chartering agency do not “agree” to a charter. A school district that receives a
charter petition has no legal authority to negotiate any terms of the charter and has no ability
to deny a charter absent establishing the grounds specified by Education Code section 47605.
An agreement can be generally understood as terms and conditions voluntarily negotiated
and assented to between two or more parties and which define the rights and responsibili-
ties of the parties. A charter, on the other hand, can be generally understood as a document
which defines the goals, characteristics, and practices of the charter school, and binds only
that one entity. By referring to charters as “agreements”, the audit implies a voluntary consent
to everything in the charter by the chartering agency. But such consent does not exist nor is it
intended to be a requirement for the granting of a charter. By implying such consent, the audit
seems to be bolstering its own idea of what the relationship should be between a chartering agency
and charter school, an idea without a basis in existing law and which should more appropri-
ately be presented as a legislative recommendation than used against school districts as if it
were existing law.
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(c)

(d)

(e)

“Approve charters”. Again, the audit misleads by choosing to use its own word, “approve”, to
refer to the granting of a charter by a chartering agency, rather than the statutory terminology.
The Charter Schools Act does not require nor even expect that an agency which receives a
charter petition will “approve” of the charter school. Charter schools are intended to compete
directly with existing public schools, and as such, their existence cannot be subject to the
actual approval of the school district. Chartering agencies are required by Education Code
section 47605 to grant a charter petition in all circumstances, unless it can establish the speci-
fied grounds for denying a charter petition.

“Fiscal health” and “Academic health”. Again, nowhere in charter school law does there
exist a standard of “fiscal health” or “academic health” which a charter school must meet

and which a chartering agency must “ensure” or take “corrective action”. While new laws and
regulations creating and defining such standards might or might not be warranted, rather
than simply making this recommendation the audit once again assumes that this standard
already exists and then criticizes school districts for not ensuring it is met. Further, as stated
elsewhere in this response, the Legislature gave chartering agencies only one power to take
corrective action, the power to revoke a charter. Education Code section 47607, setting forth
the grounds for revocation, does not refer to concerns over “fiscal health” or “academic health”
that may lead to problems in the future. Under Section 47607, unless a charter school fails
“to meet generally accepted accounting principles, or engaged in fiscal mismanagement”, a
charter may not be revoked. While poor “fiscal health” (never specifically defined by the audit)
would not be a good thing, such a charge would likely fall short of the statutory grounds of
engaging in fiscal mismanagement or failing to meet generally accepted accounting prin-
ciples.

“Academic Monitoring”. This is a phrase invented by the audit but which has no actual basis
in charter school law. While the audit may believe “academic monitoring” powers should be
added to the law, they do not now exist. Further, the Legislature which enacted the charter
school laws may very well object to “academic monitoring” by school districts, coupled with
actual power to “take corrective actions”. Such pervasive monitoring and oversight of char-

ter school curriculum would be antithetical to one of the basic premises underlying charter
schools. Charter schools are expected to experiment, be innovative, and provide an education
different from the existing public school structure. Having a public school district monitor and
correct the academic programs of charter schools would defeat one of their very purposes.

The audit contradicts charter school law by criticizing school districts for tolerating
“non-objective” pupil outcomes, and defines “academic performance” as the only
acceptable measurable pupil outcome to be identified and pursued by charter schools.
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While academic performance would certainly be a significant measure of a charter school’s
success, the audit proceeds as if this is the exclusive measure of whether a charter school is
pursuing or meeting its pupil outcomes. Further, the audit suggests that charter schools should
have only objectively measurable student outcomes. The audit states:

As Table 4 shows, all 12 of the sample schools had at least two outcomes in their charter
agreement that could be measured objectively and were adequate indicators of student
academic performance. However, 34 percent of the outcomes listed in the schools’
charters were not related to academic performance. Objective measures of student
performance are important because they provide clear indicators against which a school
can measure itself and demonstrate to others its accountability.

(The audit’s basic misunderstanding of the chartering agency-charter school relationship
is addressed elsewhere in this report--here it is evidenced by reference to the “charter
agreement” (a charter is not an agreement) and the “sponsoring agency” (a chartering
agency does not “sponsor” a charter school)).

The audit than goes on to criticize the goal of increased attendance as not sufficiently measurable
with respect to academic performance, and states that it has therefore ignored any successful
charter school efforts toward assessing and meeting this goal.

Once again, the audit creates its own definition of what is an appropriate measurable pupil
outcome for charter schools (“objectively measurable academic performance”), then proceeds to
condemn school districts for not forcing this definition on “its” charter schools. The requirement
that charter schools identify and pursue measurable pupil outcomes is found in Education Code
section 47605(b)(5)(B), which requires the charter school to provide a reasonable description in
its charter of the following:

The measurable pupil outcomes identified for use by the charter school. “Pupil

outcomes” for purposes of this part, means the extent to which all pupils of the school
demonstrate that they have attained the skills, knowledge, and attitudes specified as goals
in the school’s educational program. (Emphasis added.)

First, the audit’s requirement that “objectively measurable” standards of “academic performance”
be used to judge whether pupil outcomes are being adequately monitored by school districts and
charter schools is contrary to the statutory law, which expressly allows for outcomes related to
skills and attitudes, in addition to objectively measurable knowledge. Using the example of
increased attendance, which was dismissed by the audit as unacceptable, it is easy to understand
how this measure would be relevant to achieving goals related to skills and attitude. Showing up
consistently for class, regardless of one’s test scores, demonstrates the basic (yet frequently
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overlooked) job skill of showing up for work every day, as well as a positive attitude toward
learning. With respect to attitude, low test scores combined with increased attendance could
even suggest the development of the desirable attitude of persistence in the face of adversity.
While such goals would be expressly permitted by statute, and even encouraged by the intent of
the Charter Schools Act, they apparently do not fit into the audit’s preconception of what the law
should be, and thus the law itself is ignored.

4. Rather than acknowledging the real limitations and absence of legal authority existing
in current charter school law, the audit “implies” duties and assumes the existence of
powers which do not legally exist.

The legal starting point for the audit’s creation of standards it then applies to school districts is,

admittedly, an implication. The audit concedes that there is no express statutory (or regulatory)
requirements, directions or guidance regarding how and to what extent a chartering agency .
should carry out its oversight of a charter school. Undaunted, the audit simply asserts, without

legal support, that all of its newly created standards for oversight are “implied” by the law. The

audit then goes so far as to express “surprise” when they discover school districts have not

necessarily recognized the same implied standards assumed to exist by the audit.

One example can be found in the following sentence, which criticizes a specific chartering
agency for failing to do that which it has no legal authority to do:

By not monitoring its charter schools effectively, [the school district], as a sponsoring
agency, may not ensure that its schools are providing students with a suitable curriculum
and education opportunities and cannot identify when corrective action is necessary.

Putting aside the misuse of terminology which implies a relationship and control which does not

exist, here the audit implies powers that do not legally exist, and then criticizes a school district ‘
for not exercising the fictional powers. Nowhere in the Charter School Act are chartering

agencies given the responsibility or power to ensure that a charter school is providing its students

with a suitable curriculum and educational opportunities. The Charter School Act was carefully

crafted to prevent chartering agencies from imposing their view of what is a “suitable”

curriculum or what “educational opportunities” should be offered to the students of a particular

charter school. Charter schools have been intentionally protected from any such interference by

districts in order to allow for innovation and experimentation.

Even if, in the above example, a chartering agency were legally permitted to determine the
suitability of a charter school’s curriculum, the audit misidentifies the possible remedies of a
chartering agency. Throughout the audit school districts are chastised for not taking “corrective
action”, which is never quite defined, but is identified as a separate action than revoking a
charter. Legal authority to take “corrective action” short of revocation simply does not exist. As
stated above, the Charter Schools Act was structured so as to prevent chartering agencies
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meddling, micro-managing or otherwise interfering with the operation of charter schools.
Chartering agencies were entrusted with only one power to control the operations of an existing
charter school--the ultimate power to revoke a charter and permanently close its doors pursuant
to Education Code section 47607. The audit’s failure to understand this fundamental limitation

on chartering agencies is evident throughout the report, and leads to baseless criticisms of school
districts. In addition to giving chartering authorities just that one big stick of revocation, section
47607 limits the grounds for revocation. A charter may not be revoked for concerns about the
“suitability” of its curriculum or differences of opinion regarding “educational opportunities” for
charter students. A charter may be revoked only when the chartering agency finds that the
charter school:

1. Committed a material violation of any of the conditions, standards, or procedures set
forth in the charter.

2. Failed to meet or pursue any of the pupil outcomes identified in the charter.

3. Failed to meet generally accepted accounting principles, or engaged in fiscal
mismanagement.

4. Violated any provision of law.

Given the structure and intent of the Charter Schools Act, in practice only a few chartering
agencies have taken the drastic step of revoking a charter, and only in response to the most
serious grounds.

5. The audit fails to acknowledge the existing statutory limitations to demanding financial
reports from charter schools.

When school districts are able to stretch the law and require more accountability of charter
schools, they should be commended by the audit. Instead, such efforts are used to criticize any
other instances where a school district did not take such aggressive action.

A clear example of this is the way some school districts have effectively used the Memorandum
of Understanding (MOU) to get charter schools to provide financial information above and
beyond what is required by statute. In a typical MOU, the school district agrees to provide
certain services to the charter school, typically for a fee. As part of the agreement, some school
districts, such as Fresno, require charter schools to submit preliminary financial reports in
addition to the Annual Financial Audit. Rather than commend such school districts for
successfully negotiating such terms with its charter schools, the audit considers this to be a
minimum standard that all school districts must meet, and then condemns those that do not.
Again, however, the newly created standard has no basis in the current charter school law.
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First, the Charter Schools Act limits the what financial documents may be required of a charter
school. This is consistent, as stated elsewhere herein, with a statutory scheme premised on

freeing and protecting charter schools from existing school district burdens. A school district is

only permitted to impose those burdens on a charter school that it is expressly allowed to impose
by statute. With respect to financial documents, there are two provisions that reference a
requirement. The first is Education Code section 47605(b)(5)(l), requiring the charter petition

(as stated above, a non-negotiated document created by the charter school promoters) to state the:

manner in which annual, independent, financial audits shall be conducted, which shall
employ generally accepted accounting principles, and the manner in which audit
exceptions and deficiencies shall be resolved to the satisfaction of the chartering
authority.

The second is Education Code section 47604.3, which states:

“A charter school shall promptly respond to all reasonable inquiries, including, but not
limited to, inquiries regarding its financial records, from its chartering authority or from
the Superintendent of Public Instruction and shall consult with the chartering authority or
the Superintendent of Public Instruction regarding inquiries.”

The first requirement above, that an annual audit be conducted, does not in any way require

preliminary, supplemental, interim or additional financial reports to be generated by a charter

school. The second requirement only allows financial records to be available for inspection—it

does not require a charter school to generate any additional financial reports at the request of the
chartering agency. Conceivably, a district could review all of the invoices, receipts, and other

records of a charter school and then generate its own desired interim report—effectively

conducting its own full-scale continuous audit of the school-but that is clearly not the intention

of the statutes. Thus, there is simply no legal authority for a school district to require a charter ‘
school to generate and present any financial report to the district other than the annual,

independent, financial audit.

Notwithstanding this statutory limitation, some school districts have nevertheless been able to get
some additional financial reports from some charter schools through use of an MOU. There is
nothing, however, in the Charter School Act that even requires a charter school to negotiate or
enter into an MOU with a school district on any terms. The only statutory reference to such an
agreement is in Education Code section 47613, which permits the oversight charge, and then
goes on to state that this section “shall not prevent the charter school from separately purchasing
administrative or other services from the chartering agency or any other source.” If a charter
school does not want to enter into an MOU with a school district, there is nothing a district can
do. The limited grounds for denying a charter petition under Section 47605 do not include a
charter school’s failure to enter into an MOU with a district. The only other leverage a district
might have, the revocation powers of Education Code section 47607, similarly do not allow a
charter to be revoked for failing to enter into an MOU with a district. Many charter schools are
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well aware of these statutory limitations and choose not to enter into any kind of MOU with a
district, or choose to use this freedom to negotiate non-restrictive terms in the MOU. Charter
schools are generally not motivated to voluntarily agree to increased financial reporting
requirements.

Given the limitations on what financial reporting a school district can require of charter schools,
one would expect the audit to commend those districts which are able to get additional financial
reports from charter schools. The audit, however, makes incorrect assumptions about the current
state of charter school law, and then condemns districts for not meeting the audit’s assumptions.

6. The audit ignores the statutory requirement that a charter school’s annual independent
financial audits meet “Generally Accepted Accounting Principles”, and creates its own
standard for audits, and then chastises school districts for not unlawfully imposing
them on charter schools.

The only statutory auditing standard by which charter schools are required to perform their
annual independent financial audits is that they meet “generally accepted accounting principles”
(GAAP). The audit, however, has created a new standard for charter school audits, one which
requires the charter school audit to address all of the specific statutory requirements of charter
schools, such as tests of average daily attendance, a charter school’'s compliance with
standardized testing, meeting minimum instructional minute requirements, employing properly
credentialed teachers, and all other statutory requirements.

While the audit’s recommendations on adding specific requirements to a charter school’s annual
independent financial audit might have merit, once again the audit assumes that its preferences
already exist as current law, and then chastises districts for not meeting the fictional standards.
The audit completely refrains from referring to GAAP anywhere, and goes so far as to delete any
mention of the statutory requirement from its restatement of existing law. The audit cites
Education Section 47605’s audit requirement as follows: “Annual, independent, financial audits
shall be conducted”, followed by: “Audit exceptions and deficiencies shall be resolved to the
sponsoring agency’s satisfaction.” Section 47605(b)(5)(l), however, requires charter schools to
describe the following:

“The manner in which annual, independent, financial audits shall be conducted, which
shall employ generally accepted accounting principles, and the manner in which audit
exceptions and deficiencies shall be resolved to the satisfaction of the chartering
authority” (Emphasis added to statutory language deleted from audit’s version.)

Furthermore, the only leverage a school district has to enforce this requirement is the threat of
revocation pursuant to section 47607(b)(3), the specific ground being limited to when the charter
school:
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“failed to meet generally accepted accounting principles, or engaged in fiscal
mismanagement.” (Emphasis added.)

Chartering agencies simply do not have the legal authority to require any more of a charter school
than an annual, independent, financial audit, meeting generally accepted accounting principles.

Possibly the clearest statement in the audit which reveals both the audit’s fundamental
misunderstanding of charter school law, as well as the desire to portray the audit’s preferences as
existing law is as follows:

“Although we recognize that charter school audits are not required to conform to these
guidelines, if the sponsoring agencies required their application as part of the charter
agreement, the resulting audits would provide a more complete picture of the charter
schools’ financial position.”

First, the audit actually concedes that charter schools have no legal obligation to meet the
standards by which the audit is judging them and the school districts. The audit then goes on to
recommend that school districts simply require the insertion of these heightened standards in
charter petitions. This would be illegal. Under Education Code section 47605, chartering
agencies may deny charters only on specified grounds—the chartering agency has no power to
require the insertion of any additional requirements, let alone additional non-statutory audit
requirements. The audit also refers to the charter petition as an “agreement”™which it is
definitely not. Chartering agencies have no legal right to negotiate any aspect of a submitted
charter petition. Again, the agency can only grant or deny the charter on limited grounds.
Further, while it may be helpful to obtain “a more complete picture of the charter school’s
financial position”, the chartering agency can only take action to revoke a charter if the school
fails to meet generally accepted accounting principles or engages in fiscal mismanagement. This
is a high standard for action which does not necessarily allow for revocation based on
generalized concerns over a charter school’s fiscal health.

7. While the Charter Schools Act expressly freed charter schools from Education Code
requirements, the audit has reimposed the Education Code’s budgetary reserve
requirements.

The Charter Schools Act deliberately exempts charter schools from almost all laws governing
school districts. Education Code section 47610 states:
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A charter school shall comply with this part and all of the provisions set forth in its
charter, but is otherwise exempt from the laws governing school districts except all of the
following:

(a) As specified in Section 47611.
(b) As specified in Section 41365
(c) All laws establishing minimum age for public school attendance.

Notwithstanding this basic premise of charter school law, the audit has concluded that charter
schools should meet State Department of Education regulations requiring and defining the size of
an appropriate reserve balance in public school district budgets. Again, rather than simply
recommend to the Legislature that the laws be changed to impose this new requirement on
charter schools, the audit simply assumes it already exists as a legal requirement and then
proceeds to condemn school districts for not forcing the fictional requirement on charter schools.
The audit states:

“Further, the Department of Education (department) established regulations that a district
should maintain a reserve balance of between 1 percent and 5 percent, depending on the
district’s overall average daily attendance (ADA), to cover requirements in succeeding
fiscal years. The required reserve balance is based on a ratio of fund balance to annual
expenditures. By maintaining a reserve balance, charter schools would have a stronger
financial position; therefore, according to the department’s regulations, the charter
schools would need to maintain a fund balance of between 3 percent and 5 percent of
annual expenditures.”

It might be a good idea to impose a mandatory budget reserve requirement on charter schools,
although the real world experience of charter schools is that their financial circumstances differ
greatly from established public school districts. In any event though, such a requirement does not
legally exist today, and to criticize districts for not enforcing it is patently unfair.

8. The audit repeatedly asserts that chartering agencies can and should “withhold fees”
despite the fact that no legal authority exists for such withholding.

At several points in the audit, the school districts’ authority to “withhold funding” from a charter
school is mentioned as if this were legal or even possible. In fact, school districts have not been
given the leverage of being able to “withhold funds” from charter schools. Education Code
section 47613 states, in relevant part:
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“...achartering agency may charge for the actual costs of supervisorial oversight of a
charter school . . ”

As there is no express authorization to withhold charter school funding, many school districts
follow the letter of the law and will “charge” a charter school by sending it a bill for the 1%
amount. Even if a school district were to decide to withhold funding without any express legal
authority, most charter school funding does not actually pass through school districts. Since
1999 most new charter schools are directly funded by the state, with dollars being transferred
directly from the State Treasury to the county treasury, and then directly to the charter schools.
This funding never passes through school districts, and thus cannot be withheld. The only
potential funding to withhold would be the in lieu property tax transfers from districts to charter
schools required by Education Code section 47635. This property tax transfer requirement is not
considered additional funding given that it is offset dollar-for-dollar from the ADA direct

funding to charter schools. Rather, this property tax transfer assists charter schools with
managing the very real cash flow challenges that arise in the creation of a new charter school.
Withholding this crucial cash flow from charter schools, rather than “charging” for oversight,
without express legal authorization could very well result in a successful legal challenge by a
charter school. While giving this power to school districts may or may not be a good idea, this is
a decision for the Legislature, and the audit should not treat the issue as having already been
decided.

9. The audit creates strict accounting standards for school district expenses relating to
charter schools and then condemns districts for not meeting the new standards.

Given the overall critical tone of the audit, it is not surprising that audit would hope to expose

any school districts which may be double-charging the State for the costs of charter school
oversight. But in this instance, the audit has not any exposed any actual wrongdoing. Rather, the
audit has determined that school districts should have tracked and documented all of their charter
school oversight costs in order to make sure that their 1% charge to charter schools is consistent
with actual costs of oversight. By not following this standard, the audit concludes that it would

be possible for school districts to potentially double-charge the State when submitting a
mandated cost claim. The appropriate conclusion from this analysis that can be fairly stated is
that the current lack of expense tracking by school districts allows for potential abuse through
double-charging. The appropriate recommendation to make from this conclusion is that school
districts should track and document charter school expenses. In practice, the recommendation
would likely become moot, as many districts are already attempting to better document charter
school expenses in order to obtain reimbursement, whether from charter schools or the State.

The audit, however, chooses to make a confrontational accusation more befitting of a tabloid
headline than an unbiased audit, proclaiming: “School Districts may be double-charging the
State”. It is easy to see how unfair this accusation is by hypothetically applying it every situation
where an audit determines that more rigorous accounting procedures might be warranted (which
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probably encompasses most audits). For example, if the audit concluded that better expense
report verification systems are required for State employees, the comparable headline would be
“Employees may be stealing from State!”. It is analogous to the difference between pointing out
someone’s incorrect statements and proclaiming that the person may be a compulsive liar.

Under current charter school law, of course, there is no clear guidance as to what tracking and
documenting may be required for charter school expense. Nowhere in the Charter Schools Act
are school districts even expressly required to track their expenses associated with oversight of a
charter school. The statute at issue, Education Code section 47613, states, in relevant part, only
the following:

“...achartering agency may charge for the actual costs of supervisorial oversight of a
charter school .. ”

The audit extrapolates from this language a standard regarding how and to what degree charter
school expenses incurred by a school district must be specifically tracked and documented.
While such a requirement regarding how and to what extent school districts track and document
charter school expenses is certainly not an unreasonable proposition, such a requirement is not
currently defined in charter school law. With respect to this matter, simple clarifying guidelines
issued by an appropriate State agency may very well achieve the desired results as a practical
matter.

C. Specific Flaws and Deficiencies in the Audit with Respect to Fresno Unified School
District

In addition to all of the general deficiencies of the audit as set forth above, the audit also makes
specific statements directed to Fresno Unified which are inaccurate, misleading or otherwise
objectionable.

The District objects to following specific statements, identified by the page number
corresponding to the October 15, 2002 Draft Report:

1. “..(Fresno) does not have guidelines to monitor charter schools and does not always
periodically monitor its charter schools’ academic performance relative to the charter
agreement.” (Page 24)

Table 3 (pg. 24) gives an overview of academic monitoring of charter schools by sponsoring
agencies. One column of the table evaluates the districts based on their written guidelines. The
District would like to emphasize that “written guidelines” are not mentioned or required by
charter school law. In addition, the report states “...Fresno Unified school District (Fresno) does
not have guidelines to monitor charter schools...” (pg. 24), which is inaccurate. Fresno has
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guidelines that were set out in the annual report and the process for the District’s compliance
review of charter schools. The report further states “...(Fresno) does not always periodically
monitor its charter schools’ academic performance relative to the charter agreement” (Pg. 24).
While periodic monitoring of academic performance is the unstated expectation of the audit
team, current charter law under which Fresno was operating does not require this type of
monitoring. However, the District did engage in an annual review of the charter school’'s
performance in performing its oversight duties.

2. “..Fresno still lacks a written monitoring plan and an adequate process to ensure that
its charter schools achieve academic outcomes they set forth in their charter
agreements.” (pg 25)

Fresno disputes this statement, as the charter school compliance review process that the District
utilizes provides a comprehensive process to evaluate all of the fifteen elements of the charter
petition.

3. “Although Fresno had six of its nine charter schools participate in a Review of Compli-
ance with Charter Provisions (compliance review) beginning in November 2001,...” (pg. 25)

This statement is inaccurate as Fresno had seven of its ten charters participate in the compliance ‘
review.

4. “...Fresno required the six schools to describe how they had measured student
outcomes.” (pg. 25)

Again, Fresno required the seven schools to participate to describe this particular element.

5. “However, Fresno did not associate the schools’ responses with the measurement
criteria described in the charter, nor did Fresno verify the accuracy of the schools’
responses.” (Pg. 25)

The charters provided the objective measurement data in their responses to the compliance

review, such as STAR 9, proficiency test, and other testing information. These measurements are
considered the primary indicators of student progress, as with all of the District’s schools. .
Consideration of other subjective data would not provide an appropriate measure of the charter

schools’ “academic health”
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6. “For example, in its compliance review for Renaissance Charter School (Renaissance),
Fresno listed that the school administers proficiency tests, comprehensive tests of
basic skills, and the Stanford 9. However, the charter agreement, we found references
to three other methods of measurement, including grade point averages, graduation
rates, and portfolios, none of which the district included in its compliance review of
Renaissance.” (Pg. 26)

The assessments referenced in the Renaissance report were better indicators of students’ progress
versus grade point averages, graduation rates, and portfolios. The assessments that the District
utilized to assess Renaissance’s progress were more objective than the ones mentioned in their
petition, which are highly subjective. To rely on the indicators of grade point average, graduation
rate and portfolios would have based student progress on factors that varied from teacher to
teacher. The audit team’s limited knowledge of California’s current standards for assessing

school progress is evident in this particular finding.

7. “Even though these agreed-upon measures were not included in the compliance
review, Fresno deemed the school ‘compliant’.” (Pg. 26)

Fresno deemed the school compliant since the school completed appropriate student assessments
and analyzed the results to determine areas for improvement and growth for the charter. In the
annual reports, the charters discussed the results of student assessment and their approach for
student improvement.

8. “Additionally, Fresno required six of its schools to complete an annual report. Each
charter school developed its annual report and presented it to the Fresno Board of
Education in March 2002.” (Pg. 26)

Again the report is inaccurate. In 2000-01, Fresno required and received seven of the nine
schools to complete an annual report. Two of the charter schools were District conversion
charter schools and their reports were included in the District’s elementary and secondary
division reports. The March 2002 Board of Education presentation was not the charter schools
annual reports, but rather the findings from the compliance review conducted November 2001.

9. “Although Fresno’s compliance review and annual reports may have provided some
valuable information, they were insufficient to completely and accurately assess its
charter schools’ academic health.” (Pg. 26)

The audit team states their opinion that the degree of “academic health” should be measured.
This requirement is not imposed by law. Why have we never seen the audit committee’s opinion
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in law or memorandum from any State agency until now? A reality the auditors do not face is the
evolution of a charter school’s operation as it gains knowledge about how to better serve its
students as reflected in the response by Fresno Prep. To think that every element of a charter
petition would remain as written is naive. Real schools are constantly adapting to students,
finances, students’ needs, and crisis.

10. “Fresno did not require all its’ charter schools to participate, thus Fresno’s insight was
limited to the participating schools”. (Pg. 26)

The District explained and provided documentation to the audit committee on several occasions

that the three charter schools that did not participate in the compliance review were District ‘
conversion charter schools. These charter schools are provided oversight by the District division

assistant superintendents, and are monitored as all other schools within the Fresno Unified

School District.

11. “...Fresno merely collected and summarized the schools’ responses without verifying
that the schools were responding based on previously agreed-upon student outcomes
and demonstrating how they are meeting those outcomes.”(Pg. 26)

This statement is a gross misrepresentation of the District’s actions. Upon completion of the
compliance review, District staff met with all of the charter school administrators and presented
the District’s findings of the review. Where there were questions or noncompliant areas, the
District informed the charter school administrators that a staff member would be visiting the site
and reviewing the specific areas of concern. Throughout the entire process the District
collaborated with the charter schools to review their findings and determine areas that needed to
be addressed. In the spirit of the charter law, the District acknowledged the charter schools’
independence to analyze the data and develop improvement plans regarding curriculum,
instruction and, ultimately, student outcomes.

The District disagrees with the statement of “demonstrating how they are meeting those
outcomes”. The issue is to what degree did we verify the charter schools’ responses to student
outcomes. The District did not verify to the degree that the audit committee considered
adequate; however we haven’t seen anything from the committee that indicates what adequate
verification would be.

12. “Although exempt from many statutes, charter schools are still subject to at least three
legal requirements as conditions for receiving state funds including: (1) hiring teachers
that hold a Commission on Teacher Credentialing permit, except for non-core, non-col-
lege prep course; (2) offering, at minimum, the same number of instructional minutes
as traditional public schools; and (3) certifying that its students have participated in
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state testing programs in the same manner as other students attending public schools.
Requirements 1 and 2 became conditions of receiving state funds beginning Janu-

ary 2002, whereas requirement number 3 became a condition of receiving state funds
effective January 2000. Since these requirements are conditions of apportionment, we
expected to find sponsoring agencies with guidelines and activities to ensure compli-
ance with these legal provisions.” (Pg. 32)

The audit committee’s assertion that Fresno Unified did not have guidelines and activities to
ensure compliance with the cited legal provisions is insulting. The District demonstrated that the
compliance review process addressed all 15 fifteen elements of the charter petition, including
teacher credentialing and student participation in State assessments. In addition, the District
produced the documentation that the instructional minutes of each charter school were reviewed.
While the guidelines and activities may not have been in a format that the audit committee would
have preferred, the District took very seriously its responsibility to ensure compliance with all
required legal provisions. Again, the District’'s monitoring performance was evaluated on
unstated and inappropriate expectations.

13. Table 5 - Sponsoring Agencies’ Verification of Charter Schools’ Compliance with Legal
Requirements Fiscal Year 2001-02. (Pg. 33)

Fresno disagrees with the assertion that the District’s process for verifying teacher qualifications
was “unclear”. The table heading is unclear in itself, as the statute states that teachers in charter
schools are to hold a credential. Clarity of qualification versus credential is essential to provide
an accurate picture. During the compliance review conducted in 2001-02, Fresno required every
charter school to produce evidence that the teachers employed had a valid teaching credentials.
While the process may not have met the audit committee’s unwritten standards, the District did
inspect the documents and, as appropriate, obtained copies. The audit committee’s finding of
“unclear” is unwarranted and inappropriate based on the tenets of the law.

The subsequent columns on the chart for Fresno of “verify instructional minutes” and “verify
standardized testing” also contain misleading information. The District did in fact verify both of
these areas for all of the charter schools in 2001-02. Again, the audit committee’s unstated
expectations for the process that districts were to utilize to conduct such reviews allows for such
a misrepresentation of Fresno’s activities.

D. Conclusion
The Fresno Unified School District understands the need for a fair audit to determine how well

the District is meeting its oversight obligations toward charter schools. The draft report provided
for District comment and review five days ago is not such an audit. The District proposes that
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the State Auditor convene an audit team which includes experts in charter school law and
practice, in order to reach an initial understanding of what the charter school law actually
requires and how best to measure district monitoring efforts. We propose that the process be
transparent to the effected school districts, and that differences in legal understanding and
interpretation be shared, analyzed and resolved where possible. Where understanding can not be
achieved, at a minimum, the ambiguity of current law, should be acknowledged and district

efforts to comply should be respected.

Alternatively, we note that Education Code section 47616.5 requires the Legislative Analyst to
contract for a comprehensive neutral evaluation of the entire charter school system, with the
report to be submitted by July 1, 2003. This statutorily mandated report process easily exceeds
the current audit in both scope and resources. Accordingly, rather than re-work the current audit
from scratch, it may make sense to take no action and simply defer analysis, conclusions and
recommendations to the Section 47616.5 report.

If the State Auditor publishes the audit in its current form, or any edited form that does not
address the District’s fundamental concerns, we request that this response and executive
summary be published with the audit, in its entirety and without any editing or alteration.
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COMMENTS

California State Auditor’s Comments
on the Response From the
Fresno Unified School District

the Fresno Unified School District’s (Fresno) response to
our audit report. The numbers below correspond to the
numbers we placed in the margins of Fresno’s response.

To provide clarity and perspective, we are commenting on

‘ The report title changed and we made Fresno aware of the change
while Fresno was reviewing the draft report.

. Contrary to Fresno’s suggestion, this report is not intended to
be read as a legal opinion on the application of charter schools
law to chartering entities. Instead, we looked to the law for
guiding principles in responding to specific questions from the
Joint Legislative Audit Committee (audit committee) regarding
policies and practices for monitoring charter schools. Moreover,
on pages 18 and 32, we recognize the lack of specificity in state
law regarding monitoring charter schools and recommend to the
Legislature that it might consider making the oversight role and
responsibilities of chartering entities more explicit. Finally, as
we state on these same pages, we believe that some monitoring
role for chartering entities is implicit in the Charter Schools
Act of 1992 (Act), particularly in a chartering entity’s charter
revocation authority, the primary vehicle for enforcement of
charters.

Although not rendering a legal opinion on the issue of oversight,
our view that the charter schools law places some monitoring
responsibilities on chartering entities is informed by our
reading of the statutes as well as the constitutional obligations
of the State regarding the public school system. In fact, in
Wilson v. State Board of Education, (1999) 75 Cal.App 4" 1125,
the First Appellate District Court of Appeal considered the

issue of whether the Act permitted funding for schools that fell
outside of the public school system, thus violating the California
Constitution. In finding that the Act did not run afoul of the
constitution, the court pointed to the statutes that we have
relied on as evidence that charter schools are operated in a
framework that keeps them within the public school system. For
example, the court found that:
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Chartering entities have “continuing oversight and monitoring
powers” with:

® The ability to demand response to inquiries.

® Unlimited access to inspect or observe any part of the
charter school at any time.

® The right to charge for actual costs of supervisorial oversight.

® The right to revoke a charter for, among other reasons, a
material violation of the charter or violation of any law,
failure to meet student outcomes, or fiscal mismanagement.

As part of their revocation authority, chartering entities are
required to permit a charter school the opportunity to cure
the alleged problem. More specifically, the court stated, “short
of revocation, [charter entities] can demand that steps be
taken to cure problems as they occur.”

Chartering entities “approve” charters. The chartering entity
“controls the application-approval process, with sole power
to issue charters”—*[a]pproval is not automatic, but can

be denied on several grounds, including presentation of an
unsound education program.”

With regard to accountability, charter schools must promptly
respond to all reasonable inquiries from a chartering entity.

The charter schools law does not create a dual system of
public schools. Although the law loosens the “apron strings of
bureaucracy,” the court found that charter schools are within the
common system of public schools because, among other reasons,
they “are subject to state and local supervision and inspection.”

Even though charter schools have operational independence
“the very destiny of charter schools lies solely in the hands
of public agencies and offices, from the local to the state
level: school districts, county boards of education, the
Superintendent [of Public Instruction] and the [State] Board
of [Education].”

We believe that the statutes, although not explicit, do envision

a monitoring role for chartering entities and that a monitoring
process is absolutely essential to identifying key issues, providing
charter schools the opportunity to take corrective action, and
determining whether a chartering entity should exercise its
authority to revoke the charter.
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. As noted on page 18 of the report, our expectation that Fresno
would have a monitoring process in place is also based on the
statutes providing chartering entities with the authority to
revoke charters when a school fails to maintain satisfactory
academic and fiscal operations.

. Although the term “sponsoring agency” is in the statutes, we
have changed the term to “chartering entity” to more closely
conform to the language of the Act. The change in term does
not affect any of our findings or recommendations in the report.

. Fresno’s comment here misrepresents the discussion of academic
outcomes in the report. On page 27 of the report, we indicate
that about one-third of the outcomes listed in the charters are
not clear indicators of academic performance. We recognize that
certain of these outcomes are beneficial, but do not have a clear
causal relationship with academic performance. We limited our
analysis to determining the extent to which the schools and
chartering entities were measuring academic progress against
the objective measures in the charters, because we believed that
they would be the measures that the schools and chartering
entities would find to be the easiest to assess and most likely to
be documented.

. As we discuss more fully in note 2 on page 127, we stand
behind our analysis of the authority chartering entities have
with regard to monitoring charter schools’ adherence to the
provisions of their charters.

. Since Fresno has successfully obtained financial reports from its
charter schools, we are uncertain why Fresno raises the issue of
statutory limitations on requests for information. These requests
are allowed by the Education Code, Section 47604.3, which
requires charter schools to promptly respond to all reasonable
inquiries, including those regarding its financial records.

. Fresno misrepresents our discussion of the annual audit reports.
We are not creating our own standard for audits. We are merely
recommending that the independent financial audit could be
expanded to include these state compliance items. Furthermore,
the Department of Education (department) believes that the
passage of Assembly Bill 2834 (Chapter 1128, Statutes of 2002),
will make this a requirement for charter schools.
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Fresno again misrepresents the wording of our report. As we
note on page 38 of the report and in Appendix B, we used the
fund balance reserve requirement established by the department
for school districts as one indicator in our assessment of a
charter school’s fiscal health. We also acknowledge in the report
that charter schools are not legally required to meet this reserve
requirement, although it would be a prudent practice.

We have changed the wording of the report to reflect “charge”
rather than “withhold” to conform more precisely to the charter
schools law. The change in term does not change the findings or
recommendation related to this issue. We would note, however,
that the documents we obtained from the chartering entities
show that at least three of the four withhold the oversight fee
from amounts they distribute to the charter schools.

Contrary to Fresno’s assertion, we did not create accounting
standards for school district expenditures related to charter
schools. As we describe more fully in note 28 on page 134, the
problem we identified at Fresno was that it did not have support
for the expenses it asserted that it incurred providing oversight
of the charter schools. The statute allows Fresno to charge a
charter school for actual costs up to 1 percent or 3 percent of a
charter school’s revenue as a fee for oversight.

We stand by the findings and recommendations in our report.
The audit committee charged us with the independent review
of the chartering entities’ policies and procedures for enforcing
charters and the policies and practices for monitoring the
charter schools’ compliance with the conditions, standards,
and procedures entered into under the charter. As our work
shows, chartering entities are not enforcing the charters and the
responses reflect that the chartering entities do not believe it is
their responsibility to do so.

Fresno misrepresents the text of our report. As we state on
page 19 of the report, unless a chartering entity engages in
some sort of periodic monitoring, it will not be in a position
to identify grounds for charter revocation and the corrective
action that a charter school must undertake to avoid revocation.
We discuss more fully in note 2 on page 127 our analysis of the
authority chartering entities have with regard to monitoring of
charter schools’ adherence to the provisions of their charters.
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. Our use of the term “agreements” stems primarily from the fact
that in its charter petition, the individual charter school has set
forth its planned academic program and the measurable student
outcomes for which it agrees to be held accountable. We also
concluded that the charter document was an agreement, because
the chartering entity does have the ability to have the charter
petitioner modify the document before approval if it is lacking
in certain statutorily specified elements. Thus, although Fresno
disagrees with us, we believe our use of the term “agreement”
is appropriate.

‘ Although Fresno asserts that chartering entities do not approve
charters, its objection to our terminology is not supported by a
decision by the First Appellate District Court of Appeal, as we
describe more fully in note 2 on page 127.

. Again, Fresno is overreacting to terminology we use to describe
the focus of the monitoring we believe that chartering entities
should perform to fulfill their responsibilities under the Act.

As we state on page 19 of the report, unless a chartering entity
engages in some sort of periodic monitoring, it will not be

in a position to identify grounds for charter revocation and
the corrective action that a charter school must undertake

to avoid revocation. Although we agree with Fresno on the
grounds for revocation and that revocation is not to be taken
lightly, the chartering entities are required by the Education
Code, Section 47607(c), to notify the charter school of any
violation of either an academic or fiscal nature and give the
school a reasonable opportunity to cure the violation. Thus, the
chartering entity has the ability to work with a school to effect
corrective action short of revocation.

‘ Fresno may have overlooked the text of the report beginning
with page 19 where we are using “academic monitoring” to
mean what the chartering entity is doing to ensure that its
charter schools are meeting the student outcomes listed in their
charters. As Fresno has pointed out in its response, one of the
grounds for which a chartering entity can revoke a charter is if a
school has failed to meet or pursue any of the student outcomes
identified in the charter. Since a chartering entity is required
to give the charter school an opportunity to cure the violation,
it seems reasonable that a chartering entity would periodically
monitor its charter schools to ensure that progress is being made.
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Fresno misrepresents the discussion of measurable outcomes
on pages 24 though 27 of the report. We in fact recognize that
certain of the measurable student outcomes have value, but do
not have a direct causal link to improved student academic
achievement. Far from terming these outcomes as unacceptable,
on page 27 we note that they can be a measure of a charter
school’s overall success, but their effects on academic
performance are of a longer-term nature and are difficult

to measure. Thus, we limited our analysis to determining

the extent to which the schools and chartering entities were
measuring academic progress against the objective measures in
the charters, because we believed they would be the measures
that the schools and chartering entities would find to be the
easiest to assess and most likely to be documented.

Fresno indicates in its response on page 122 that in its
compliance review of its charters, it used assessments to measure
progress that were more objective than the analyses of grade
point averages, graduation rates, and portfolios. Fresno asserts

it used these more objective assessments because the others are
highly subjective and would have based student progress on
factors that varied from teacher to teacher. Thus, Fresno has
criticized us for limiting our review to the objective measures of
student progress even though it did the same thing.

Fresno is responding to an example where another chartering
entity is not making a determination of whether the charter
schools are in fact meeting or pursuing any of the pupil outcomes
identified in the charter. Since this is a basis for revocation, the
chartering entities have the authority to request information
from the charter schools, and the chartering entities have
charged the charter schools for oversight costs, it is reasonable that
the chartering entity can monitor the schools for compliance with
the academic program as delineated in the charter.

Fresno’s claim that we fail to understand that the only power
that chartering entities have to control the operation of an
existing charter school is the power to revoke, misreads our
report and misrepresents the Act. Nowhere in the report do we
suggest that a chartering entity should or could revoke a charter
on the basis of the suitability of its curriculum. In fact, on
page 19, we state that without periodically monitoring their
schools for compliance with the charter terms, the chartering
entities cannot determine whether their charter schools are
making progress in improving student learning, nor are the
chartering entities in a position to identify necessary corrective
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action or revocation. Moreover, as we discuss in note 16 on
page 131, short of revocation, a chartering entity may demand
material compliance with any of the conditions, standards,

or procedures set forth in a charter it has approved and,

in fact, the law requires that the charter school be provided a
reasonable opportunity to cure the violation prior to revocation.
Fresno’s response simply ignores this important opportunity
for chartering entities to demand that charter schools be held
accountable to their charters short of the revocation process.

. We do not believe that implementing our findings and
recommendations would lead Fresno to begin meddling, micro-
managing, or otherwise interfering with the operation of their
charter schools. Our basic premise was that the chartering
entities would be working with their charter schools to provide
a quality academic program to all students and, possibly, learn
new and innovative techniques from the charters that could be
replicated in Fresno’s noncharter schools.

. Contrary to Fresno’s contention, we did not criticize its ability
to receive financial information from its charter schools. We did,
however, discuss on page 35 of the report how Fresno’s review of
this information was not as effective as it could be.

. Fresno is again misrepresenting the Act and misreading
our report. The Act allows chartering entities to make rea-
sonable requests for information from their charter schools,
including requests for financial information and we did
not recommend a specific financial reporting scheme for all
chartering entities to implement.

. Fresno misrepresents our discussion of the annual audit reports.
We are not creating our own standard for these audits. As we
note on page 41 of the report, less than one-half of the audit
reports we reviewed indicated that the auditor had verified the
school’s reported average daily attendance (ADA). Because ADA
is the primary basis for state funding and, thus material to a
school’s revenue, the validity of the school’s attendance system
would be an essential test for an auditor to perform under
generally accepted auditing standards to render a conclusion
on the school’s financial statements. The fact that nearly half
of the schools we reviewed had their auditors use the State
Controller’s Office standards and procedures for California K-12
local educational agency audits indicates that our conclusion on
its use is worthwhile.
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Fresno misrepresents our discussion related to the budgetary
reserve. As we note on page 38 of the report and in Appendix B,
charter schools are not required to meet the reserve ratio established
by the department. However, we used the reserve ratio as one
indicator in our analysis to gauge the fiscal health of charter
schools. Of the 11 schools that did not meet the ratio, 5 reported
negative fund balances, which is itself a warning sign. Our
intent in using the reserve ratio was to attempt to identify
additional tools that chartering entities could use to analyze
financial information from the charter schools to determine
whether the schools need additional technical assistance.

We have changed the wording of the report to reflect “charge”
rather than “withhold” to conform more precisely to the charter
schools law. However, Fresno has again misrepresented the
wording of our report. As we state on page 46 of the report,
each of the chartering entities charged their charter schools
precisely the percentage allowed. When we asked for the
support for the actual costs incurred to justify this percentage,
none of the chartering entities could show the costs that were
covered. Each chartering entity could document the costs that it
included in its mandated-costs claims, but could not show that
these costs were in addition to the costs for which the charter
schools reimbursed their chartering entities. Although Fresno
states that the documentation of a chartering entity’s costs is
not required or defined in the statutes, we see this as strictly an
accounting issue. In fact, by signing the mandated-costs claim,
the chartering entity is certifying that it has not been otherwise
reimbursed for these costs. As we found, the chartering entities
cannot support this assertion. We have modified the report text
to state there “is a risk of double charging” rather than “may be
double charging.”

The compliance review that Fresno performed in fiscal year 2001-02
was the first effort Fresno had made to formally monitor the
academic performance of its charter schools. According to
Fresno’s administrator of student support services, Fresno
will not repeat the compliance review as it had done it in
fiscal year 2001-02, but is currently redefining the monitoring
approach that it will use in the future.

Although Fresno states that its compliance review process

is a comprehensive review of all elements of the charter, as
shown on page 22 of our report, our work did not support this
assertion. Fresno did not assess the charter schools’ progress
against the measurable outcomes in each charter. In addition,
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Fresno’s assertion here is inconsistent with other statements
in its response on page 122 where it provides its rationale
for why it did not assess each school’s progress against its
specific charter outcomes.

. Fresno began a compliance review with a seventh school, but it
suspended the review of this school when Fresno revoked the
school’s charter in January 2002. In addition, Fresno included
only the results of its compliance review of six charter schools in
its presentation to its board in March 2002.

. Fresno’s assertion here that it was justified in not assessing its
schools’ use of more subjective indicators of academic progress
such as grade point averages, graduation rates, and portfolios
is inconsistent with its earlier statements in its response on
page 112 that the objective measures should not be the exclusive
measure of whether a charter school is pursuing or meeting its
pupil outcomes. Our point was that Fresno should be asking
its charter schools to show how they are meeting the pupil
outcomes they include in their charters, whether they are
objectively or subjectively measured.

. The documentation that Fresno provided to us related to the
conversion charter schools did not reflect that Fresno used the
charters as the basis for any part of its monitoring.

. We recognize, as does the Act, that a school’s academic
program may change over time. That is why the Education
Code, Section 47607(a), allows for charters to be amended for
material revisions, with the agreement of the chartering entity.
The important point to remember is that the charter provides
the criteria against which the chartering entity should be
monitoring the school for accountability. To imply that charters
are no longer relevant indicates that the chartering entity and
the school are not following the statutory provisions to keep the
charter relevant.

‘ We reexamined our evidence and concluded that for the verification
of instructional minutes that Fresno had sufficiently validated
their charter schools’ compliance with this requirement
and have made the appropriate text changes. However,
we have not changed our conclusions related to Fresno’s
verification of standardized testing or teacher credentials. The
compliance review performed in November 2001 was before
the standardized testing dates for fiscal year 2001-02. As far as
we are aware, Fresno’s only other verification of standardized
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testing occurs for the majority of its charter schools when
the test results are posted to the department’s Web site in late
summer, after Fresno has certified the last apportionment for
the year. Thus, we continue to be concerned that Fresno is not
veritying this condition of apportionment timely. Finally, we
termed Fresno’s actions related to the verification of teacher
credentials as “unclear” because the documentation that Fresno
provided to us was faxed to it from the schools the day after
we requested the information from Fresno. Moreover, the
compliance review documents did not show that Fresno had
verified the teacher certifications. Thus, it was unclear to us
whether Fresno had in fact verified this information during
fiscal year 2001-02.
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Agency’s comments provided as text only.

Los Angeles Unified School District
333 South Beaudry, 25" Floor, Room 143
Los Angeles, California 90017

October 24, 2002

Elaine Howle, State Auditor”
555 Capitol Mall, Suite 300
Sacramento, California 95814

Dear Ms. Howle:
In response to the draft of the State Auditor’s report entitled “California’s Charter Schools: Monitor-

ing and Oversight at all Levels Could Be Stronger to Ensure Charter Schools Accountability,” | wish
to express the following concerns on behalf of the Los Angeles Unified School District:

The auditors’ assumptions and interpretation of the laws regarding the extend of the authority of .
school districts are questionable. Charter schools are governed by statutes that specifically support
the independent nature of such schools. They are not subdivisions of the local school districts, nor
are they subject to type of supervision that, in part, was the premise upon which the audit was con-
ducted. This audit and its recommendations and findings clearly contradict the law and are contrary
to the legislative intent concerning the operation and oversight of charter schools.

Education Code section 47605 requires a chartering agency to grant a charter unless there are
specific grounds upon which a charter may be denied by a chartering agency. The legislative intent
was to create a process whereby Charter schools could operate independently and school districts
were not designated to be nor are they sponsoring agencies.

In conducting this audit, the intent of the law was expressly ignored. Instead the auditors admittedly

relied upon “implied law” and assumptions to formulate their conclusions. Nowhere in the Charter

School Act are school districts held responsible for ensuring that charter schools provide students .
with a “standard” instructional program. In addition, the auditors’ basic lack of knowledge concern-

ing the Charter School Act and related laws further led them to flawed conclusions concerning the

degree of fiscal accountability of school districts for charter schools.

While the auditors go to great lengths to impose a duty upon school districts to require char-

ter schools to provide more detailed financial reporting, the law does not support the extent to
which they hold school districts accountable for ensuring that a certain degree of accountability is
met. Education Code section 47065 is clear that charter schools are to follow generally accepted
accounting principles and are to conduct annual, independent fiscal audits; not district dictated
audits. Simply stated, current law does not support the standard created by the auditors.

* California State Auditor’s comments begin on page 143.
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We also question the assumption that district oversight is implied in the law in the way it is applied
by the auditors. The auditors’ recommendation to withdraw funds from charter schools for relatively
minor non-compliance, for example, not only far exceeds the district’s authority, but it is also restric-
tive and punitive. This type of approach would result in an inability on the part of the charter school
to follow its stated vision and mission as approved by the local and State Board of Education.

Type of evidence sought was limited and in most cases did not warrant the conclusions reached

by the auditors. The type of evidence the Auditors’ sought was limited in scope. The auditors drew
conclusions based on a specific type of record keeping they expected to see, leaving out impor-
tant information that was available from other sources. For example, the auditors’ report stated
that the number of minutes for instruction was not verified, yet, everything was done on the part of
the district to verify it, i.e., the bell schedule was collected, a person was appointed to verify that
the number of minutes on the schedule corresponded to the required number of minutes. When
challenged, the auditors said that they were looking for a signature. The auditors cite the case of
Accelerated schools’ three students, whose test results were allegedly not matched to the out-
comes in the charter document, as evidence of lack of accountability. The number alone makes the
claim questionable. In addition there are valid developmental and educational reasons for char-

ter outcomes not matching precisely to individual students’ outcomes. Having visited the school
numerous times and collected overwhelming evidence of academic success for all the students, we
question the auditors’ methodology, applicability and relevance of the claims.

Another example of conclusions based on limited evidence is in reference to standardized test-
ing, which the auditors claim was not verified. However, all the charter schools had test results
published on the LA Times like the non-charter schools, they were reported on the CDE web page,
and were included in our annual analysis of test scores. In other words, even though a checklist of
phone calls or other records may not have been available as verification, the schools’ performance
indicated compliance. This is precisely what performance-based rather than a rule-based account-
ability requires. We submit that this is ample evidence of verification and underscores the auditors’
basis lack of knowledge concerning charter schools and charter school law.

There are many ways to hold schools accountable that in most instances better reflect the sound-
ness of the academic program and likelihood of a charter school to succeed. For instance, informa-
tion revealed through conversations and networks is often more accurate and reliable than simple
checklists as monitoring instruments. A shared vision and strong network relationships are widely
supported by educational research, research on high performing teams and systems thinking
research as ways to inspire people to do better quality work and to promote increased account-
ability. Focusing only on information found in record keeping is a serious limitation that invalidates
the conclusions that are drawn. It was obvious that the goals of the audit were intended to support
preconceived notions rather than to objectively discover how well districts oversaw charter schools.

Conclusions reached appear to stretch the extent of logic. The draft report often appears to

lack logic or sound reasoning. In the case of Valley Community Charter, for example, the audi-

tors jumped to the conclusion that “if Valley’s fiscal health continues to deteriorate, the school may
close” The characterization of the school’s fiscal health as “deteriorating,” is in fact an overstate-
ment. It is very unlikely that this school would close. Valley has a sound educational program and it
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has demonstrated excellent academic growth from year to year, as evidenced by longitudinal data
analyses. Not only is Valley’s academic achievement higher than that of the nearby public schools, it
has an extended track record of being fiscally sound.

Conclusions reached were limited to those supporting the auditors’ thesis and ignored and
neglected many other possible explanations. Rather than state an observation that there is a
potential for double-charging due to a lack of expense tracking, the auditors made bold assertions
that the state was being double charged. For example, in reference to oversight fees and mandated
costs, although we would not disagree with the desirability of clearly determining how the 1% fee

is used by the district, the fact that more than 1% was claimed for reimbursement from mandated
costs does not automatically mean that there was a double charge. Another explanation could
simply be that in fact more was spent than was charged to the schools. This is in fact supported by
an internal study conducted by the district in 1998, which indicated that district expenses in relation
to charters were indeed much higher than the 1%.

Accountability systems already in place were ignored. In the past year the LAUSD has placed an
increased focus and emphasis on accountability. Although the LAUSD Policy for Charter Schools
was approved by the Board of Education following the years covered by the audit, neglecting to
mention the systems that are currently in place presents the District in an inaccurate light. The
LAUSD has a very clearly articulated accountability system, which is widely disseminated monthly
to potential charter school developers, to existing charter schools at Focus Group meetings, and is
posted on the district’'s web page for the general public.

The LAUSD’s accountability system is proactive and is focused on the following practices:

1) Promoting and recruiting high quality charter schools that are accountable

2) Using rubrics as a tool to strictly apply the five point criteria for charter approval, which
is required by State law, and approving those charter schools that demonstrate a sound
educational program and the likelihood to succeed

3) Annually examining and analyzing both student achievement data and financial data
reports.

4) Carrying out an external charter evaluation on the fourth year, preceding the fifth year
charter renewal

An entire section of the LAUSD Policy for Charter Schools is dedicated to a discussion on the
district’s expectations on accountability. Ignoring this fact was simply irresponsible.

The charter proposal itself represents the school’s internal accountability. Therefore, the district
expects that accountability measures be clearly outlined in the charter proposal, be consistent with
the stated vision and mission of the school, and address legal and statutory requirements. The fol-
lowing are expected to be part of the charter proposal:

» Clear goals and expectations. The school has clear and measurable learning goals and a cur-
riculum and instructional program that are designed to help students reach the goals.

e Multiple student assessments. The school uses, not only State-required standardized tests, but
also ways to continuously monitor student performance individually and in groups. For example,
the school may create ways to examine student work in collaboration with colleagues as part of
teacher reflective practice; it may use vertical K-5 teams; use mid-point evaluations, and regular
review of practices and achievements.
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Assessment as part of the total system. The school uses student assessment as part of the total
system to improve instruction, design professional development, and refine school operations
and make decisions.

Management practices. The school defines the roles and responsibilities for the governance of
the school and the process of decision making to support and enhance student learning and
achievement.

Financial practices. The school’s financial practices promote the financial sustainability of the
school over the years.

External measures of accountability, most of which are required by the District, include the
following:

Results of standardized achievement tests. Charter Schools are included in the Public Schools
Accountability Act of 1999 and SB1X. Therefore, in addition to internal student progress moni-
toring and assessments that are consistent with the charter vision and mission, students in the
Charter School are required to participate in the State Testing and Reporting System (STAR) and
API, and demonstrate growth. A minimum of an annual 5 percent point increase is required. For
schools with an API of 1, a higher growth of at least 10 percent points is expected. The District
expects that all students in charter schools, including subgroup populations, meet their targeted
growth and demonstrate increased learning, in keeping with District’s mission of reducing the
achievement gap for low-income students. Failure to meet growth targets for three of the four
years prior to renewal may result in non-renewal of the charter.

External evaluation prior to 5-year renewal. The charter school is required to participate in a Dis-
trict-sponsored external evaluation during the spring of the fourth year of operation. This evalu-
ation is comprehensive and encompasses information from multiple sources, such as, statistical
analyses of student test scores and disaggregated data, staff interviews, surveys, school obser-
vations, evidence of gains in academic achievements overall and for each subgroup popula-

tion. The results of this evaluation carry considerable weight on the Los Angeles Unified School
District Board of Education decision on whether or not to renew a charter.

Annual independent fiscal audit. The charter school is required to participate in an annual inde-
pendent fiscal audit, which employs generally accepted accounting principles, to demonstrate
on-going financial stability.

Systematic data collection. The Charter Office and the Program Evaluation and Research Branch
in the Los Angeles Unified School District have developed a collaboration to collect, maintain and
analyze data from charter schools in a systematic way from year to year, in order to learn from
the charter school experience. Three components, 1) charter renewal evaluation, 2) identifica-
tion of best practices, and 3) continual data monitoring, will respond to short-term and long-term
information needs of the District. Longitudinal, matched-data measuring student progress over
time will be used to identify effective and promising practices from which others may learn. An
in-depth study of 10 charter schools that represent charter schools throughout the district is
planned. Three dimensions: 1) student performance; 2) school organization and governance; 3)
instructional leadership, classroom practice, and professional development, will be used as a
framework to identify best practices from which all District schools can learn.
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e Student Enrollment and Application Pool. Student enroliment and application pool, and number
of students on waiting lists, are strong indicators of the general public’s interest in the char-
ter school. They are a powerful measure of the ultimate accountability of charters in a market
economy.

» Charter-Generated Voluntary Annual Report. Charter schools may voluntarily generate a locally
- designed annual report, such as a type of “Accountability Report Card” to report information to
the general public, such as school wide successes, student growth, challenges and goals.

In addition to the internal and external accountability measures described above, there are infor-
mal processes that can be equally as powerful in promoting a high level of accountability among
the various stakeholders and in holding a school accountable for results. Although more difficult
to measure by usual instruments, it is important to acknowledge their impact. Operating from
the assumption that professional educators, and human beings in general, tend to feel strongly
accountable to their peers for their performance to a greater degree than they do only to external
measures, the Los Angeles Unified School District promotes the development of “Community of
Practice” networks. These networks are intended as vehicles to:

* Provide a peer-support mechanism to existing and newly established charters
* Exchange research-based, proven or innovative ideas that improve practice

* Disseminate best practices to the wider educational community

* Promote the sustainability of the charter school over the years

It is assumed that in the process of sharing innovative practices with one another and revealing
weaknesses and needs within a safe context, charter schools can demonstrate their accomplish-
ments and successes as well as offer support and growth opportunity to one another. Through
communication and interaction with one another they can help clarify issues, learn about resources
for improvement, and become further inspired by their colleagues to do their best work. Dissemina-
tion thus becomes another tool for accountability.

Charter law has evolved throughout the ten years it has been in effect. Its central core, however,
has not changed. The balance between flexibility and accountability remains the most important
and fundamental concept that, if challenged, can defeat the entire purpose and value of charter
schools in educational reform. If we overemphasize accountability and enforce traditional methods
to measure it, we risk posing serious limitations to the potential that charter schools offer to dis-
cover valuable solutions to educational challenges that are typical of urban districts. On the other
hand, flexibility cannot be such that it would pose a risk to students.

The solution to ensuring a true balance and to preserving the spirit of the Charter School Act is in
the types of accountability measures that we select. By the very nature of the issues and because
of the many types and ranges of charter schools, multi-dimensional and creative accountability
measures are required. Therefore, any accountability review team should include not only certified
public accountants, who would clearly best understand the financial aspects of a school, but also
educators that have depth and breadth of experience with school organizations, curricula, assess-
ments and learning. The methodology used in the review process itself should include the many
facets that make organizations work, such as types of relationships, teamwork, leadership,
and the culture of the school. The latter are clearly more difficult to measure, but they may
indeed be equally as, if not the most, important in determining whether or not a school will be
effective and succeed.

California State Auditor Report 2002-104 141




The LAUSD is committed to ensuring both the accountability of charter schools to the extent
required by law, to ensure maximum learning for its students, and the necessary flexibility, to ensure
that creativity and experimentation will indeed result in collective learning for the entire educational
community beyond the school. Only in this way can reform take place for the betterment of educa-
tion now and in the future.

The LAUSD proposes that, at the very least, a fair and impartial audit be conducted with the assis-
tance of experts in charter school law who could assist in resolving ambiguities in law and facilitat-
ing an understanding of various positions. If in fact the State Auditor publishes the draft audit in its
current form without addressing the concerns of the District, we request that this response accom-
pany the audit report in its entirety and that any further response by LAUSD also be published in its
entirety.

Sincerely,

Grace Arnold, Ph.D.
Director
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COMMENTS

California State Auditor’s Comments
on the Response From the
Los Angeles Unified School District

on the Los Angeles Unified School District’s (Los Angeles)
response to our audit report. The numbers below
correspond to the numbers we placed in the margins of
Los Angeles’ response.

r I o provide clarity and perspective, we are commenting

‘ The report title changed and we made Los Angeles aware of the
change while Los Angeles was reviewing the draft report.

‘ Contrary to Los Angeles’ suggestion, this report is not intended
to be read as a legal opinion on the application of the Charter
Schools Act of 1992 (Act) to chartering entities. Instead, we
looked to the law for guiding principles in responding to specific
questions from the Joint Legislative Audit Committee (audit
committee) regarding policies and practices for monitoring
charter schools. Moreover, on pages 18 and 32, we recognize
the lack of specificity in state law regarding monitoring charter
schools and recommend to the Legislature that it might consider
making the oversight role and responsibilities of chartering
entities more explicit. Finally, as we state on these same pages, we
believe that some monitoring role for chartering entities is implicit
in the Act, particularly in a chartering entity’s charter revocation
authority, the primary vehicle for enforcement of charters.

Although not rendering a legal opinion on the issue of
oversight, our view that the charter schools law places some
monitoring responsibilities on chartering entities is informed

by our reading of the statutes as well as the constitutional
obligations of the State regarding the public school system. In fact,
in Wilson v. State Board of Education, (1999) 75 Cal.App 4" 1125,
the First Appellate District Court of Appeal considered the

issue of whether the Act permitted funding for schools that fell
outside of the public school system, thus violating the California
Constitution. In finding that the Act did not run afoul of the
constitution, the court pointed to the statutes that we have
relied on as evidence that charter schools are operated in a
framework that keeps them within the public school system. For
example, the court found that:
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Chartering entities have “continuing oversight and monitor-
ing powers” with:

® The ability to demand response to inquiries.

® Unlimited access to inspect or observe any part of the
charter school at any time.

® The right to charge for actual costs of supervisorial oversight.

= The right to revoke a charter for, among other reasons,
a material violation of the charter or violation of any law,
failure to meet student outcomes, or fiscal mismanagement.

As part of their revocation authority, chartering entities are
required to permit a charter school the opportunity to cure
the alleged problem. More specifically, the court stated, “short
of revocation, [charter entities] can demand that steps be
taken to cure problems as they occur.”

Chartering entities “approve” charters. The chartering entity
“controls the application-approval process, with sole power
to issue charters”—*[a]pproval is not automatic, but can

be denied on several grounds, including presentation of an
unsound education program.”

With regard to accountability, charter schools must promptly
respond to all reasonable inquiries from a chartering entity.

The charter schools law does not create a dual system of public
schools. Although the law loosens the “apron strings of bureau-
cracy,” the court found that charter schools are within the
common system of public schools because, among other reasons,
they “are subject to state and local supervision and inspection.”

Even though charter schools have operational independence
“the very destiny of charter schools lies solely in the hands of
public agencies and offices, from the local to the state level:
school districts, county boards of education, the Superintendent
[of Public Instruction] and the [State] Board of [Education].”

We believe that the statutes, although not explicit, do
envision a monitoring role for chartering entities and that

a monitoring process is absolutely essential to identifying

key issues, providing charter schools the opportunity to take
corrective action, and determining whether a chartering entity
should exercise its authority to revoke the charter.
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. Los Angeles mischaracterizes our assumptions regarding the
authority of chartering entities. On pages 18 and 32, we recognize
the unique and independent nature of charter schools. At the
same time, as discussed in note 2 on page 143, we recognize
that charter schools are not set completely free from the
public school systems and that the statutory framework
provides for some measure of oversight of charter schools by
their chartering entities. We have also endeavored to identify
areas where that oversight can be improved and perhaps even
clarified by the Legislature.

. Los Angeles misstates our report; we do not state or even imply
that charter schools are required to provide students with a
“standard” education program. In fact, on page 20, we recognize
the unique flexibility of charter schools to craft their own
educational programs, as reflected in their approved charters.

. Los Angeles is misrepresenting our report; nowhere in our report do
we state that the chartering entities are to ‘dictate’ charter schools’
audits. On page 32 we state that one element each charter must
contain is a description of how an annual audit will be conducted
and any exceptions satisfactorily resolved. The audit requirement is
contained in the Education Code, Section 47605(b)(5)(D).

. Los Angeles has mischaracterized our recommendation regarding
a chartering entity developing and implementing policies
and procedures for monitoring. On page 50 of our report, we
recommend that the chartering entities’ fiscal monitoring
policies and procedures outline the types and frequency of fiscal
data the charter schools should submit, including consequences
if the schools fail to comply. Los Angeles has chosen to interpret
this recommendation as including a monetary penalty, we did
not state that in our report.

. Los Angeles continues to mischaracterize our report. On page 28,
Table 5 summarizes Los Angeles’ verification of charter schools’
compliance with three legal requirements. We do not use
Los Angeles’ verification of instructional minutes as an example
in our report. However, we concluded that Los Angeles’ process
was ‘unclear’ because the data it provided us contained fax
date stamps that showed that Los Angeles received the charter
schools’ bell schedules after we requested the information.
Thus, it was unclear to us when Los Angeles verified the charter
schools’ instructional minutes or whether the district has an
ongoing process to determine charter schools’ compliance with
legal requirements for receiving state apportionment funds.
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Los Angeles has misread our report. Contrary to Los Angeles’
statement that we are basing our conclusion on the performance
of three students on standardized tests, on page 26 we state that
the Accelerated School had in its charter three student outcomes
that related to individual student performance on standardized
tests. In addition, although the school has analyzed the test
results on a school-wide and grade-level basis, it has not assessed
the test results to determine whether the individual students’
results have achieved the outcomes agreed to in the charter.

Los Angeles has missed the point of our report related to
standardized testing. As we state on page 27, standardized
testing is one of at least three legal requirements charter
schools must fulfill to receive state funds. Table S on page 28
of our report reflects that Los Angeles verified most of its
charter schools participated in standardized testing. We do
not use Los Angeles’ verification of standardized testing as an
example in our report. However, we concluded that Los Angeles
verified ‘most’ of its schools because many of Los Angeles’
charter schools contract with it for testing services. However,
not all of the charter schools do. Therefore, as a condition of
apportionment, Los Angeles should be certain that the testing
has taken place before certifying the schools are compliant for
funding purposes as discussed in the case of Oakland Unified
School District on page 29 of our report.

As with any audit we perform, our first step is to review and
evaluate the laws, rules, and regulations relevant to the issues.
As we state on pages 18 and 32 of our report, we determined
that the chartering entities have certain authority for overseeing
charter schools’ academic outcomes and fiscal health. As we
describe further on these pages, to facilitate their oversight,

we expected the chartering entities would have established
policies and procedures guiding these activities and also describe
what makes up a sound monitoring system. Los Angeles states
in its response that it has accountability systems in place. If

Los Angeles’ procedures were as effective as it now asserts, the
results of our audit would have been substantially different.

We disagree with Los Angeles that we jumped to a conclusion
related to Valley Community Charter School. As we state on
page 39 of our report, the school’s expenditures have exceeded
its revenues by almost $189,000; the school has also taken a
loan for $200,000. It seems reasonable to us that Los Angeles
would want to understand the school’s fiscal situation and
assist in any way possible. Moreover, it seems short-sighted
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on Los Angeles’ part to assume that a school with sound
instructional practices also has sound fiscal practices. Finally,
despite Los Angeles’ claims, as we note on page 39 of our report,
the school has been open for two years, this does not represent
an extended track record of being fiscally sound.

‘ We changed the text in this section to more precisely communicate
the issue we describe. As we state on page 46 of our report,
Los Angeles failed to track its oversight costs to demonstrate that
the fee it charged its charter schools was justified. In addition, as
Table 9 on page 49 shows, Los Angeles submitted a mandated-
costs claim for its charter schools’ oversight costs and as we
state on this same page, because the chartering entities failed to
adequately track their actual costs of providing oversight, they
could not demonstrate that the charter schools have not already
paid for some or all of these oversight activities through the
oversight fee. Thus, although Los Angeles’ explanation that the
district spent more for oversight than it charged to the schools is
plausible, our conclusion that Los Angeles, and other chartering
entities, risk double-charging the State for charter school oversight
costs is also plausible.

‘ Contrary to Los Angeles’ claim that we ignored the accountability
system that it already had in place, on page 36 we discuss
Los Angeles’ fiscal review of charter schools including interim
budget and year-to-date actual revenue and expenditure reports
and audited financial statements. We agree with Los Angeles
that it annually examines and analyzes this data, but we
conclude that not all of its schools submitted data for review
and Los Angeles lacks formal policies to appropriately follow
up when a school experiences fiscal problems. Moreover,
Los Angeles is overstating its academic monitoring and the value
it provides. Los Angeles provided us with a report its Program
Evaluation and Research Branch (PERB) prepared comparing
charter and noncharter schools’ Academic Performance Index
and Stanford 9 scores. However, we understood that this report
represents a one-time effort by Los Angeles in compiling this
data. This is supported by the fact that in March 2002, PERB
proposed to develop a data monitoring system for charter schools;
the development was estimated to take six to seven months.
Finally, on page 21, in Table 3 we summarize the chartering
entities’ academic monitoring. Specific to Los Angeles, we
conclude that it engaged in some academic monitoring, but on
page 23 we conclude that its efforts are not adequate as it relies
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on an external evaluation during a school'’s fourth year of its
charter. Moreover, Los Angeles uses the evaluation for renewal
purposes, not as a monitoring tool.

Again, Los Angeles claims that we ignored its accountability
system, this is not true. On page 21 we mention Los Angeles’
recently developed guidelines; however, as we also mention,
the guidelines lack a process to continually monitor the charter
schools’ academic performance. On page 37 we again mention
Los Angeles’ guidelines, but note that the guidelines do not
address its charter schools’ fiscal monitoring. Los Angeles
states that the charter proposal represents the schools’ internal
accountability. However, we do not believe that the charter
itself is a substitute for a sound monitoring system. As we

state in note 2 on page 143, our view that the Act places some
monitoring responsibilities on chartering entities is informed
by our reading of the statutes as well as the constitutional
obligations of the State regarding the public school system.

Los Angeles accurately notes that the charter schools’ annual
independent fiscal audit is an external measure of accountability;
on page 39 of our report we also state this. However, on page 44 we
state that Los Angeles needs audit review policies and procedures to
ensure that staff take appropriate measures in holding the charter
schools accountable for their fiscal management.

It should be noted that Los Angeles’ systematic data collection
was proposed by its PERB on March 25, 2002. We understand
that PERB has undertaken the first element of evaluating
charter schools for renewal; we are not certain Los Angeles

has implemented the two remaining proposed elements:
identification of best practices and continual data monitoring.

We agree with Los Angeles, we do not promote enforcing
traditional methods to measure charter schools and flexibility
cannot be such that it would pose a risk to students.

We stand by the findings and recommendations in our
report. As we state in note 2 on page 143, we reviewed the

law for guiding principles in responding to specific questions
from the audit committee that charged us with the independent
review of chartering entities’ policies and procedures for
monitoring charter schools’ compliance with their charters.

We also recognize the lack of specificity in state law regarding
monitoring and recommend that the Legislature make the
chartering entities’ role and responsibilities more explicit.
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Agency’s comments provided as text only.

Oakland Unified School District
1025 Second Avenue
Oakland, California 94606

October 24, 2002

Elaine M. Howle, State Auditor®
555 Capitol Mall, Suite 300
Sacramento, CA 95814

RE: California Charter Schools Audit
Agency Response from Oakland Unified School District

Auditor Expectations Not Based in California’s Charter Law

Dear Ms. Howle:

Oakland Unified School District (OUSD) has received and reviewed your agency’s draft audit
report, California’s Charter Schools, dated October 2002, that cites our district’s performance as a
charter-granting agency. We appreciate the difficulty the audit team faced as it attempted to master
California’s complex Charter Law and to fashion orderly expectations where few are stated in the
law, while members of your auditing team came and went in turnover that mirrors what we face in
local districts.

The District concurs with the auditors’ general finding that the State Legislature’s charter school
program could benefit from stronger efforts at the state, district and charter school levels to assure
fiscal, legal and academic accountability. However, this audit report is fundamentally flawed
because it is based upon an initial misunderstanding of California’s Charter School Law, resulting in
the creation of statutorily unsupported expectations that are not based on what California’s Charter
School Law actually is. Independent charter schools are not subdivisions of school districts, to be
supervised as if they were subordinate departments, bureaus or offices of the school district, and
thus cannot be fairly evaluated in this way.

Even though the auditors acknowledge a district’s oversight “responsibilities are not explicitly stated”
in Charter Law, they not only presume that responsibilities “are implied through the Act and its
amendments,” [Report Summary] they also define specific procedural expectations for how a dis- ‘

trict should fulfill these presumed responsibilities. We do not believe that the auditors had a basis
in Charter Law for many of their critiques. In addition, there are factual errors in the report that we
wish to correct and statements that may mislead readers that we wish to clarify.

* California State Auditor’s comments begin on page 157.
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The District has been strengthening and improving its role as a charter authorizing agency. Prog-
ress has been made on many fronts, and more is underway. The District agrees that it would ben-
efit from clearer, written policies and practices that could be implemented more consistently, and
staff has many of these improvements underway. In August 2001, the Oakland Board of Education
recognized the value of creating a position whose sole responsibility would be to coordinate the
District’s attention to charter issues. During the past fiscal year, we could only support that function
as a half-time position. This proved sufficient for processing the many new applicants for charters,
but did not provide time for monitoring at the level our District believes is important. In July 2002,
the Board expanded the position to full-time specifically to provide more opportunity for creating
and implementing a broader monitoring system. Our fiscal and human resources will be severely
strained, however, if there is no limit to the quantity of charters we must accept and no relief to the
drain on fiscal and facility resources caused by charter schools.

The audit report recognizes some of the improvements underway, especially improvements to
our fiscal monitoring system, but under-reports other improvements. More disturbingly, the audi-
tors have interpreted the words in Charter Law to create their own standards of practice that they
expected to see in place at districts. Our failure to have a practice in place that matches these
individuals’ expectations should not be confused with a failure to meet our statutory obligations.

For contextual clarity, we recommend that the audit report change one of its terms. The report con-
sistently refers to charter-granting agencies as “sponsoring agencies.” The term, although defined
in the statute, is misleading to readers because it implies a relationship between the local educa-
tional agency and the charter school that is neither required by law, nor typical in practice. The
term “sponsor” connotes a backer, a patron, a benefactor or a champion. By contrast, Charter Law
requires a district to grant a charter unless the charter fails to meet one of five conditions outlined in
the Charter School Act [Ed Code 476069(b)] regardless of the fiscal, facility, or monitoring burdens
that the school’s existence will place on a district. A “sponsoring” agency may even have denied a
charter that is subsequently granted by the County Office of Education or State Board of Education.
[47632(i)]

The report [Page 25] incorrectly says that District staff only visited charter schools to investigate
parent complaints. This is untrue. District staff visited eight of its nine charter schools last year and
the ninth school was the first one visited this year. Several schools received more than one visit.
Most of the District’s site visits were to observe, to counsel and to establish relationships between
our new staff and charter leaders. Parent complaints sometimes stimulated a site visit and other
times were addressed through telephone conversations, exchanges of correspondence, or referrals
to the schools’ directors and boards.
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The report suggests [Page 25] that the District should conduct site visits “to help ensure that the
school is maximizing its students’ educational opportunities and making sound use of taxpayer
funds.” These are noble endeavors, but not the responsibility of a charter authorizer. The Dis-
trict may well believe that students’ educational opportunities would be maximized in a District
school or by applying a different educational approach, but Charter Law allows charter schools to
make independent choices, as long as they employ some sound educational program. [Ed. Code
47605(b)(1)] The statute would permit us to suggest, but would prohibit us from prescribing our
preferred educational approach. Further, the “sound use of taxpayer resources” is a subjective
evaluation linked to one’s support of, or opposition to, the educational techniques being employed.
As the report notes [Page 20] the intent of Charter Law was to move charter schools to perfor-
mance-based accountability systems. While the District needs to do more to monitor performance,
it is inconsistent with the intent of the statute to ask districts to evaluate the means to those ends,
beyond strict legal parameters. At most, District staff might evaluate whether taxpayer resources
are being used for legal purposes.

Auditors note that they expected to find “established policies and procedures for assessing the
academic achievements of students in their charter schools, in accordance with the measurable
student outcomes required in each charter” [Report Summary] and they describe their version of
what a sound accounting system might include. [Report - Page 21] Their report reads as if the Dis-
trict has failed to meet its legislated responsibilities when, in several instances, our system simply
failed to match what the auditors expected to see. Even so, the District is also eager to improve its
charter schools accountability system. The District’s effort to expand and clarify its charter schools
accountability activities this year is especially apparent in the more detailed language the Oakland
Board of Education has approved for this year's Memoranda of Understanding (MOU) with our
charter schools. We will consider adding those portions of the auditors’ recommendations that are
not already represented in our expanded MOUs.

The report makes a general assertion that authorizing agencies “do not periodically monitor their
charter school’s performance against agreed-upon measurable outcomes.” [Page 22] This state-
ment is both inappropriately broad and incorrect. The auditors have completely negated the value
of the review process that occurs in our district when charters are considered for renewal. Given
that the statute does not specify how frequently a periodic monitoring must occur, and given that
the academic benefits of a program typically take a year to implement for benchmarking, then at
least two years to bear fruit, it is not unreasonable for an authorizing district to wait until a school’s
fourth year to evaluate the academic benefits of its program. This timeline is consistent with review
for charter renewal after five years.

The report notes that we have not established comprehensive written monitoring guidelines. [Page
23] However, the District presented plentiful evidence that it has implemented many monitoring
activities and acted upon its findings. For example, the District monitors charter schools’ monthly
fiscal and attendance data, monitors other program components occasionally, initiated revocation
procedures on several occasions, and revoked two charters. Our District is compiling year-by-year
testing information and consulting with the charter schools to develop a written, multiple-criteria
annual assessment report that will also incorporate each school’s unique measurable goals.
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Although it is not the District’s statutory responsibility to ensure that charter school students dem-
onstrate academic performance, the District is aware of which charter schools are experiencing
academic difficulty and offering some assistance-which independent charter schools and their
governing boards, which are separately incorporated nonprofit organizations, are not obligated to
accept. For example, in 2001-02, the District invited five under-performing charter schools to enroll
in the High Priority Schools Grant of the Immediate Intervention Under-performing Schools Pro-
gram (HPSG-IIUSP). Four accepted the invitation and the District assisted them with the application
process.

The auditors were displeased to find that one-third of charter school outcomes were not related

to academic performance. [Page 31] While we recognize the importance of academic achieve-
ment, we find the auditors’ low esteem for non-academic measurable outcomes disturbing. Many
of the parents in our charter schools place high value on non-academic factors (such as safety and
attendance) that are essential prerequisites to learning, and attitudes (such as self-esteem and
respect for others) that they recognize as important components of citizenship. Charter Law does
not require that the benefit of all outcomes be objectively measurable in the short-term, nor that

all measures be of academic performance. Ignoring improved attendance as a success factor is
severely myopic.

In Table 5 [Page 33], the report alleged that OUSD did not verify teacher credentials. The text of
that page then described part of the process OUSD used to verify teacher credentials in 2001-02.
The auditors may believe our process was insufficient, but the “no” on this table should be changed
to “some” or another term that indicates a process existed. The audit report notes that schools
must certify a listing of their teachers and their credentials as part of CBEDS data. In addition, but
unnoted in the audit report, each school’s charter and the annual MOUs that are signed by each
charter include a passage stating that teachers in the school will hold a Commission on Teacher
Credentialing Certificate, permit or other document equivalent to that which a teacher in other
public schools would be required to hold except where the lack of such certificate, permit, or other
document is permitted by law.

Charter Law [Ed Code 47605(1)] and each school’s MOU identify that charter schools are respon-
sible for maintaining teacher credentialing information at the school and that these records are
subject to periodic review by the authorizing district. The auditors have interpreted this provision to
mean that districts should conduct and document annual credential reviews. While we concur that
this would be a laudable practice, and we plan to increase our scrutiny this year, an annual review
is not required by Charter Law.

In Table 5 [Page 33], the report alleges that OUSD did not verify that State-mandated tests were
administered at charter schools. We believe the auditors confused a lack of a document with a lack
of verification. The “no” on this category should be changed to either “yes” or “some” verification. Our
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process included informing schools that they must test, gaining their agreement to test (in both their
charters and in their annual MOUSs), arranging for them to order and purchase testing material from
our vendor, providing extensive training in testing and reporting procedures, and receiving their
testing results. Schools that did not attend training sessions received information by mail and all
schools received on-going counsel via electronic mail and telephone. We note that the auditors did
not find that any of our charter schools failed to participate in State-mandated tests. If performance
(i.e., participation) was the goal, then our method was successful. In the future we will ask each
school to provide a document certifying that its students participated in the State Testing Programs
specified in Education Code 60600-60652 in the same manner as other students attending public
schools, but signing a certificate after the fact will not change the outcome (participation or not).

In Table 5 on page 33, the report notes that the District did not verify instructional minutes in 2001-
02. Each school commits in its charter and annual MOU that “The School shall offer, at a minimum,
the same number of instructional minutes set forth in Education Code 46201 for the appropriate
grade levels.” The District did verified instructional days. The MOUs for the current year and our
accounting system have been amended to include monitoring instructional minutes.

During 2001-02, the District emphasized improving the foundation of our charter school rela-
tionships by tightening provisions in the charter documents themselves. The report ignores the
District’s expanded charter petition review process that has led to improved charter quality, more
specific measurable standards, and greater clarity about charter schools’ statutory obligations. This
has had an immediate effect on the quality and specificity of new charters and will eventually cover
all charter schools after their renewals. Our more careful scrutiny by the Charter Schools Coordi-
nator, an internal review team, and a committee of the Board of Education takes more time but will
lead to long-term improvement in the authorizer/school relationship

The report ignores District monitoring that has revealed problems and where our intervention either
led to a correction of a problem (e.g., a leadership change at one school, governance changes

at two schools to eliminate conflicts of interest; school schedule changes to provide an adequate
number of instructional days at one school) or a revocation of charters (Oak Tree Charter School
and Meroe International Academy). Clearly, the District’'s monitoring efforts reveal, address and
resolve many problems.

In two instances, the auditors apply a standard that they admit is not required of charter
schools (Page 47, 51.) The auditors expect charter authorizers to work with charter schools to
improve their financial condition. (Page 47) While this is a nice service to offer, and the District
sometimes offers advice, we are not required to do this.

The auditors complain that two charter schools had periods when E.C. Reems’ and North Oakland’s .
revenues on hand were less than their current expenses. (Page 48) It is not unusual for many

charter schools and entire school districts to experience cash flow disruptions. There are many
techniques for navigating these periods and these schools navigated adequately.
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This year’s more detailed MOU will specify that the annual external audit must reflect tests of ADA
and instructional minutes. (Page 49)

The auditors acknowledge improvements to our audit review process, but complain that we do not
specify how negative audit findings are resolved. (Page 53) This will always depend on the nature
of the finding is. It is noteworthy that the auditors say, “For fiscal year 2000-01, the charter schools’
audit findings did not appear to be significant.” (Page 53) They seem to be stretching hard to find
something to complain about in our new process.

The report says our district “failed to track actual oversight costs” (Pages 55, 56) even though docu-
mentation was provided to the audit team.

The auditors’ allegation that districts “may be double-dipping” allegation (Page 55) should either be
specific and substantiated or omitted. Our District could not possibly have double-dipped in 2001-
02 because we have not yet submitted our Mandated Costs Reimbursement (MCR) request for
charter activities yet. (Page 61) We are compiling our records and will turn them in by the October
31 deadline. Our minimal MCR claimed in 99-00 and 00-01 is can be more than justified with staff
time reviewing new charters in those years.

There is a lack of logical connection (Page 59) between the auditors’ acknowledgement that MCR
is the way to collect for new charter reviews because there is no charter school revenue stream
to assess, and their subsequent suspicion that districts also charged the (non-existent) charter
school’s revenue stream for staff time processing new applications.

The District wholeheartedly supports the auditors’ calls (Pages 56, 60, 61) for language clarification
in the statute about what revenue we can assess our 1% against. This has been a source of confu-
sion and multiple interpretations by State and District staff and by charter school leaders.

Our district, like others, endeavors to interpret and implement its responsibilities, as it identifies
needs and as resources are available for this purpose. A major impetus of the charter schools
movement was to move away from procedural accountability toward outcome accountability. In
this spirit, we are seeking an appropriate balance of intervention and autonomy, prescription and
innovation, control and independence. Change the District is implementing will increase our role in
monitoring charter schools to ensure greater accountability.

If the Legislature wishes to dictate the requirements of a comprehensive procedural audit, we would
expect to receive clear definitions about what documents would be required to have available for
review at the State Department of Education Charter Schools Office, at the County Department

of Education, at the authorizing district’s office, and at each charter school site, at what frequency
those documents must be updated, and what supporting materials are required to substantiate
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the information. We would also expect the District’s cost for participating in these documentation
and audit processes to be fully eligible for payment as a charter monitoring cost, and expenses in
excess of those fees to be fully reimbursable as mandated costs.

Sincerely,

(Signed by: Dennis K. Chaconas)

Dennis K. Chaconas
Superintendent
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COMMENTS

California State Auditor’s Comments
on the Response From the
Oakland Unified School District

the Oakland Unified School District’s (Oakland) response
to our audit report. The numbers below correspond to the
numbers we placed in the margins of Oakland’s response.

To provide clarity and perspective, we are commenting on

. Contrary to Oakland’s suggestion, this report is not intended
to be read as a legal opinion on the application of the Charter
Schools Act of 1992 (Act) to chartering entities. Instead, we
looked to the law for guiding principles in responding to
specific questions from the Joint Legislative Audit Committee
regarding policies and practices for monitoring charter schools.
Moreover, on pages 18 and 32, we recognize the lack of
specificity in state law regarding monitoring charter schools and
recommend to the Legislature that it might consider making the
oversight role and responsibilities of chartering entities more
explicit. Finally, as we state on these same pages, we believe
that some monitoring role for chartering entities is implicit in
the Act, particularly in a chartering entity’s charter revocation
authority, the primary vehicle for enforcement of charters.

Although not rendering a legal opinion on the issue of oversight,
our view that the charter schools law places some monitoring
responsibilities on chartering entities is informed by our
reading of the statutes as well as the constitutional obligations
of the State regarding the public school system. In fact, in
Wilson v. State Board of Education, (1999) 75 Cal.App 4th 1125,
the First Appellate District Court of Appeal considered the

issue of whether the Act permitted funding for schools that fell
outside of the public school system, thus violating the California
Constitution. In finding that the Act did not run afoul of the
constitution, the court pointed to the statutes that we have
relied on as evidence that charter schools are operated in a
framework that keeps them within the public school system. For
example, the court found that:
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Chartering entities have “continuing oversight and monitoring
powers” with:

® The ability to demand response to inquiries.

® Unlimited access to inspect or observe any part of the charter
school at any time.

® The right to charge for actual costs of supervisorial oversight.

® The right to revoke a charter for, among other reasons, a
material violation of the charter or violation of any law,
failure to meet student outcomes, or fiscal mismanagement.

As part of their revocation authority, chartering entities are
required to permit a charter school the opportunity to cure
the alleged problem. More specifically, the court stated, “short
of revocation, [charter entities] can demand that steps be
taken to cure problems as they occur.”

Chartering entities “approve” charters. The chartering entity
“controls the application-approval process, with sole power
to issue charters”—*[a]pproval is not automatic, but can

be denied on several grounds, including presentation of an
unsound education program.”

With regard to accountability, charter schools must promptly
respond to all reasonable inquiries from a chartering entity.

The charter schools law does not create a dual system of public
schools. Although the law loosens the “apron strings of bureau-
cracy,” the court found that charter schools are within the
common system of public schools because, among other reasons,
they “are subject to state and local supervision and inspection.”

Even though charter schools have operational independence
“the very destiny of charter schools lies solely in the hands of
public agencies and offices, from the local to the state level:
school districts, county boards of education, the Superintendent
[of Public Instruction] and the [State] Board of [Education].”

We believe that the statutes, although not explicit, do envision
a monitoring role for chartering entities and that a monitoring
process is absolutely essential to identifying key issues, providing
charter schools the opportunity to take corrective action, and
determining whether a chartering entity should exercise its
authority to revoke the charter.
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. Oakland is misrepresenting the content of our report. We did
not define specific procedural expectations, but rather identified
where chartering entities did not provide adequate oversight
using any one of a number of methods that we would have
considered satisfactory. As we state on page 18, we expected
that, to facilitate their oversight, chartering entities would
have established policies and procedures guiding these activities.
Typically, sound systems define types and frequency of data
to be submitted, the manner in which the entity will review
the data to be submitted, the manner in which the entity will
review the data, and the steps it will take to resolve any concerns
resulting from its oversight activities. Therefore, we assessed the
charter oversight activities of the selected chartering entities
against what a sound oversight system would include.

. Although Oakland states that we made factual errors or misleading
statements, the following point-by-point analysis of its response
disproves this assertion.

. Although Oakland disagrees with the underlying facts, Oakland
agrees that it would benefit from clearer, written policies and
practices that could be implemented more consistently, and
states that staff has many of these improvements underway.

. Oakland apparently believes that our expectations that its
oversight system should ensure that charter schools are meeting
the terms of their charter, such as measuring student progress
in achieving stated outcomes and ensuring qualifications of
staff, are unreasonable expectations. As fully described in note 1
on page 157, we recognize the lack of specificity in state law
regarding monitoring charter schools. In addition, in our report we
recommend to the Legislature that it might make the oversight role
and responsibilities of chartering entities more explicit.

‘ Although the term “sponsoring agency” is in statute, we have
changed the term “sponsoring agency” to “chartering entity” to
more closely conform to the language of the Act. The change in
term does not affect any of our findings or conclusions in the
report.

. We have modified the text on page 22 to incorporate Oakland’s
assertion that it made school visits to establish relationships.
However, the point remains that Oakland did not visit its
charter schools to monitor their performance in accordance with
the schools’ charter agreements.
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Oakland is understating its responsibility. Although

the California Constitution gives the State the ultimate
responsibility to maintain the public school system and

to ensure that students are provided equal educational
opportunities, Oakland presumably has some responsibility.
However, we have clarified the text on page 22 to state that Oakland
did not assess whether its charter schools were achieving the
measurable outcomes agreed to in their charters. Presumably these
agreed-upon measurable outcomes were designed as alternative
methods to provide equal educational opportunities to students.
Oakland could have denied a charter petition if it believed the
educational program was not sound. Also, Oakland is understating
its responsibility to ensure that taxpayer funds are being spent
soundly. It has a responsibility to ensure charter schools’
compliance with various legal requirements that are conditions of
apportionment, a responsibility to ensure that federal funds are
spent in accordance with federal rules, and can revoke a charter for
fiscal mismanagement.

We are pleased Oakland is improving in this area after our audit.
However, the fact remains that for fiscal year 2001-02 Oakland
did not have any type of effective policies and procedures

to ensure that charter schools were assessing the academic
achievement of students in its charter schools in accordance
with the measurable student outcomes required in each charter.

Oakland is asserting that the evaluation that occurs relating

to a charter renewal process, which occurs every five years, is an
adequate substitute for the periodic monitoring that a chartering
entity is supposed to be performing in order to justify the fee of
“up to” 1 percent or 3 percent of a charter school’s revenue. This
interpretation ignores the chartering entity’s authority to not only
renew a charter but to also revoke a charter due to the material
violation of any charter condition. In addition, as described in note 1
on page 157, chartering entities have the ability to demand response
to inquiries and unlimited access to inspect or observe any part of
the charter school at any time. Without periodic monitoring of their
schools for compliance with the charter terms, the chartering entities
cannot ensure that their charter schools are making progress in
improving student learning, nor are the chartering entities in a
position to identify necessary corrective action or the need for
revocation.

The fact remains that Oakland provided us no evidence that it had
either written procedures or any consistently applied monitoring
effort in place for the period we reviewed during fiscal year 2001-02.
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Oakland’s response recognizes that in fiscal year 2001-02 the
resources it provided “proved sufficient for processing the many new
applicants for charters but did not provide time for monitoring
at the level our district believes is important.”

‘ As discussed in detail in note 1 on page 157, Oakland is
understating its statutory authority to ensure that charter
school students demonstrate academic performance in
accordance with its charter. It has the authority to revoke a
charter due to failing to achieve or pursue any of its student
outcomes if the charter school does not correct the problem.

. Oakland is mischaracterizing our report. We expressed no
displeasure that one-third of charter schools’ outcomes were not
related to academic performance. For example, on page 24, we call
some of these goals laudable. However, we also correctly discuss
that these goals by their nature are difficult, if not impossible to
measure by any objective standard. Without objective standards
defined in their charters that are relevant to academic performance,
the charter schools will not be able to demonstrate to their
chartering entities the success of their academic programs.

. Although Oakland may state teacher qualifications in its
charters, Oakland had no process in place at the time of our
review where it verified the credentials of teachers in charter
schools. Oakland did not perform the verification on an
annual or any other periodic basis.

. Oakland is either missing or evading our point related to verifying
that testing at charter schools has occurred prior to its certifying
the last apportionment. Even though Oakland states that it
does numerous things to ensure that testing will occur, it does
nothing to ensure that testing did occur prior to its certifying
the last apportionment for the year. Oakland’s statement
about “receiving their (charter schools) testing results” is
disingenuous because, as far as we are aware, they are referring
to the fact that they have access to the Department of Education’s
Web site that posts the results after Oakland has certified the last
apportionment for the year. Thus, this late receipt of test results
is irrelevant to the point that we raised.

‘ Oakland is understating its statutory authority related to charter
school fiscal affairs. It has authority to revoke a charter due to
fiscal mismanagement. Although expenses greater than revenues
is not in isolation a problem, it is sufficient for Oakland to use
its statutory authority to make reasonable inquiries, including
inquiries for financial data.
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. Oakland is mischaracterizing our report. We do not state that
it could not support the expenses reported on its mandated-
costs claim. Rather we state that it did not provide us with any
support for the expenses that it asserted it incurred providing
oversight over the charter schools. The statute allows Oakland
to charge a district “up to” 1 percent or 3 percent of a charter
school’s revenue as a fee for oversight. Without any supporting
detail for these expenses, Oakland cannot support that it has
expenses other than the expenses related to charter schools for
which it sought reimbursement on its mandated-costs claim. We
have modified the report text to state there “is a risk of double-
charging” rather than “may be double-charging.”

. The Legislature has already provided a funding mechanism for
the oversight of charter schools—the 1 percent or 3 percent.
Also, if Oakland already had in place the procedures it is
asserting it is now developing or implementing, the results of
our audit would have been substantially different. In addition,
as discussed in note 2 on page 159, we are not suggesting that
the Legislature define specific procedural expectations, but
rather that Oakland accomplish sound oversight systems for
the “up to” 1 percent or 3 percent of charter school revenue fee
that they can charge charter schools.
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Agency’s comments provided as text only.

San Diego City Schools

Eugene Brucker Education Center
4100 Normal Street

San Diego, CA 92103-2682

October 24, 2002

Elaine Howle*

State Auditor

California State Auditor
Bureau of State Audits
555 Capitol Mall, Suite 300
Sacramento, CA 95814

Dear Ms. Howle,

Enclosed you will find San Diego Unified School District’s written response to the

report titled “California’s Charter Schools: Monitoring and Oversight at All Levels .
Could Be Stronger to Ensure Charter Schools Accountability” A diskette with files for

the response and this cover letter is also enclosed.

We request that you inform the San Diego Unified School District of the details for
releasing this audit including the date, time, method(s) of release and intended audiences.
We also request that notification be given at least two weeks in advance of to allow us the
opportunity to make travel arrangements, should they be necessary, to participate and/or
observe the release.

Respectfully,
(Signed by: Terrance L. Smith)

Terrance L. Smith
Chief of Staff

* California State Auditor’s comments begin on page 185.
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SAN DIEGO UNIFIED SCHOOL DISTRICT’S RESPONSE
TO CALIFORNIA STATE AUDITOR’S OCTOBER 15,2002 DRAFT AUDIT
ENTITLED “CALIFORNIA’S CHARTER SCHOOLS: MONITORING AND
OVERSIGHT AS ALL LEVELS COULD BE STRONGER TO ENSURE
CHARTER SCHOOLS ACCOUNTABILITY”

A.INTRODUCTION

San Diego Unified School District welcomed the opportunity to participate in the
California State Auditor’s evaluation of how effectively the oversight of charter schools
was conducted within the State of California during 2000/2001. The audit team members
explained that they were working with various departments of the State of California,
four school districts, and a selected number of charter schools within those districts to
complete an audit report with respect to the accountability of public charter schools in the
2000/2001 school year. It was our understanding that the audit report would confirm
practices as they existed in 2000/2001 at the state, district and charter school levels;
identify actions, policies or procedures enacted by the State Board of Education,
California Department of Education, districts or charter schools since that time to
improve the accountability of charter schools; and newly enacted legislation with the end
result of the audit being a number of recommendations for improving the accountability
of charter schools at all levels. We looked forward to participating in a process that was
designed to result in a better understanding of how the current charter laws and
regulations were being implemented, their effectiveness, and how they might be
improved.

The San Diego Unified School District believes there are fundamental flaws in the draft
audit and the process that was utilized to create the draft. It was our belief at the outset of
the audit that the auditors had already obtained a thorough “understanding of the program
to be audited to help assess, among other matters, the significance of possible audit
objectives and the feasibility of achieving them. The auditors’ understanding could have
come from knowledge they already had about the program and knowledge they would
have gained from inquiries and observations they made in planning the audit” (GAO
Yellow Book Section 6.9). The extent and breadth of these inquiries and observations
would certainly have varied given the change in identity of members of the audit team, as
would the need to understand individual aspects of public charter schools, such as the
following:

Laws and Regulations
Purpose and Goals
Efforts

Program Operations
Outcomes

o0~

164 California State Auditor Report 2002-104



San Diego Unified School District October 24, 2002 Response
to State Auditor’s October 15, 2002 Draft Audit
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During the last four months of interaction with the audit team, it has become clear to us

that this was not the case. In addition the four-person audit team has consisted of at least

six different people of which we are aware. It is appears that there has been a lack of ‘
consistent communication among the six audit team members, with respect to

information that was already provided by and discussed with district staff, during the

transition that has occurred. This lack of clear communication among the audit team

members has not been resolved and has resulted in incorrect information being contained

within the draft report.

The San Diego Unified School District expected that the audit would evaluate how the
charter law and regulations were being implemented at the state, district and charter level.
We anticipated that findings would highlight areas of effective implementation, identify
areas for improvement, and make recommendations for clarifying and improving the
existing law and regulations. However, the audit seems to be based upon an initial .
misunderstanding of charter school law which resulted in the creation of non-existent
performance expectations based upon how the auditors interpreted the law, rather than
the reality of existing charter law. Those unsupported standards were then used as if they
were the established legal standards to evaluate the effectiveness of authorizing agencies.
Interestingly enough, the standards created by the audit could be excellent
recommendations for improving the oversight of charter schools if they were presented as
recommendations for the Legislature to enact into law or the State Board of Education
and/or California Department of Education to include in regulations.

In the interest of creating an audit that would be very useful for charter school policy
makers and practitioners within the State of California, we recommend that the audit

team enlist the assistance of charter school law experts from advocacy groups and school
districts. Such experts would be able to assist in the creation of a balanced legal analysis
of the existing charter school law, and where the law is ambiguous not fault districts for
having different interpretations.

B. Specific Audit Inaccuracies in Reference to San Diego Unified School District that
are Contained in Chapter 1: “Sponsoring Agencies do not Adequately Monitor the
Academic Health of their Charter Schools”

1.  As stated at page 19, “... our review of California’s charter schools revealed that spon-
soring agencies do not adequately oversee their schools to ensure that the program
described in the charter agreement is implemented successfully”.

* A review of Education Code 47600 et seq. indicates multiple references to “the authority
that granted the charter” and not to “sponsoring agencies” — the District observes that the
use of the word “authority” conveys a vastly different legal reality than that of “sponsor”.
This is consistent with the legislative intent language of EC 47601:“... to establish and
maintain schools that operate independently from the existing school district structure...”
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* In the context of “their charter schools”, public charter schools are not the property
(as “their” is commonly defined) of their authorizing districts. They are intended to be
operationally independent from districts and other authorizers, and independently
subject to legal and other compliance to the State Board of Education who acts as
the ultimate authority for a charter’s permission to open.

* The audit year selected was the first full year of implementation of (then) recently
passed AB 544. The legislation itself never defined the term “oversight.” Earlier
charter laws used the term “monitoring,” which also lacked any definition in the statue
or in regulations.

* The definition of “adequate oversight” as employed by the audit team has no clear
statutory basis in legislation or litigation — rather, it was defined solely by the audit
team and applied as they saw fit to the District and local school sites.

* |n the absence of written procedural definition to the contrary (from the Legislature,
the California Department of Education, the State Board of Education, or the GAO
Yellow Book), the District was free to set its own standards for reasonable monitoring
of individual school performance.

* The appropriate standard for review, absent definitional clarity in the law, would have
been to compare the District’s activities against its usual and customary practice of
monitoring schools’ academic performance in the audit year selected.

* The audit year selected included an obligation on the part of the charter school to
execute an annual audit — yet the legislation was silent as to the scope and author-
ity of the audit. There were no implementing or definitional regulations passed in that
year by CDE or SBE to clarify this issue, and no direction to charter schools NOT to
rely on existing District audit practice (i.e., inclusion within the annual district audit
and related audit practices for academic review).

* In the SDUSD, only three schools were visited — and they were visited with little
notice, after the conclusion of the school year, and with little or no explanation of the
audit scope and rights of response.

* The audit team at no time identified the criteria for selecting these three schools
as compared to others within the District. They further failed to identify the written
rubrics for selection of these sites - a silent selection process made all the more
suspect by the team’s admission that THEY, not statute or regulation, were defining
“adequate oversight”.

As stated at page 20, and as a justification for the audit team’s self-generated definition
of “adequate oversight”, the ability to “withhold fees from the charter schools for over-
sight” is referenced. As used here and frequently through the report, the verb “withhold”
is incorrectly applied to District practice — all District charter schools were “billed” for the
fee and the fee was “paid” by the schools to the District.
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3.

As stated at page 22, “We found that they were not always assessing their academic
programs against the terms of the charter”.

* “Not always” is a term of linguistic art and has no statistical basis for audit review.
Further, as frequently seen in the report, there is no definitional basis for the follow-

L I ” LS

ing terms: “most”, “some”, “adequately”, “academic health”, etc.

¢ There is no definition of these terms in the GAO Yellow Book, the late-announced
audit protocol, nor in statute or regulation as it applies to charter schools.

e Absent such standards, how can an audit conclusion be reached that “Sponsoring
agencies do not adequately monitor the academic health of their charter schools”?

While the audit report leaves the reader with the impression that the District did not

specify the responsibilities of the charter schools, District charter schools were, in fact,

the subject of written expectations - as stated at page 23, “... in its fiscal year 2000-01
memorandum of understanding (MOU) with Explorer Elementary School ...”

As stated at page 23, “... sponsoring agencies ... have typically not established moni-
toring guidelines or engaged in these activities”.

* For the audit year selected, there was no statutory or regulatory obligation on the

part of the District to establish such guidelines — the audit team thus contradicts itself

by acknowledging the presence of MOU’s as stated above while concluding that no
written expectations were present.

* What is the statistical definition of “typically not established” as used here?

It is agreed to by the audit team that the District has the right to revoke a charter — what

the team clearly does not understand is the PERMISSIVE language in the charter law

that indicates that a District “may” revoke a charter for the five reasons listed in the law

— it is not mandatory that they “shall” do so (EC 47607 (b)).

¢ This District has in fact revoked two charters since the first law was enacted, but
does so only as a last resort. There is no hesitancy to act when the health, safety,

and welfare of students is at stake, or the practices in place prevent the charter from

reaching its stated goals. There is no evidence in the audit team’s report that these

more serious issues were present at any District school and ignored by District staff

and Board.
* Revocation was the only tool in place in 2000-01 to remedy even the most trivial

issues involving charter school practice within the District. Given the legislative intent
to have charters be operationally independent from districts as stated in the law, the

audit team failed to justify that any of the issues of concern that they cited would in
fact have been legally defensible to justify charter revocation.
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* The audit team further ignores the fact that the reasons for revocation identified in
EC 47607 were never defined in the law. CDE, SBE, or any court has never sub-
sequently defined them. The team substitutes its own personal definition when one
cannot be found in the law, and fails to mention that such definitions are nowhere
defined in their own audit protocol.

7.  As noted at page 24, the District is faulted for “having no written guidelines”.

¢ In fact, each school had a MOU as the team admitted earlier in the chapter.

* The audit team sites no statutory obligation on the part of the District in the audit
year selected to have had such written guidelines across the District.

8. Asnoted at page 24, the District receives a “NO” in answer to the claim of “Engaged in
Periodic Monitoring”.

* “Periodic monitoring” is a term of art that was never defined in the law or regulations.

* The audit team never defines “periodic” and cites no definition from the audit protocol
for this term.

* The District was thus free to define the term for itself as it best fit the needs of the
District — especially in the first full year of the new law (2000-01) that the audit team
selected for its review, and in the absence of statutory or regulatory direction to the
contrary.

* As further proof that our conclusion is correct, we note that the audit team at no time
cites the District for abusing its definitional discretion.

9. Asconcluded on page 24, “... none of the sponsoring agencies has adequately
ensured that their charter schools are achieving the measurable student outcomes set
forth in their charter agreements.”

* As the audit team only reviewed three schools in the district, they would have had no
way of knowing if this was universally correct — even if we assume that this was not
done at the three schools selected — a position that we do not admit.

* The team cites no definitional basis, statute, regulation, or portion of the audit pro-
tocol that defines “adequately ensured”, “achieving”, or “measurable student out-
comes”.

10. At page 24, the team concludes that “San Diego lacked monitoring guidelines for stu-
dent performance and did not periodically review its charter schools at the time of our
review.”
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* There was no statutory or regulatory standard against which “monitoring guidelines”
could have been measured or defined in the audit year selected.

* There is no definition at law or in the audit scope for “periodic”.

* The Public Schools Accountability Act (PSAA) represents the standard against which ‘
student performance is based. It specifically includes charter schools. As the team
itself seems to recognize (in that Appendix C includes STAR data), the accountability
system in place was regulated by the PSAA. As this was the most important standard
for academic accountability (recognizing that the PSAA includes identified sanctions
for nonperformance), the District adhered to state law in this instance.

* There is no statutory obligation on the part of the District to exceed adherence to
state law — by definition; the PSAA was “usual and customary practice” in the state.
As such, the yearly release and review of STAR data constitutes annual review
of charter academic performance. We note that “periodic” certainly encompasses
“annual”’. We further observe that the sequence of release of the data (APl raw
scores followed by API growth targets followed by API rankings) represent at least
three different benchmarks of “periodic” review.

e Charter school independence, as identified in the so-called “mega waiver” provisions
of charter law exempting charter schools from compliance with all but specifically
identified Education Codes and clearly intended by the legislature (EC 47601), would
likely have prevented additional District regulations — a point clearly echoed in the
2002 court decision preventing CDE from imposing further fiscal regulations on char- ’
ter schools.

* We observe as well that the first and most specific intent of the charter law was to
“improve pupil learning” (EC 47601 (a)). The District submits that the state legisla-
ture, in passing both the charter law and the PSAA, clearly intended for the PSAA to
be the procedural implementation and regulatory check on the charter school’s first
and most important priority — student achievement. The audit team cites no evidence .
to indicate that the District did not follow the requirements of PSAA in its use of
that legislation to ensure “the academic health” of charter schools authorized (as
opposed to “sponsored”) by the District.

11. Itis precisely for these historical reasons that the District convened a two-day meeting
in June 2001 with the District’s charter school community and the senior District staff.
The intent was to formalize a policy based on the District’s self-initiated and funded
review of charter schools in the District by McKenna and Cuneo (external legal counsel
to the District). The focus for the intense discussions was the historical growth of prac-
tice during the preceding twelve months under STAR, the PSAA, and (at that time) pro-
posed legislation regarding charter practice that would eventually lead to the passage
of SB 740 and AB 1994. Copies of this report were made available to the audit team but
never mentioned in their report. The District proactively sought to clarify local practice in
the face of statewide inconsistency with respect to the laws affecting charter
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schools. The audit team initially dismisses the significance of this two-day meeting, the
subsequent meetings and negotiations that lasted over one hundred hours, and the
unanimous approval of the District’s new charter oversight policy on November 2001
with the following single sentence:

“However, San Diego has developed a new charter schools policy that it plans to imple-
ment in fiscal year 2002-03”

An attempt at further acknowledgement appears at page 27. Unfortunately character-
istic of the entire tone of the report, even this language is unnecessarily cautionary
and dismissive: “Finally, although San Diego has not in the past adequately assessed
its charter schools for compliance with agreed upon measurable student outcomes, it
has developed guidelines that, if implemented, may constitute an adequate process to
monitor its charter schools.”

* The District objects to and disagrees with the conclusionary language suggesting
that we have not adequately assessed charter school compliance.

e The District Board approved the guidelines in November 2001, and the Charter
Office positions were funded (even in the face of statewide budget delay and the
prospect of District deficits) in September 2002. We believe that “if implemented”
does not reflect this District’'s commitment to be a leader in developing a charter
oversight model that is prudent, flexible, and consistent.

* We do agree that “these guidelines will help San Diego ensure that its charter
schools are providing the agreed upon student educational opportunities and will
help give it the information it needs to take necessary corrective action when schools
are not following their charters.” It would have been most appropriate for the audit
team to have concluded its review at this point.

12. At page 28, the report notes that “we expected to find charter schools assessing stu-
dent performance against the measurable outcomes defined in their charter”

* As the overwhelming majority of charters in 2000-01 came in to existence under
the old charter law, one would expect to find such a mandate for the schools (as
opposed to the District) under the language in the old law. We find no such language.
* Further, there was and is no language in the law that prohibits charter schools from
adding other than “objective indicators” in their assessment statements. In fact, it
would have been extremely helpful for the audit team to define, from statutory author-
ity or their own protocol, “objective indicators” to begin with.

* The time for review of charter indicators would be during the renewal or revision pro-
cess. The report is silent as to the obligation of the audit team to have reviewed such
documentation in the case of renewals or revisions that the District has dealt with.
Had they done so, they would have discovered that such reviews of charter indicators
did take place and are a part of the District and Board records.
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* Most recently, charter revisions were granted to the Sojourner Truth Learning Acad-
emy and the Holly Drive Leadership Academy, and a five-year charter renewal was
granted to the Nubia Leadership Academy. In each instance, a full review, accompa-
nied by clear and challenging conditions relating to academic performance (attached
to the Board approval action) were present. It is unfortunate that the audit team
ignored these facts as well in their written report.

* |n the absence of statutory or regulatory definitions for “objective indicators”, the
audit team at Table 4 attempts to summarize their review of three charter schools in
the District. Their review indicates that “some” assessment measures were included
in the charters. While again not defining for statistical accuracy what “some” means,
the Table leads one to conclude that the absence of “all” is a problem. Since there
was not statutory prohibition in either the old or new charter law with respect to using
some “objective “indicators’ and some “non-objective” indicators, what precisely is
the problem that the Table purports to represent?

* The report’s conclusion at page 31 that “... 34 percent of the outcomes listed in the
school’'s charters were not related to academic performance” is due to the reasons
other than pupil achievement that are reflected in EC 47601 (b) through (g) as jus-
tification by the legislature to approve public charter schools. They include a special
emphasis on students who are academically low-achieving, encouraging the use of
different and innovative teaching methods, creating new professional growth oppor-
tunities for teachers, providing parents and students with expanded school choices,
holding schools accountable, and providing vigorous competition within the public
school system to stimulate continual improvements in all public schools. Rather than
criticize these other objectives, the audit team should have applauded them as being
consistent with legislative intent.

* The ultimate indicator with respect to achievement accountability, as stated previ-
ously, would be the PSAA — and the report is silent as to this reality and is equally
silent on the District’s use of PSAA to determine charter progress.

* The audit team’s apparent confusion on this issue is demonstrated at page 31 when
they note (for an unnamed school) that one school that did not assess its out-
comes according to the new rules imposed by the audit team nevertheless showed
increased student achievement. We conclude that such a statement in fact supports
the current practice of mixing both “objective” and “non-objective” measures in the
charter document.

* As stated at page 32, the audit team questions the use of student attendance data as

a measurable outcome of charter success. They state “the effects of improved atten-
dance rates on academic performance are of a longer-term nature and cannot be
measured objectively”. The audit team, especially as relates to racial and economic
subgroup performance on standardized and content-based testing, has apparently
ignored consistent academic research. It is fair to conclude that if a student is consistently

absent from school, his/her test score performance and academic achievement will decline.

If not, what would be the reason for mandatory attendance in the State of California?
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13. At page 32, the report states that “San Diego does not ensure that all of its charter
schools offer the requisite number of instructional minutes”. This sweeping condemna-
tion is “proven” (according to the audit team) at page 34: “In at least one instance, the
district did not confirm the number of minutes offered by collecting a signature from the
school”. The report further states that “for another school San Diego did not complete
the instructional minutes verification” until 22 days after the May 2002 certification was
due. While we could be pleased that this represents (by default), an 88% success rate,
we offer the following with respect to the two unnamed schools cited:

* The signature from High Tech High School, whom we believe to be the first school
cited, was secured after the District provided to the school site an opportunity to vali-
date their change in schedule and secured the requested signature after the review
process was completed.

* With respect to the second school, we note for the record that all public schools may
adjust their May reports in June after P-2 with a Final Report. The verification noted
above was permitted under state law.

¢ We therefore conclude that the District had a 100% verification rate, not (as con-
cluded in the report) that “the district only verifies some of its charter schools’ instruc-
tional minutes...”

14. Although absolutely no data or explanation is presented at Table 5 on page 33,
the District’s ability to verify teacher qualifications is stated as “unclear”. In addition to
the specific explanations to the team in the conference call and their last visit, we offer
again the following:

* |In accord with EC 44258.9 (b) and (e), it is the obligation of each county superinten-
dent to submit a report of credential verification to the state in the format requested.
This county has done so, and this District has provided the required (and verified)
data for submission. The report is silent as to this legal obligation and as to this
District’s compliance with that requirement.

¢ In addition to regularly satisfying that requirement, the District conducts an
annual review for all charter schools. Using the “Administrator’s Assignment Manual”,
the District identifies the process to place personnel and monitor assignments.

¢ Within four months for all charter schools in the district, credential verification occurs.

* The master schedules for all charter schools are used as a second verification.

* For ‘arm of the district” schools using District payroll services, a third review occurs
monthly.
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e For arm of the district’” schools using District payroll services, the Unit reviews all
credentials set to expire and does so three months before their expiration date as a
fourth verification.

¢ Although not required under the law, the District established a “Credential Unit” with
three auditors within the Human Resource Services Division. The Director of the
Credential Unit is responsible for credential verification for all charter schools.

* We note for the record, again, that the audit team makes no reference to specific
statutory violations.

15. We are pleased that the audit team agreed with the District that standardized testing
compliance was not an issue in this District, since no examples of purported noncom-
pliance are noted at pages 34-35 and all charter schools are listed in the appendix.
We are therefore puzzled as to why the team would have stated at page 34 that “...
the sponsoring agencies do not always verify that each charter school participates in
standardized testing.” Given that the district provided the audit team with certification
of testing for every charter school, we do not understand why the notation in Table 5 on
page 33, under Verify Standardized Testing? Indicates “Most” versus “All””

16. With respect to the recommendations at page 35-36, we cite the audit team’s statement
at page 28 that the San Diego Unified School District’s oversight policy will resolve any
outstanding issues: “The programmatic audit will document the school’s progress in
student achievement, as well as whether the school has implemented the instructional
program called for in the charter ... These guidelines will help San Diego ensure that
its charter schools are providing the agreed upon student educational opportunities
and will help give it the information it needs to take necessary corrective action when
schools are not following their charters.”

C. Specific Audit Inaccuracies in Reference to San Diego Unified School District
that are Contained in Chapter 2: “Sponsoring Agencies do not Exercise Sufficient
Oversight of Charter Schools’ Fiscal Health”

1.  As stated at page 37, “When sponsoring agencies (sponsors) authorize the creation of
a charter school, they accept the responsibility for monitoring its fiscal health ...”

* As stated before, the appropriate terminology would include “authorizing agen-

cies” and not “sponsoring agencies”. In fact, the clear intent of the legislation almost
compels a “yes” vote for charters from a local district board: “The governing board of
the school district shall not deny a petition for the establishment of a charter school
unless it makes written factual findings, specific to the particular petition, setting forth
specific facts to support one or more of the following findings...” (EC 47605 (b)). In
this context, and as opposed to the previous charter law, a district is compelled to
grant a charter absent a very narrow permission to deny. This is clearly not “sponsorship”
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— it reflects an objective predisposition to grant charters designed to “operate indepen-
dently from the existing school district structure” (EC 47601).

* Absent the audit team’s inability to define by statute or regulation what is meant by
“monitoring” the “fiscal health” of a charter school, a review of the written historical
record reveals the following:

a. California Department of Education — Policy Letter — June 12, 1997 Joseph Symko-

wick — General Counsel

“In our view, the Charter School Act balances flexibility in the relationship between
a charter school and the chartering entity under the terms of the charter with the
basic duty of the chartering entity to revoke the charter if public funds are not
responsibly used for purposes of public education. While this duty to revoke exists,
school districts and county offices of education are not the financial guarantors
of any charter school transaction or liable for claims that arise against the charter
school except in limited circumstances ... The overall intent of the Charter School
Act was to encourage experimentation and innovation in providing choices to public
school students. Exposing chartering school districts to liability for charter school
obligations would have a chilling effect on the ability of local groups to obtain or
maintain charters that the legislature, in our view, did not intend.” (page 2)

In finding no more recent reference to the historical intent of charter school legisla-
tion in California since that time, the District identifies that its appropriate role is to
grant charters (absent listed and narrow reasons for denial) and further identifies
what it believes to be a clear “arm’s length distance” from charter school operations.

. Mr. Symkowick observes later (page 3) in that same policy paper that the authoriz-

ing district’s obligations are to “... at a minimum review the annual audit report on
the charter school’s financial operations to determine whether the charter school
has acted in accordance with reasonable and prudent business standards. If the
chartering entity decides that a charter school has failed to act in a fiscally respon-
sible manner, the charter may be revoked.”

We conclude from the above reference that the power to revoke is permissive in that
“may”, not “shall” is used and that revocation is the single remedy that a district
may employ. We note further that it is the “chartering entity”, and not any other part
of the educational system, that has the exclusive right to revoke. We observe that
the criterion for revocation is clear — failing to “act in accordance with reasonable
and prudent business standards”.
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c. When the new charter law took effect in January 1999, no substantive language
was added to alter these conclusions. The San Diego Unified School District should
then have been judged in the audit report against the standards and limitations
described above — upon a finding that a specific charter had failed to “act in accor-
dance with reasonable and prudent business standards”. The District had the exclu-
sive power to revoke a charter — but could decide not to revoke based on the use
of the word “may” in both the old and new law. Mr. Symkowick states at page 3 of
his report that “The duty to revoke ... appears to require an exercise of discretion,
which may not be compelled under (Code of Civil Procedure) Section 1085 unless
the failure to act rises to the level of an abuse of discretion.” The audit team made
no such finding in its report.

d. The audit report is equally silent on whether the issues alleged (for the few charter
schools cited in the report) in fact rose to the level of insufficient business practices
that would have prompted a revocation hearing. Mr. Symkowick observes at page
5 of his report that “It is our view that a chartering entity should become liable, if at
all, only after it has notice of a pattern of fiscally irresponsible actions, and fails
to prevent further injuries by expeditious revocation of the charter”. The audit report
cites no such “pattern of fiscally irresponsible actions” on behalf of any charter school
authorized by the San Diego Unified School District and thus errs it its conclusions.

e. The audit report is not clear as to the significance of the problem identified in the
District. Of the thirteen charter schools in existence in the year cited, ten were “arm
of the district” charter schools utilizing District fiscal services that automatically gave
the District review authority of the monthly fiscal realities. None of these schools is
cited as a problem. For the remaining three schools, they were operating as non-
profit public benefit corporations — independent legal and fiscal entities. Each of
these schools, in addition to the ten noted above, were treated as public schools
within the District for audit review purposes under the District’s audit as verified in
the District’s annual reporting using the J-200 form. We note for the record that the
three independent entity charter schools had additional audit obligations under Cali-
fornia law with respect to non-profit public benefit corporations.

f. The audit report correctly concludes that at the time of their visit not all of the
schools had submitted their audits to the District. We note for the record that parallel
information was already available to the District for the “arm of the district” schools,
that all charter schools were a part of the District audit, and that the single concern
expressed in the report focused on the June 30th ending balance for High Tech
High, (HTH) a separate legal entity (page 48). HTH maintains a private bank
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account to which they regularly transfer all funds received from the County Trea-
sury. In order to reflect that this cash is no longer available for expenditure from
the County Treasury, the District “expenses” the total of the wire transfer amount.
Therefore, the charter school’s fund balance may indicate that there are expenses
in excess of revenues, when in fact there were cash balances in the commercial
bank account that the charter school maintained. As reported in the June 30t
audited financial report, Qualcomm Corporation (a regular sponsor and partner
to HTH since it opened) had pledged $500,000 to HTH. If the audit team’s review
would have indicated that HTH had no financial reserves on the date cited (which
they never did), then the District should have been promptly notified of the alleged
actual deficit so that appropriate action could have been take. In fact, HTH was
solvent at the time and remains so today.

g. The District has responded in a timely fashion in its review of the fiscal status of
charter schools that it authorizes. We cite as evidence the fact that three of the
District’s charter schools (Nubia Leadership Academy, Sojourner Truth Learning
Academy, and the Holly Drive Leadership Academy) were notified that they would
be audited by the District in February 2002 in preparation for the renewal of
Nubia’s charter and material revisions to the charters of Sojourner Truth and Holly
Drive. The decision to audit was made before the District was aware that the Legis-
lative Committee audit was in existence. The audit report is silent as to this activity.

2.  Absent any statutory or regulatory definition of “sufficient oversight”, the audit team
consistently impugns criminal activity to the District and never defends its conclusions
by proof through an audit finding. We note a few of these generalized allegations:

* page 38: “may be withholding”

* page 38: “may be double-charging”

* page 57: “may be double-charging”

* page 58: “may have charged”

* page 58: “potential oversight double-charges”

Nowhere in the report is there an audit finding that specifically proves the truth
of these insinuations — in the absence of such findings, this language should
never (under any accepted audit protocol) have been used.
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3. As used at page 39, the District does not “withhold fees” from charter schools — the
charter schools are “charged” a fee and they authorize its payment.

4.  Atpage 45, the conclusion is erroneously made that the District does not include in its
Board-approved charter oversight policy (November 2001) any procedures for fiscal
review. In fact, the new policy includes the following:

Page 12:
“The manner in which annual, independent financial audits shall be conducted:

These audits shall employ generally accepted accounting principles, and the manner
in which audit exceptions and deficiencies shall be resolved to the satisfaction of the
Board.”

A ‘reasonably comprehensive description’ would:

1. Assure annual, independent financial audits employing generally accepted account
ing principals will be conducted.

2. Describe the manner in which audit exceptions and deficiencies will be resolved.

3. Describe the plans and systems to be used to provide information for an
independent audit.

4. State the school will adhere to financial reporting requirements described in Guideline

5, Additional Requirement 4 of this policy.”

Page 16:

“The petitioners shall provide assurance that “the charter school will promptly respond
to all reasonable inquiries, including inquiries regarding its financial records.”

Additional Requirement 4, Reporting Requirements

The petitioners shall assure the charter school will adhere to the district’s reporting
requirements. Note: Petitioners may reference the written assurance previously pro-
vided in Element 9.

The applicants shall:

Provide the following reports as required by law:

a. CBEDS (California Basic Educational Data System).
ADA (Average Daily Attendance) reports J18/19.
Budget J210 (preliminaries and final).
SARC (School Accountability Report Card — charter schools may use their own formats).
Copies of annual, independent financial audits employing generally accepted
accounting principles.

®Pao0oT
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Provide the following reports as required by the district:
a. Monthly statements of accounts (for arm-of-the-district charter schools only).
b. Annual reconciliations of the J210 with financial audits (SDUSD will provide a template).
c. Copies of test results reports for all state mandated assessments, which are:
i. STAR (Standardized Testing and Reporting).
i. CELDT (California English Language Development Test).
iii. SABE/2 (Spanish Assessment of Basic Education).
iv. California High School Exit Examination.

Changes in reporting requirements may be incorporated by reference into the school’s
charter when the school and district update their MOU.”

The audit team did not reference this language in their report although much time was
spent with the team and staff discussing the new procedures.

‘ District notes that CDE has been prevented in a recent court case from requiring charter
schools to report their finances. While AB 1994 (effective January 1, 2003) may resolve
this issue (if the as yet not written and approved regulations do come into existence at the
state level), there is a statewide lack of guidance, in either regulation or statute for

“sufficient data”, “other financial information”, “oversight”, “monitoring”, or “periodic”.

5. As noted at page 45, the audit team must accept the legitimacy of fiscal review for the
10 charter schools receiving District payroll in the audit year reviewed, since their single
focus is on the non-profit public benefit corporation schools (three). Please see intro-
ductory statements above regarding District review of fiscal issues for the non-profits.

. 6. At page 46, the audit team erroneously and harmfully misquotes the “senior financial
accountant” as she is alleged to have stated that “San Diego lacks the authority to
require regular financial reporting from schools that do not purchase the district’s finan-
cial services”. In fact, the senior financial accountant’s statement was absolutely taken
out of context. At page 3 of the senior financial accountant’'s memo (9/6/02) to the audit
team, she states: “A charter school shall promptly respond to all reasonable financial
inquiries, including, but not limited to, inquiries relating to its financial records...” She
goes on to observe in that same response that “In a memo dated June 24, 2002, issued
by Janet Sterling, CDE School Fiscal Services Division, regarding financial reporting
for charter schools, it states that as a result of a lawsuit (referred to previously in this
District response), since CDE does not have the statutory authority to require charter
schools to submit annual financial data, ‘charter schools are not required to submit
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year-end financial reports to CDE’” San Diego does in fact receive financial data from
all of its schools. The only issue is whether the data collected met with the test of suf-
ficiency set up by the audit team. Since the audit team could cite no statutory or regula-
tory definition as to the extent of data collected, it is erroneous to conclude that the Dis-
trict was incorrect in its procedures. The District recommends with the audit team that
these definitions be made clear in the regulations to be written to implement AB 1994.
We recommend as well that “reasonable inquiries” and “financial records” as used in EC
47604.3 be clearly defined. We finally request that the erroneous statement attributed to
the senior financial ccountant included in the report be removed.

7. As stated at Page 50 and Table 7, reference is made to “Number of Charter School
Auditors that Performed Various Compliance Testing Procedures”. This is the clearest
example in the entire report of the audit team’s penchant for creating an unsubstanti-
ated test for district performance and then concluding that a district is at fault for not
living up to their test. We note that, prior to the Table placement on page 50, the audit
team reports that “Effective January 2002 the Legislature has imposed on the charter
schools three additional conditions of apportionment: meeting minimum instructional
minute requirements, maintaining written contemporaneous pupil attendance records,
and using credentialed teachers in certain instances.” The District notes that the legisla-
tion cited, SB 740, dealt with independent study charter schools, not in-seat learning
programs that comprised 12 of the 13 charters in existence in the audit year selected.
The one charter school with independent study, the Charter School of San Diego,
has complied, through the Charter School Advisory Commission and the SBE with all
verification components. We further observe that these requirements were not in effect
in 2000-01 and hence cannot be used a standard against which to judge District
practice.

8. We note as well that the audit team incorrectly identifies the level of educational author-
ity responsible for ADA verification. Reading EC 11966, it is clear that the Superin-
tendent of Public Instruction has the obligation to verify ADA — not the local district.

The San Diego Unified School District has historically reviewed the ADA information
although not required to do so. As the audit team knew, the Cortez Hill Academy Char-
ter School audit for the year ending June 30, 2001 indicated a discrepancy of 2.04 units
in their ADA. The District worked with Cortez Hill to correct this mistake and amend

the records to reflect actual ADA at the lower figure. The audit report is silent as to this
practice.

9. Atpage 50, the audit team references the “State Controller’s Office standards and
procedures for California K-12 local education agency audits.” While this is interesting,
the audit team knows full well that this specific audit protocol has never been an expec-
tation for charter schools. It was not a part of the new charter law and has never been
applied, by regulation or statute, to charter schools and was certainly not a mandatory
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10.

11.

12.

reporting form in the audit year selected. We agree with the audit team that future
regulations or legislation must specifically identify what audit protocol a charter school
is to use — but it was not an obligation in 2000-01.

As stated at page 54, the District is faulted for its audit compliance practices. In fact,
ten of the thirteen charters were being regularly reviewed through fiscal information
received by the District as “arm of the district” schools, and the other three indepen-
dent legal entities were included in the annual District audit scope. The audit team
cites no data to indicate that any of the schools had uncorrected deficiencies, except
for the later reference to High Tech High that was responded to earlier.

At page 58-60, the audit team attempts to insinuate that the District “double-charged”
for reimbursement under the 1%-3% fee and mandated cost recovery. The Table at
page 58 is either incorrect or misleading. In accord with the J-210 Fund Consolidation
Report approved by CDE, the total cost to the District under the Indirect Cost Recov-
ery formula was $979,707. The one- percent oversight fee paid by charter schools for
1999-2000 was $249,332. If the state approved methodology for indirect costs calcu-
lation is representative of the oversight functions actually provided by districts, then,
$730,375 more in “oversight” was provided for than billed. For the 2000-01 fiscal year,
in accord with the same CDE-approved report for that year, the charter schools paid
$384,277 for the one- percent oversight fee, while $1,262,200 in services was pro-
vided. For that year, the District services exceeded charter school billing by $877,923.
As the audit team knows full well, the District used the Indirect Cost Recovery method
and formula to determine its oversight costs. The team presented no evidence that
this formula was incorrectly used, or that statute or regulation prohibited its use.
Absent such a finding, the District’s use of the formula was legal and compliant.

The issue rises to one of criminal insinuation with the statement at page 58 and else-
where that the District engaged in “potential oversight double-charge”. This insinuation
is correct only if the team makes a finding that the $45,886 and $113,104 claims were
filed with the knowledge that they had already been covered by the 1% fee charges
for the two respective years. In fact, the audit team was challenged by the Mandated
Costs Unit at the District, both in the conference call and at their last meeting at the
District, to prove that the claims in question were not a part of the nearly $1.6 million
dollars in uncharged oversight provided by the District to the charter schools for the
two years in question. If anything, the District is at fault for not filing a mandated costs
claim for the full amount owed. The audit team was reminded as well that three years
or more are needed to finally approve a mandated costs claim. While this may be
2002, the claims process in question pre-dates the current charter law and calls into
question (as mentioned earlier) the change in language from the old law to the new
law. While the old law used “monitoring”, the new law uses “oversight”. In addition to
neither term being defined in either law, the lack of statewide consistent practice on this
issue is proven in the report when the team surmises that “the sponsors inconsistently
apply the withholding fee” at page 60. In fact, the districts apply the same language
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differently, not “inconsistently”. San Diego has consistently applied its Indirect Cost
Formula to the 1% charge. The fact that we use a different formula than other districts
is irrelevant unless San Diego was mandated to have used some other formula. The

audit team knew, and knows now, that no single formula for computation for mandated

cost claims for charter school oversight ever existed in law or regulation.

13. This same analysis applies to the remarks made at page 60 regarding the definition
of charter school income used as a basis for charging the fee — there was and is no
definition in law or regulation as to what constituted charter income. The audit report
is also silent as to the District’s solution to the problem found in the new oversight
policy adopted by District Board action in November 2001:

“Oversight Fees

Consistent with Education Code § 47613, the district will cover the cost of oversight
activities by charging charter schools using district facilities 3% of their total revenue
and schools not using district facilities 1% of their total revenue. Schools receiving
private grant funding or other private sources of revenue may have additional funds
excluded from the revenue figure used to calculate oversight charges if the schools
can provide proper documentation identifying the source and amount of private rev-
enue. Further, direct funded schools operated as or by a nonprofit public benefit cor-
poration may, with proper documentation, exclude funds from one-time government
grants that require no signature of the district to acquire (e.g., federal charter school
implementation and dissemination grants).”

14. On page 5 the audit team defines the term fiscally independent as: “Some charter
schools rely on their sponsors for operational support. Other schools manage their
own operations; these schools we consider to be fiscally independent.” Also on page
5, the audit team states that “some charter schools are fiscally unhealthy” and specu-
lates that the “schools may have to close and displace their students.”

In Appendix B eight of the San Diego Unified School District charter schools are included
in a discussion of financial viability. Of these eight charter schools, only three are
non-profit benefit corporations: Cortez Hill, Explorer, and High Tech High and, there-
fore, comply with the audit team’s definition of “fiscally independent” charter schools.
The other five charter schools are arm-of-the-district schools and the district provided
payroll and accounting services for these schools. Therefore, any reference to these
five charter schools should be deleted from Appendix B.

Further, the fund balance reserve requirement that the Department of Education has
established for school districts as discussed by the audit team on pages 47 and 65 is,
to the District’s knowledge, not specifically required for charter schools in any statute,
regulation or CDE policy. Since the audit team does not cite any legal reference
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for this requirement for charter schools, the audit cannot hold charter schools or the
authorizing districts accountable to this standard.

In our review of available independent financial audits of the three cited fiscally indepen-
dent charter schools, we found that they did have in excess of the 5% fund balance
reserve as defined by the audit team, i.e. fund balance of between 3% to 5% of
annual expenditures. If the audit team can provide any financial data to show other-
wise, then the district requests that information.

Cortez Hill:
5% of fiscal year 2000/2001 expenditures of $471,926 = $23, 596
Unrestricted Fund Balance at 6/30/01 = $105,978

Explorer:
5% of fiscal year 2000/2001 (first six months) expenditures of $355,013 = $17,750
Unrestricted Fund Balance at 12/31/00 = $64,888

High Tech High
5% of fiscal year 1999/2000 expenditures of $1,414,102 = $70,705
Unrestricted Fund Balance at 6/30/2000 = $2,686,519

D. Conclusion

As previously stated, the San Diego Unified School District welcomes the opportu-
nity to participate in a fair audit to determine how effectively the oversight of charter
schools was conducted within the State of California during 2000/2001. The draft
audit that was provided to the District for review and response does not accomplish
that goal.

It may be far more appropriate for the audit team to await the conclusion of the legis-
lative review of charter schools mandated in Section 47616.5 of the Education Code
and now being conducted by the Rand Corporation. The 1999 legislation mandates
that by July 2003 the following fiscal-related recommendation must be made: (j) “The
governance, fiscal liability and accountability practices and related issues between
charter schools and the governing boards of school districts approving charters”. The
legislation also calls for their report to include: (d) “The fiscal structures and practices
of charter schools as well as the relationship of these structures and practices to
school districts, including the amount of revenues received from various public and
private sources.”
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At a minimum, we recommend that the audit team enlist the assistance of charter
school law experts from advocacy groups and school districts across the State of Cali-
fornia. Such experts assist the audit team in reaching an initial understanding of what
the charter school law permits and how to measure performance.

In reviewing the draft audit report and in making preparations for the final audit report,
we hope that the final report will “(1) communicate the results of audits to officials

at all levels of government, (2) make the results less susceptible to misunderstand-
ing, (3) make the results available for public inspection, and (4) facilitate follow-up

to determine whether appropriate corrective actions have been taken” (GAO Yellow
Book Section 7.3).

Should the State Auditor publish the audit in its current form or any revised form that
does not incorporate the District’s revisions nor address its concerns, we request that
this response be published with the audit, without any editing and in its entirety.

We also request that the State Auditor inform the San Diego Unified School District
of the details for releasing this audit including the date, time, method(s) of release
and intended audiences. We request that notification be given at least two weeks
in advance to allow us the opportunity to make travel arrangements, should they be
necessary, to participate and/or observe the release.
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COMMENTS

California State Auditor’s Comments
on the Response From the
San Diego City Unified School District

on the San Diego City Unified School District’s (San Diego)

response to our audit report. The numbers below
correspond to the numbers we placed in the margins of San Diego’s
response.

To provide clarity and perspective, we are commenting

‘ The title of the report changed and we made San Diego aware
of the change while San Diego was reviewing the draft report.

. During any of the several meetings we had with San Diego to
discuss our audit findings, San Diego officials never expressed
a concern about “a lack of consistent communication among
members of our audit team.” And for San Diego to make such
complaints now, without even alerting us of their concern, is
disingenuous.

. Contrary to San Diego’s suggestion, our audit report is not
intended to be read as a legal opinion on the application of
the Charter Schools Act of 1992 (Act) to chartering entities.
Instead, we looked to the law for guiding principles in
responding to specific questions from the Joint Legislative Audit
Committee (audit committee) regarding policies and practices
for monitoring charter schools. Moreover, on pages 18 and
32, we recognize the lack of specificity in state law regarding
monitoring charter schools and recommend to the Legislature
that it might consider making the oversight role of chartering
entities more explicit. Finally, as we state on these same pages,
we believe that some monitoring role and responsibilities
for chartering entities is implicit in the Act, particularly in a
chartering entity’s charter revocation authority, the primary
vehicle for enforcement of charters.

Although not rendering a legal opinion on the issue of oversight,
our view that the charter schools law places some monitoring
responsibilities on chartering entities is informed by our
reading of the statutes as well as the constitutional obligations
of the State regarding the public school system. In fact, in
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Wilson v. State Board of Education, (1999) 75 Cal.App 4™ 1125,
the First Appellate District Court of Appeal considered the

issue of whether the Act permitted funding for schools that fell
outside of the public school system, thus violating the California
Constitution. In finding that the Act did not run afoul of the
constitution, the court pointed to the statutes that we have
relied on as evidence that charter schools are operated in a
framework that keeps them within the public school system. For
example, the court found that:

¢ Chartering entities have “continuing oversight and monitoring
powers” with:

» The ability to demand response to inquiries.

» Unlimited access to inspect or observe any part of the charter
school at any time.

= The right to charge for actual costs of supervisorial oversight.

» The right to revoke a charter for, among other reasons, a
material violation of the charter or violation of any law,
failure to meet student outcomes, or fiscal mismanagement.

e As part of their revocation authority, chartering entities are
required to permit a charter school the opportunity to cure
the alleged problem. More specifically, the court stated, “short
of revocation, [charter entities] can demand that steps be
taken to cure problems as they occur.”

¢ Chartering entities “approve” charters. The chartering entity
“controls the application-approval process, with sole power
to issue charters”—*[a]pproval is not automatic, but can
be denied on several grounds, including presentation of an
unsound education program.”

e With regard to accountability, charter schools must promptly
respond to all reasonable inquiries from a chartering entity.

¢ The charter schools law does not create a dual system of public
schools. Although the law loosens the “apron strings of bureau-
cracy,” the court found that charter schools are within the
common system of public schools because, among other reasons,
they “are subject to state and local supervision and inspection.”

186

California State Auditor Report 2002-104



e Even though charter schools have operational independence
“the very destiny of charter schools lies solely in the hands of
public agencies and offices, from the local to the state level:
school districts, county boards of education, the Superintendent
[of Public Instruction] and the [State] Board of [Education].”

We believe that the statutes, although not explicit, do envision

a monitoring role for chartering entities and that a monitoring
process is absolutely essential to identifying key issues, providing
charter schools the opportunity to take corrective action, and
determining whether a chartering entity should exercise its
authority to revoke the charter.

‘ We stand by the findings and recommendations in our report.
The audit committee charged us with the independent review
of the chartering entities’ policies and procedures for enforcing
charters and the policies and practices for monitoring the
charter schools’ compliance with the conditions, standards,
and procedures entered into under the charter. As our work
shows, chartering entities are not enforcing the charters and the
responses reflect that the chartering entities do not believe it is
their responsibility to do so.

. Although the term “sponsoring agency” is in the statutes, we
have changed the term to “chartering entity” to more closely
conform to the language of the Act. The change in term does
not affect any of our findings or recommendations in the report.

. San Diego suggests that it was free to set its own standards
for reasonable monitoring of charter school performance.
Although San Diego may have that freedom, at the time of
our audit San Diego had not adopted policies and procedures
for monitoring charter school performance. However, it is
important to point out that to be in conformance with the
Act, San Diego’s oversight policies should ensure that the
performance of its charter schools are measured in accordance
with the academic outcomes set forth in the schools’ charters.

. This is simply untrue. In letters dated July 3 and July 8, 2002,
that we sent to San Diego as a courtesy, we notified San Diego
as to which charter schools we would be visiting. We arranged
our visits with the schools at times convenient for them, at
the same time allowing us to progress in our work. At no time
did the schools express the concerns San Diego has. Moreover,
our school visits were necessitated by the fact that San Diego
did not adequately monitor its schools. As San Diego did not
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participate in these conferences, it is disingenuous to make such
complaints now. Finally, each school was provided with the
relevant text and tables in our draft report for their review
and comment.

We have changed the wording of the report to reflect “charge”
rather than “withhold” to conform more precisely to the
charter schools law. The change in term does not affect any

of our findings or conclusions in the report. We would note,
however, that the documents we obtained from the chartering
entities show that at least three of the four districts withhold the
oversight fee from amounts they distribute to charter schools.

We stand by our audit conclusion. At the four chartering
entities included in our audit, we found that two of them do
not monitor the academic performance of their charter schools.
At these two chartering entities the academic programs of the
schools are not measured against three conditions set forth
in the charter. Based on this observation we concluded that
“chartering entities were not always assessing their academic
programs against the terms of their charters.”

San Diego suggests that the audit report leaves the reader with
the impression that it did not specify the responsibilities of the
charter schools. We do not believe this to be true. Rather, the
audit report plainly concludes that San Diego has not set forth
its own responsibilities for monitoring the academic health of its
charter schools.

In the Memorandum of Understanding between San Diego and its
charter schools, San Diego agrees that it is their intent to oversee
the activities of the charter schools. However, San Diego has not
established a plan or guidelines specifying how it intends to do
so, nor has it monitored the charter schools’ performance against
the outcomes set forth in their charter agreements.

It is erroneous for San Diego to suggest that we do not understand
the revocation provisions of the Act. The audit report accurately
reflects the Act, pointing out that the Act provides that the
chartering entity “may” revoke a school’s charter.

Again, San Diego is overreacting to terminology we use to describe
the focus of the monitoring we believe that chartering entities
should perform to fulfill their responsibilities under the charter
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schools law. Further, we believe that the law adequately
defines grounds for revocation. As we state on page 19 of

the report, unless a chartering entity engages in some sort of
periodic monitoring, it will not be in a position to identify
grounds for charter revocation and the corrective action that a
charter school must undertake to avoid revocation. Although
we agree with San Diego on the grounds for revocation and that
revocation is not to be taken lightly, the chartering entities are
required by the Education Code, Section 47607(c), to notify the
charter school of any violation of either an academic or fiscal
nature and give the school a reasonable opportunity to cure the
violation. Thus, the chartering entity has the ability to work
with a school to effect corrective action short of revocation.

The Act authorizes a chartering entity to revoke a charter

upon a finding that a charter school did any of the following: (a)
committed a material violation of any of the conditions, standards,
or procedures set forth in the charter; (b) failed to meet or pursue
any of the pupil outcomes identified in the charter; (c) failed to
meet generally accepted accounting principles, or engaged in

fiscal mismanagement; or (d) violated any provision of law. For
example, if a chartering entity suspected a charter school violated a
provision of law, the chartering entity could review the alleged facts
and then apply the particular statute that it suspects was violated

to determine whether the law was violated. Moreover, our legal
counsel advises us that under the rules of statutory construction,
statutory terms should be construed in accordance with the usual or
ordinary meaning of the words used.

‘ As we explain in the text following Table 3, San Diego has not
developed guidelines for monitoring the academic outcomes
of charter schools nor has it engaged in such oversight. Based
on these observations, San Diego receives a “No” in answer to
the question of “Has the chartering entity engaged in periodic
academic monitoring”?

. San Diego suggests that the Public Schools Accountability Act
represents the standard against which student performance
is based. This is an accurate statement, however, our audit
focused on how the performance of charter schools are being
measured. Furthermore, the Act requires that charter schools
be assessed against the agreed-upon student outcomes
contained in their charters.

. We disagree with San Diego’s assessment of the Sacramento Superior
Court’s order granting summary judgment in CANEC v. State
Department of Education. The order does not state that the
Department of Education (department) is prohibited from
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imposing further fiscal regulation on charter schools. Instead
the court specifically ruled that the department did not have
statutory authority to impose financial reporting requirements
on charter schools and chartering entities in a format dictated
by the department. The court also ruled that charter schools are
authorized to prepare their financial reports in a manner of their
choosing for transmission to the department. Given the nature
and specificity of the CANEC order, we do not think it should
be relied on when analyzing a chartering entity’s authority

to oversee its charter schools (see California Rules of Court,
Rule 977, which prohibits an opinion of a superior court that

is not certified for publication or ordered published from being
cited or relied on by a court or a party in any legal proceeding).

As we state on page 21 of the report, San Diego is in the process
of developing a plan, which it has not yet implemented, to
monitor the academic performance and fiscal health of charter
schools. San Diego intends to implement this plan during the
current school year.

San Diego’s comment here misrepresents the discussion of
academic outcomes in the report. On page 27 of the report,

we indicate that about one-third of the outcomes listed in the
charters are not clear indicators of academic performance. We
recognize that certain of these outcomes are beneficial, but do
not have a clear causal relationship with academic performance.
We limited our analysis to determining the extent to which

the schools and chartering entities were measuring academic
progress against the objective measures in the charters, because
we believed that they would be the measures that the schools
and chartering entities would find to be the easiest to assess and
most likely to be documented.

San Diego is asserting that the evaluation relating to a charter
renewal process, which occurs every five years, is an adequate
substitute for the periodic monitoring that a chartering entity
could be performing to justify the fee of “up to” 1 percent or

3 percent of a charter school’s revenue. This interpretation
ignores the chartering entity’s authority to not only renew a
charter but to also revoke a charter due to material violation
of any charter condition. In addition, as described in note 3
on page 185, chartering entities have the ability to demand
response to inquiries and unlimited access to inspect or
observe any part of the charter school at any time. Without
periodically monitoring their schools for compliance with

the charter terms, the chartering entities cannot ensure that
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their charter schools are making progress in improving student
learning, nor are the chartering entities in a position to identity
necessary corrective action or the need for revocation.

. San Diego complains that our report makes a “sweeping
condemnation” of one of its practices when we state that it
does not ensure that all of its charter schools offer the requisite
number of instructional minutes. We do not agree that this
is a “sweeping condemnation.” Furthermore, we reached this
conclusion only after discovering that for two of the charter
schools we sampled, San Diego had not verified that the
requisite number of instructional minutes had been provided.
For this reason, we stand by the words contained in the report
to convey this audit conclusion.

. In Table 5 of the report, we rated as “Unclear” that San Diego
had properly verified teacher qualifications. We reached this
conclusion only after requesting documents from San Diego
evidencing their review of teacher qualifications. Initially,
San Diego was unable to provide us such documents. However,
it subsequently collected the sought-after documents from the
charter schools and ultimately forwarded the documents to
us. In other words, San Diego did not have the documents on
hand, making it “Unclear” whether they regularly verified the
qualifications of the teachers in their charter schools.

. For one of the charter schools in our sample, San Diego had not
certified that the school had participated in standardized testing.
For this reason, we gave San Diego the rating of “Most” in the
Verify Standardized Testing column of Table 5.

. We disagree with San Diego’s characterization of its revocation
authority as an “exclusive remedy.” The statute granting
revocation authority to chartering entities also grants chartering
entities authority to “inspect or observe any part of the charter
school at any time.” Further, charter schools are required to
respond to any reasonable inquiries made by its chartering
entity. Finally, chartering entities are required to provide
charter schools with an opportunity to cure violations prior
to revocation. Thus, we believe the statutes provide avenues
for chartering entities to work with their charter schools in
resolving problems prior to revocation proceedings. We also
disagree with San Diego’s assertion that chartering entities have
the “exclusive right” to revoke charters. The Education Code,
Section 47604.5, clearly grants the State Board of Education
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revocation authority upon the recommendation of the
Superintendent of Public Instruction and upon certain findings.
Finally, although San Diego asserted on page 168 that the
reasons for revocation are not defined, it appears that San Diego
has now read the statute to define one reason for revocation—
fiscal mismanagement by charter schools—and has construed
that reason to require a finding that a charter school is “failing
to act in accordance with reasonable and prudent business
standards.”

. Our data show that San Diego was the chartering entity
for 17 schools in fiscal year 2001-02. San Diego believes that
schools utilizing its fiscal services give it “automatic review
authority of the fiscal realities.” In our report we note that
San Diego does not have expenditure data for all of its schools,
and thus, does not have a complete financial picture for all
of its charter schools. The data we cite in Table 6 accurately
reflects the information High Tech High Charter School (High
Tech High) provided to us; San Diego did not supply this
information. Moreover, San Diego overstates the reliance that
should be placed on its audit. It may have included all charter
schools’ revenue, but for some charter schools, San Diego’s
expenditure information is limited to the lump-sum transfer
of revenue from the county treasury to a commercial bank
account. San Diego does not have the detailed expenditure
information for all schools required for a financial audit.

. We strenuously object to San Diego’s suggestion that we have
engaged in “criminal insinuation” with regard to our findings
of risk of potential double-charges for oversight costs. Nothing
in our text either suggests or implies that San Diego engaged
in anything remotely akin to criminal behavior. Moreover, the
statutes pertaining to the State mandated-costs claim process do
not make any provisions for criminal penalties, thus to suggest
that we have engaged in “criminal insinuation” is completely
baseless in law and fact.

. We have changed the wording of the report to reflect “charge”
rather than “withhold” to conform more precisely to the charter
schools law. However, San Diego has again misrepresented the
wording of our report. As we state on page 46 of the report, each
of the chartering entities charged their charter schools precisely
the percentage allowed. When we asked for the support for
the actual costs incurred to justify this percentage, none of the
chartering entities could show the costs that were covered. Each
chartering entity could document the costs that it included in
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its mandated-costs claims, but could not show that these costs
were in addition to the costs for which the charter schools
reimbursed their chartering entities. Although San Diego
states that the documentation of a chartering entity’s costs is
not required or defined in the statutes, we see this as strictly an
accounting issue. In fact, by signing the mandated-costs claim,
the chartering entity is certifying that it has not been otherwise
reimbursed for these costs. As we found, the chartering entities
cannot support this assertion. We have modified the report text
to state there “is a risk of double-charging” rather than “may be
double-charging.”

. San Diego objects to our conclusion that the charter school
oversight policy it adopted in November 2001 is insufficient.
San Diego claims that its policy includes procedures for fiscal
review. San Diego’s policy does cite a number of documents
and reports that it plans to require its charter schools to submit.
However, as we state in our report, San Diego’s policy does
not address how it will review the data, what it has defined as
indicators of fiscal problems, or the necessary steps it will take
to help resolve the charter schools’ fiscal problems. We view
requesting and receiving information as separate from reviewing
and responding to the information; it is the last two steps that
San Diego’s policy does not address.

. We disagree. In a September 6, 2002, memorandum in which
she responded to a number of our questions, San Diego’s senior
accountant made two different references to her belief that San
Diego lacks the authority to require regular financial reporting
by a charter school. The senior accountant went on to say that
absent such reporting, San Diego is left only with the audited
financial statements to monitor the charter schools that do not
utilize San Diego’s financial systems.

. San Diego is correct in pointing out that the additional conditions
imposed by Senate Bill 740 did not go into effect until January 2002.
Therefore, to reflect this, we have modified Table 7.

‘ We agree that the State Controller’s Office standards for
California K-12 local education agency audits do not apply to
charter schools. Accordingly, in our report we do not state that
these standards apply to charter schools.
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San Diego’s comment on this point reflects exactly the point we
intend to bring to the reader’s attention. That is, as we state on
page 50 of our report, there is no definition in law or regulation
as to what constitutes charter school revenue.

San Diego suggests that our title for the table in Appendix B
is incorrect because it contains schools that rely on San Diego
to receive some or all of their fiscal services, which San Diego
calls “arm of the district” charter schools. This concern reflects
a minor disagreement between us and San Diego over the
definition of independent charter schools. For this reason we
chose not to modify the table.

San Diego misrepresents the wording of our report. As we note
on page 38 of the report and in Appendix B, we used the fund
balance reserve requirement established by the department for
school districts as one indicator in our assessment of a charter
school’s fiscal health. We also acknowledge in the report that
charter schools are not legally required to meet this reserve
requirement, although it would be a prudent practice.

San Diego is partly mistaken in its claim that the three schools
have in excess of the 5 percent fund balance reserve. As we show
in Table B.1, Cortez Hill Academy Charter School met the fund
reserve requirement. However, Explorer Elementary Charter School
(Explorer) did not. Explorer’s fiscal year 2000-01 audited financial
statements reflect net assets of $108,187 and total expenses of
$834,642; we adjusted these figures to approximate the fund
balance as described in Appendix B. The resulting reserve ratio is
what we show in Table B.1, 3.9 percent. In the case of High Tech
High, San Diego cites fiscal year 1999-2000 financial information.
As we note in our appendix, we are reporting fiscal year 2000-01
audited data and High Tech High did not have an audit report for
this period.
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Agency’s comments provided as text only.

California Department of Education
721 Capitol Mall
Sacramento, CA 95814

October 23, 2002

Elaine M. Howle*

State Auditor
555 Capitol Mall, Suite 300
Sacramento, CA 95814 Audit No. 2002-104

Dear Ms. Howle:

This letter and accompanying documents constitute the California Department of Education’s
(CDE) response to your draft audit report entitled “California’s Charter Schools: Oversight at All
Levels Could Be Stronger to Ensure Charter Schools Accountability” We appreciate the opportunity
to comment on your draft audit report.

The successful operation of California’s charter schools and the teaching of children who attend
those schools are goals that CDE shares with the Bureau of State Audits (BSA). However, this
report recommends that CDE adopt a significant oversight role that is not statutorily authorized, and
it designates CDE as a “safety net” for identifying and addressing certain types of problems and
risks associated with charter schools. For the record, CDE is emphatically not charged with, nor
given the statutory authority to serve as a comprehensive safety net for California’s charter schools.
However, CDE does have concerns about academic and/or fiscal malfeasance occurring at any
school, including charters. | initiated legislation this past session to shore up limited fiscal oversight
authority for charter schools.

Therefore, | have strong concerns regarding the BSA'’s interpretation of CDE’s responsibilities in the
charter school law and the premise that CDE has inferred or implied authority and responsibility to
monitor the fiscal and academic performance of charter schools. CDE’s authority to act must be
specifically authorized or be reasonably implied by the plain language of the statutes, not through
inference and interpretation of legislative intent by your staff. The recent lawsuit CANEC vs. the
State Department of Education, et al, specifically rules out the approach advanced by your audit team.

Your draft audit report appears to be based upon assumptions and inferences of the law gleaned by
your staff. Nowhere in your report does the BSA provide any factual circumstances to document if
and where CDE violated any laws with respect to charters.

* California State Auditor’s comments begin on page 213.

California State Auditor Report 2002-104 195




Elaine M. Howle
October 23, 2002
Page 2

Likewise, your report does not provide any factual basis for any adverse consequences or tan-
gible effects to justify your recommendations that CDE take on a larger monitoring role with regard
to charter schools. As enacted, the charter schools statutes regarding oversight and monitoring
placed this responsibility at the most appropriate level--with the local sponsoring organization that
approves the charter and that has the primary responsibility to renew or revoke the charter. Since
inception, CDE has best been able to define its “safety net” responsibilities as focusing its very
limited resources toward intervention in only the most serious cases on an exception basis rather
than duplicating routine monitoring activities of sponsoring organizations. CDE simply lacks the
resources to monitor the over 400 charter schools now operating in the state.

The report minimizes the impact of its recommendations on the limited staffing resources of CDE.
It ignores the fact that limited resources were appropriated by the Legislature to CDE to handle a
myriad of federal and state responsibilities clearly delineated in law. The Charter Schools Office
only has 12 staff positions. Seven positions are federally funded in order to fulfill our obligations
under the federal law. Three are funded to perform specific, statutorily required state functions — SB 740,
and the Revolving Loan Fund; and the remaining two are to carry out all remaining state
activities. CDE submitted a budget change proposal (BCP) for the 2002-03 fiscal year for 5.5 additional
new staff to address the statutory and other related workload resulting from the enactment of
SB 740. However, CDE was authorized only two one-year limited term positions. These two positions
are to “carry out activities relating to Chapter 892 of the Statutes of 2001; for administration of the
Charter Schools Facilities Grant; for activities relating to the State Board of Education’s Charter
School Advisory Group; for developing regulations; and to assist the State Board of Education

in the analysis of non-classroom based charter school requests for determination of funding” as
specifically stated in the 2002-03 Governor’s Budget narrative (enclosed), issued in January 2002.
Although it might be beneficial to implement some analysis or review not presently required by law,
CDE is required to focus our very limited resources on only those areas mandated by law and not
on speculative analyses or reviews.

When your staff visited our Department, they were unaware of the recent lawsuit brought against
the CDE by the California Network of Educational Charters, CANEC. We advised the BSA of the
Motion for Summary Judgment filed by CANEC, which it appears your staff has largely ignored.
Much of what you contend the CDE should be doing about financial oversight was ruled out by the
judge. While some additional oversight will be allowed because of legislation that we sponsored,
many of your suggestions about what the Department should have been doing were expressly
forbidden by the Court. For example, | cite directly from the Judgment: “Nowhere in the statutory
scheme does the Legislature authorize Defendants to require charter schools, directly or
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Elaine M. Howle
October 23, 2002
Page 3

indirectly through the Local Education Agencies, to provide annual reports in a format directed by
the Department of Education.”

| am enclosing the Judgment Granting the Motion for Summary Judgment in the CANEC case, lest
anyone reading this audit miss the fundamental disconnect between your findings and the court’s
opinion. | request that the entire Order granting the Summary Judgment be printed as part of
CDE’s response to this audit.

Also enclosed is our response that addresses each of your audit recommendations, as well as our
rebuttal to the report that provides the specifics for the points made above. If you have any ques-

tions about the corrective actions taken by CDE or the information in our response, please contact
CDE’s Audit Response Coordinator, Susan Faresh at (916) 323-4124 or Kim Sakata at (916) 323-
2560.

Sincerely,
(Signed by: Delaine Eastin)

DELAINE EASTIN
State Superintendent of Public Instruction

Enclosures
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SUTERIOR COURT OF CALTFORN1A
COAMNTY OF SACRAMENTO

CALIFORMNIA NETWORK OF EDUCATIONAL ] Mo, U1 ASDZGH)
CHARTERY, a nenprofit corporation; and i
CORMSTELLATION COMMUNITY MIDDLE ) JUDGMENT
SCHOGL, a nonprotit corparation, ]
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Cm April 1, 2002, the ';:'I:ILLLT granted the motivn for summary jud ement of Flaingffs
Cahforma Network of Educational Churers and Constelation Coomoanity hiddle Schoel made
under Code of Civil Procedure section 437¢ on fhe wrounds that Defendants exceeded their
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SUFERIOR COURT OF CALIFORNIA
COUNTY OF SACEAMENTO

Mo, DLASQELM

ORDER GRAKTING
SUMMARY AIDGMENT

CALIFURNIA HETWOREK 1F EDUCATIONAL
CHARTERS, a nonprofit corporation; and
CONSTELLATICON COMMINITY MIDDLE
SCHOOL, o nenprofit conporation,

]

J

)

)

Plaintiffs, ) Hearing Late: April 11, 2002
) Depl.:

¥. - + o Jadge Joe 5. Gray
) Verifled Complaing
3 Filed: May 3, 20i01
)
)
}
}

Tzial Date: June 3, 2002

STATE DEPARTMENT OF ERUCATION; and
DELAINE EASTIM, it her official capacity az the
superintenulent of Public Instruction,

Defendants.
)

The maotion of Califormia Metwork of Educational Charters an Constelanen

Communnity Middle 5che for Eunumr:.- judgment came on regolarly for hearing on April 11,
2002, before thiz Coutt in Tepartment M. 54, Honarable Joe 8. Gray, Mudge Peesiding. Afier
fall comyideration of the evidence, the separate siavements of matera) facts aFeach party, and
the wnherities submitied by counsel, the Cotet Arts than thers iz no rakle 1ssue o f material
faut in this activg agd tht e turring pany is entitled (o surrmmary rdgment as a matter of law
for 1he reasons stuted below. The Court has disregarded the inadmizsible evidenes and refjed
valy on all of the adnusszible evidence in making its decision.
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Reporting for Charter Schocls™ to County and DHsteigt Superintendents, County and Distoict
Chief Business Officials. and Charter Schools Administrators regarding hoancial reponting for
charter scheels. The May 22, 2000, memorandum was gistibuted under the conirol of
Defendant Dielmne Eastin, the Superintendent of Public Instruction, acting as the Director of
Edvcrtion. The memaorandumn did not contain aotice that its guidance was not binding on
chartering entities {Local Education Agencies) or other agencias, oot was it isaued pursaani o
the Adminisirative Procedures Act {APA), Gov't Code § 11340, e Feq,

2. U September t1, 2000, Defendant State Department of Educaticn, by Tanct
Sterling, 1he Director of School Fiscal Servicas Division, distributed a memorandum entitled
“Follow Up: Financial Reporting for Charter Schools™ to County and District Chief Business
Qfficials and Chatter Schnols Adminisirators regarding financial reporting for chaner schogls,
This memorand o was distibuted under e comol of the Defendant Superintendent of Publjc
nstractton, The menuvrandum did not contain motice that jis guidance was not binding on
Lecal Education Agencies or other ngmclt:s: nor was it isswed pursuant to the AP A,

3. Plannffs scck sunimary judgment of the complaint for declaratory reliel in which
they allege that the Defendants did not have stanory autharily v issue the May 22, 2000, and
September 11, 2000, memerandz and, even if Defendants did lave such authority, the
rnemoranda sre underground regulations in that Defendants failed to exercise that anthority in
compliance with the APA, Defendants oppose Plaintiffs’ motion for summary judgment,
arguing thal facmaj i3sues ﬂxist‘w*ilh respeet be the acmal burdensomeness of the reporting
requIrements.

4. The Courr grants Plaintiffs' motion for summary judgment on the grounds tat the
OGion riises issues of stabatoey interpretatton, which are matters of law for the Couwt to decide.
The essentisl material facis are ondisputed. Defendants” contention that fictea) isswes exisl
regarding the wctual burdensomeness of the repesting tequirements misses the point, The
facrual issues raiced by Defendants are inumaterial to the issue of whether the memoranda are
valid exereizes of the Defendants” stamitory authonty with respect to charter schools, Thus, Lhis

Court finds that thers are no iriabls isgees of matenizl fact.
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3. The Charter Schoals Act of 1992 (Bduc, Code § 47600, et seq.) authorizes charter
schonls ko operate free fram most state Jaws and regulations that sovern school districis.
Despite the limitations imposed by the Charter Schools Act an their power to directly regylate
tharter schocls, Defendants attempied 1o scoomplish the same resultindirectly by requining the
chartering entities (Local Educatinn Agencies) to collect and report specified data from charter
schools by issuing the May 22, 2000, and September 1], 2000, memoranda. The Coutt finds
that the May 22, 2000, aad September 11, 2000, enemoranda impose faancal n:pnrtiﬁg
requirements on chaster sehools and charlening entities that exceed Lhe authorty granted by the
Chanler Schoals Act.

. Cuntrary 1o Defendants’ position, express authority 10 issue the metnorands cannot ]
be fournd in Rducation Code sectiong 47600, 47605[b), 47616, 47604, 3, and 47607, eithet
individoaily or collectively. Section 47601 expresses the Lemslamre's intenl that charter
schoels “opevate indspendemly fiun the existing school disirce stracture.” Seclion 47605(h)
zets forth the required elements of 4 petition to establish a charter school, Subdivision (F) of
section ATE03b (5} confery on charter schonls, not Local Bducation Agencies or die
Crepartment of Education, the power to determine the manner in which “anmval, indeprendent,
financial awlits shall be conducied.” Section 476 U expressly exempts charter schools from
compliance with the lows goveming school districts, with certain excentions not relevant here.
Section 47604.3 requires charter schools 10 respend to reasonable inguiries re garding its
finanein] records. Section 4766? auwhorizes revecstion of a charter for, inler alia, 2 failue to
meet penerally accepled avcounting principles or fiscal mismonagemnent,

7. Mowhere in the statutory scheme does the Eegislatore =suthorize Detendanis to
require charter schools, directiy or indirect]y through the Lacal Education A céncies, o provide
anmueal reports in a format dietated by the Depansment of Educition. Indeed, seclion A7H05(m),
which requires chaner schools to submil & copy of ils annual. independent financial audit Teport 3
ta the Depariment of Education, indicates sxactly the opposite: that charter schools are

atheaized 1o prepare their financial reports in @ manmer of their choosing (conststent with

genetally aceepled aceounting principles) for transmission (o the Department of Fducation. In
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CALIFORNIA DEPARTMENT OF EDUCATION’S
RESPONSE THAT ADDRESSES THE RECOMMENDATIONS
ON THE BUREAU OF STATE AUDITS REPORT NUMBER 2002-104

California’s Charter Schools: Oversight at All Levels Could be Stronger to Ensure Charter
Schools Accountability

Recommendation 1 — To fulfill its role as a safety net, the department should review available
financial and academic information and identify charter schools that are struggling. The department
should then raise questions with the schools’ sponsoring agencies as a way of ensuring that the
schools’ problems do not go uncorrected.

California Department of Education’s (CDE) Response:

BSA makes the assumption that CDE should be responsible for identifying charter schools with
problems, and is the safety net for charter schools, then further addresses how CDE should identify
these charter schools by using Academic Performance Index (API) and average daily attendance
(ADA) data. BSA’s suggestion of the use of these data is arbitrary, indicates a lack of BSA’s under-
standing of the use and limitation of the data, and is unsupportable by any clear statutory author-
ity. There is no basis for these assumptions, nor is there an explanation of their rationale. CDE
regularly identifies charter schools with problems and questions the sponsoring agency through its
already established and successful complaint and inquiry process.

CDE focuses its very limited resources toward an intervention by exception in the most serious
cases, and it notifies authorizing school districts in several cases when information received sug-
gests a charter school may be in trouble. In these cases, CDE asks the district to look into the
allegation and report back to us. For example, the concerns in two cases were so serious that CDE
initiated its authority under Education Code Section 47604.5 to recommend revocation of the two
charters to the State Board of Education (SBE). In both cases, the local district governing boards
revoked the charters subsequent to CDE intervention and prior to SBE action. This illustrates

that CDE’s limited role as a “safety net” is effective, as it provoked the local board to take action.
To further implement a systematic review process at the state level would consume very limited
resources to unnecessarily review materials of charter schools for which no concern is appar-

ent. Given the CDE’s limited resources and the lack of explicit statutory authority, CDE chooses to
implement a more strategic and efficient approach by intervening on a case-by-case basis when
the local systems fail.

The failure of local districts to routinely review charter performance and fiscal data and oversee
charter schools is not a sufficient reason to presume CDE itself should be performing the responsi-
bility that the law specifies be fulfilled at the local level. A more appropriate recommendation would
be to improve local review and oversight, not to delegate the responsibility to a state agency.

Recommendation 2 — The department should take necessary steps to implement Senate Bill 740,
including reviewing each charter school’s audit report for pertinent information and taking
appropriate steps to follow up.
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CDE’s Response:

CDE is implementing all statutorily required Senate Bill 740 (SB 740) activities, including process-
ing funding determinations (118 last year), adjusting the apportionments of charter schools with
funding determinations, administering the Charter Schools Facilities Grant Program, providing staff-
ing assistance to the Advisory Commission on Charter Schools (ACCS), and ensuring that the Kin-
dergarten through grade 12 audit guide includes procedures for auditing charter schools for the ele-
ments specified in SB 740. SB 740 does not require CDE to review charter schools’ audit reports
for any purpose; however, CDE agrees it could be valuable to review those reports. With the recent
passage of Assembly Bill 2834 (AB 2834) (Chapter 1128, Statutes of 2002), the school district audit
reform bill, CDE received one new position for the purpose of reviewing charter school audits and
ensuring that any audit findings are resolved, which we will do. CDE also plans to review the audit
reports to determine whether the audit findings have any bearing on the charter school funding
determination requests submitted.

Recommendation 3 — So that it does not improperly fund charter schools, the department should
work with sponsoring agencies and county offices of education to ensure that their charter schools’
reported ADA is verified through an independent audit or other appropriate means and that charter
schools have met other statutory conditions of apportionment.

CDE’s Response:

We do not concur with BSA’s finding relating to this recommendation. We have been and con-
tinue to work with authorizing agencies and county offices of education to ensure that their charter
schools’ reported ADA is verified through “other appropriate means” as described below.

We do not concur with BSA’s concerns regarding our apportionment process as it relates to char-
ter schools’ ADA data. While the law is clear with respect to our responsibilities to compute and
apportion funding to charter schools based on their ADA, there exists no clear statutory or regula-
tory procedures that address how ADA should be verified and what entity is responsible to perform
the verification. With this lack of clarity and authority in statute, our responsibilities require us only
to apportion funds based on the ADA reported. As an added level of assurance to the apportion-
ment process, we require the charter school, the authorizing local educational agency (LEA), and
the authorizing LEA’s county office of education to certify that the charter school’s attendance data
was compiled and reported in accordance with state and federal laws and regulations. We promptly
follow up on all instances where an LEA indicates concerns in certifying the ADA of its charter
school. As a result, we work to determine the legitimacy of the concerns and whether the LEA has
provided a legal basis to conclude that the ADA is noncompliant. In some cases where an LEA has
exercised its due diligence and provided us with specific reasons for not certifying ADA, and quanti-
fied the ADA in question, we have withheld apportionment of funds to its charter school. In many
instances, this certification requirement has prompted the authorizing LEA and/or county office of
education to conduct or contract for an audit or review of the charter school’s attendance.

Current statutes do not provide CDE with explicit guidance and authority related to verifying ADA,
nor is it clear whether the audit process of charter schools will insure that all statutory conditions
of apportionment of state funds are met. As such, we believe that the verification of the charter
school’s ADA and that their assurance that other statutory conditions of apportionment have been
met are most appropriately determined at the local level, not with CDE.
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Recommendation 4 — To ensure that charter school assets and liabilities are disposed of properly
when a charter school closes or has its charter revoked, the Legislature may wish to consider set-
ting out a method for disposing of the assets and liabilities and requiring the department to adopt
regulations to implement these provisions.

CDE’s Response:

We agree with this recommendation; however, we believe that the Legislature would need to specify
in statute, which entity is responsible and liable for the assets and liabilities of a charter school
when a charter school closes or its charter is revoked. Without clear statutory guidance in this
regard, the CDE would have no statutory basis for developing regulations implementing the specific
methods for disposing of assets and liabilities. It should be noted that CDE has established a sug-
gested process for charter school closures to provide some guidance to school districts and charter
schools in this regard. This suggested process includes documenting the closure action; notifying
CDE, the county office of education, parents and students of the charter school, and school districts
receiving those students; dissolving assets; and closing out the finances of the school.
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CALIFORNIA DEPARTMENT OF EDUCATION

REBUTTAL TO THE BUREAU OF STATE AUDITS
REPORT NUMBER 2002-104

California’s Charter Schools: Oversight at All Levels Could be Stronger to Ensure Charter
Schools Accountability

Page 10: Department of Education’s Role in Charter Schools — The narrative and accompany-
ing table that describes the role of the California Department of Education (CDE) with regard to
charter schools fails to acknowledge the primary function of CDE’s charter school unit, which is to
administer the federal Public Charter School Grant Program (PCSGP). Seven of the 12 existing
Charter School Office staff positions are fully federally funded, as is one-third of the administrator
position, in order to fulfill our obligations under the federal law. Three positions perform specific,
statutorily required state functions — SB 740, and the Revolving Loan Fund, and two positions carry
out all remaining state activities. CDE allocates an average of approximately $24 million per year
and approximately 300 active grants under the PCSGP.

Page 19, First Paragraph: “Therefore, we assessed the department’s activities against the
level of oversight we would expect it to have.” While BSA may expect other actions and not
agree with our approach to charter oversight, the report provides no clear standard or statutory
authority in support of its interpretation. In fact, the standard BSA has applied that oversight should
be conducted by CDE using Academic Performance Index (APIl) and average daily attendance
(ADA) data, is arbitrary, suggests a lack of understanding of the uses and limitations of this data,
and is unsupportable by any clear statutory authority.

Page 20, Subtitle: “The Department Neither Identifies Nor Questions Sponsoring Agencies
About Fiscally or Academically Struggling Charter Schools” - The title of this section is mis-
leading, erroneous, and inflammatory; it is not supported by the text. In fact, the report documents
CDE’s approach to responding to complaints and inquiries about charter schools by contacting the
chartering agency. If BSA’s concern is that CDE only provides intervention on an exception basis,
and does not perform regular and systematic data review and analysis of all charter schools, then
the title should reflect that concern. Further, and more importantly, nowhere in the law does it sug-
gest or specify that CDE has the responsibility suggested by this title.

Page 21, First Paragraph, the Additional Staffing — The two positions provided to the Charter
Schools Office beginning in fiscal year 2001-2002, were the first state funded positions provided

to handle general state activities related to charter schools. Prior to that, the federally funded staff
handled all Charter School Office state activities, with the exception of those related to the Charter
School Revolving Loan Fund and the apportionments. These two state funded positions absorb the
existing workload of the Charter Schools Office, including the high-level oversight activities for those
charters directly approved by the State Board.
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Page 22, First Paragraph: “We see little difference between responding to external concerns
or internal ones.” — BSA makes assumptions first, that CDE should be identifying charter schools
with problems, and second how CDE should be doing that (using APl and ADA). There is no basis
for their assumptions, nor do they explain their rationale. The law does not require CDE to inter-
nally identify struggling charter schools.

Page 24, First Paragraph: “In addition, the office is organized on a regional basis to facilitate
constant interaction with the sponsoring agencies.” — The regional configuration of the Charter
Schools Office was never intended to facilitate constant interaction with either sponsoring agencies
or charter schools. The configuration is intended to allow state staff to become more familiar with
the charter schools and sponsoring agencies in the regions and any particular regional issues, and
to provide a single, consistent point of contact for schools and districts in the region.

Page 26, Second Paragraph — The failure of local districts to systematically review charter per-
formance and fiscal data and oversee charter schools is not a sufficient reason to presume CDE
should be performing a responsibility that the law specifies be handled at the local level. A more
appropriate response to lack of local review and oversight would be to improve local review and

oversight, not to delegate the responsibility to a state agency.

Page 28, First Paragraph — As described in the BSA report, CDE submitted a budget change
proposal (BCP) for the 2002-03 fiscal year for new staff to address the statutory and other related
workload resulting from the enactment of SB 740. Although we requested 5.5 additional, ongo-
ing positions, CDE was provided only 2 one-year limited term positions. Furthermore, narrative in
the 2002-03 Governor’s Budget, issued in January 2002, specified that those two positions were
to “carry out activities relating to Chapter 892 of the Statutes of 2001; for administration of the
Charter Schools Facilities Grant; for activities relating to the State Board of Education’s Charter
School Advisory Group; for developing regulations; and to assist the State Board of Education in
the analysis of non-classroom based charter school requests for determination of funding” (see
attached copy). Notwithstanding the fact that CDE has not yet been able to fill these positions due
to the state hiring freeze, the workload associated with the funding determination analysis, staffing
the ACCS, and the facilities program is greater than two positions. It is all we can do to fulfill our
statutory obligations under SB 740, without taking on the voluntary workload of reviewing charter
schools’ audits for potential fiscal solvency issues.

Page 28, Second Paragraph: Four Key Points for Which CDE Should Review Charter School
Audits — There are potentially significant shortcomings in the current charter school annual audits.
These audits are only required to be financial in nature and, therefore, are not useful in assessing
charter school compliance with applicable provisions of law. However, AB 2834 will bring char-

ter school in the Kindergarten through grade 12 audit guide process for the first time beginning in
2002-03, which should help address this shortcoming in the future. In addition, charter schools are
permitted to be included in the annual audit of their charter-granting agency, so CDE will not receive
audit reports specific to these charter schools. Because the annual school district audits only look
at a sampling of schools within the district, if the charter school is not selected in the sample, the
audit will contain no information specific to the charter school(s) within the district. Finally, with
respect to BSA’s example of looking at the charter school’s structured debt to determine if
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it exceeds the life of the charter agreement, this criteria may not be particularly useful. We would
expect that many, if not most, charter schools are in this situation. Given the relatively short term
of the charter (five years), that the expectation by most charter schools is that they will be renewed,
and the types of reasons that charter schools carry debt (e.g. facilities), it is not unexpected that
many fiscally healthy schools will have debt exceeding the life of the charter agreement.

Page 29, Subtitle: “The Department’s Process For Making Charter School Apportionments
Is Unsound” — The title of this finding is misleading. BSA’s basis for this finding is that CDE primar-
ily relies on the certifying signatures of school districts and county offices of education—both of
which, according to BSA, lack the necessary procedures to ensure that charter schools comply with
apportionment requirements. While BSA’s report does not explain what necessary procedures are
lacking at the local level, we believe that the authorizing LEA and county office of education are in

a better position than CDE to provide the assurance needed to verify whether the charter school is
in compliance with apportionment requirements. Existing law provides the authorizing LEA with the
monitoring and supervising authority over the charter schools and the authority to make reasonable
inquiries related to financial and other records. As such, the authorizing LEA should have access to
charter school records to effectively review them on a regular basis. Therefore, BSA should review
those procedures first before making these assumptions that CDE’s processes are unsound.

The finding further allocates blame to CDE because BSA determined that some authorizing LEAs
have not been verifying ADA. The failure of LEAs to take the necessary procedures to validate

the ADA and then to certify to CDE that the ADA was compiled and reported in accordance with
state and federal laws and regulations is not a sufficient reason to presume CDE’s apportionment
process is unsound. We expect the chartering agency to take responsibility of its charter school in
the same manner that is applied to its traditional schools, which is to ensure that the ADA is accu-
rate and compliant. In this regard, the certification process is a constant reminder to LEAs of their
responsibility. In addition, the certification process mirrors the procedures applied to the ADA of tra-
ditional schools. What is lacking for charter schools, however, is that the traditional school process
requires responsible school district officials to be held fully accountable for the sum and substance
of attendance accounting and reporting; fiscal accountability and liability of a charter school is not
addressed in current law.

Further, traditional schools are subject to annual financial and compliance audits, which include
attendance procedures and requirements that address the conditions of eligibility for the receipt
of state funds. The charter school statutes that make specific compliance requirements as condi-
tions of apportionment do not contain explicit procedures or methodologies to ascertain whether a
charter school has met or violated a condition of apportionment. We generally agree with the BSA
recommendation that an independent audit would be a means of verification; however, the charter
school statutes do not require that an audit of a charter school include state program compliance
procedures. Charter schools are required only to have an annual, independent, financial audit
performed. As stated in the BSA’s report, “An independent audit report typically contains financial
statements and an opinion as to the accuracy with which the statements present a school’s
financial position—information illustrating the charter schools’ accountability for the taxpayer
funds they receive.” A financial audit, which is different from a compliance audit, does not
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illustrate or determine compliance to state program requirements. We note that SB 740 recently
added a requirement to ensure that the Kindergarten through grade 12 Audit Guide includes pro-
cedures for auditing charter schools related to nonclassroom-based instruction. It is to be deter-
mined, however, whether this requirement extends to other state program compliance areas that
are deemed to be conditions of apportionment.
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COMMENTS

California State Auditor’s Comments
on the Response From the
California Department of Education

on the response by the Department of Education

(department) to our audit report. The numbers below
correspond to the numbers we placed in the margins of the
department’s response.

To provide clarity and perspective, we are commenting

The concept of the State as a safety net is consistent with the
California Constitution, which the courts have construed to
place on the State the ultimate responsibility to maintain the
public school system and to ensure that students are provided
equal educational opportunities. Although the chartering
entity is the primary monitor of a charter school'’s financial and
academic health, the department has the authority to make
reasonable inquiries and requests for information. It currently
uses this authority to contact chartering entities if it has received
complaints about a charter school. We are not suggesting

that the department assume a greatly expanded and possibly
duplicative role in monitoring charter schools. However, we

do recommend, in addition to responding to complaints, that
the department analyze information that it already receives

to identify those charter schools that may need additional
assistance and bring that information to the attention of the
responsible chartering entity.

. The department misrepresents the magnitude of the oversight
role we recommend. As we note on page 55, the charter schools
are primarily accountable to their chartering entity, but that the
department has certain information it could analyze and use to
draw chartering entities’ attention to concerns about specific
charter schools.

. Although the department asserts it does not have the statutory
authority to serve as a comprehensive safety net for charter
schools, its statement contradicts later statements in its response
and the actions it currently takes when it receives complaints
from the public about academic or fiscal issues at charter
schools. As we discuss on page 56, through its requests that
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chartering entities investigate these complaints, it appears that
the department has the necessary authority to act as a safety net
as we have used the term in our report.

The department again mischaracterizes our report and exaggerates
how the order granting summary judgment in CANEC v. State
Department of Education would apply to our report. We merely
suggest that the department could review financial data regarding
charter schools that it already receives under its existing statutory
authority. For example, on page 58, we simply suggest that
the department’s charter schools unit could review average
daily attendance (ADA) forms that it already receives from
charter schools to determine if significantly declining ADA with
resulting declining apportionments is cause for concern. In
contrast, the CANEC lawsuit challenged a memoranda circulated
by the department on the basis that it sought to impose
additional financial reporting requirements on charter schools
and chartering entities. The court agreed and ruled that the
department did not have statutory authority to impose financial
reporting requirements on charter schools and chartering
entities in a format required by the department. But the court
also found that charter schools may prepare their financial
reports in a manner of their choosing for transmission to the
department. Our report merely suggests that the department review
information transmitted to it under the existing statutory scheme.

The department is misrepresenting what we say in our report.
Our findings and recommendations are that the department can
more effectively use information it currently has to enhance its
role as a safety net related to the academic and fiscal operations
of charter schools, not that it has violated any laws with respect
to charter schools.

Although the term “sponsoring agency” is in the statutes, we
have changed the term to “chartering entity” to more closely
conform to the language of the Charter Schools Act of 1992
(Act). The change in term does not affect any of our findings or
recommendations in the report.

The department is misrepresenting the magnitude of the oversight
role we recommend. The department’s comment overlooks
statements we make in the report related to this issue. As we note
on pages 61 and 62, much of the information the department
could use to identify schools that may need assistance is in
electronic form. The department would only need to contact
the chartering entities for the 20 to 30 schools that meet some
criteria indicating the school’s fiscal health is at risk.
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. On pages 62 and 63, we discuss the department’s request for
additional statf and the number of positions approved. We also
discuss other strategies the department could use to leverage its
resources to identify charter schools that are potentially in need
of assistance.

. Although the department believes the analyses we recommend
are speculative, we believe they are simply another method to
identify potential academic and fiscal concerns. In this way,
the results of the analyses would be comparable to action the
department asserts it takes when it receives complaints or
information that suggests a charter school may be in trouble.

. Contrary to the department’s statement, on pages 58 and 59 we
describe why we believe an analysis of the Academic Performance
Index and ADA could be useful in identifying charter schools
that are potentially in need of assistance. For example,
fluctuations in ADA, such as continual drops, may indicate
a school needing assistance or intervention to ensure that
it considers ways to address its decreasing revenue. We
acknowledge that these analyses are not definitive evidence
of a troubled charter school, but they would supply sufficient
indicators of concerns that would justify communicating with
the chartering entity about a charter school’s operations.

. In contrast to its earlier statements, the department persuasively
argues a case here for our recommendation that it serve as a
safety net and communicate concerns about specific charter
schools to the appropriate chartering entity.

. The department states that its current safety net role, for which
it earlier asserts it has no authority to perform, is effective. Our
recommendation that it analyze information it currently receives
about and from charter schools would allow the department to
identify other charter schools that may be struggling.

. The department overstates our recommendation related to
its role. We do not presume nor state in the audit report that
the department itself should be responsible for oversight of
charter schools. In fact, in Chapters 1 and 2, we recommend
ways that chartering entities can improve their oversight of
charter schools. Furthermore, on page 56 we state that although
the accountability systems at the chartering entities need
improvement, our work does not demonstrate the need for the
department to play a greatly expanded and possibly duplicative
role in charter school oversight, or any function beyond that of
a safety net.
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The statement the department makes here is inconsistent with
other statements in its response. The department asserts that it
has and continues to work with the various entities to ensure
that charter schools’ reported ADA is verified. However, it then
states that there is no clear statutory authority or regulations
addressing how ADA should be verified and what entity is
responsible to perform the verification. The department further
states that due to the lack of clarity and authority in the statute
it is only responsible for apportioning funds based on reported ADA.

Contrary to the department’s claim that certifying signatures
add a level of assurance to the charter schools’ ADA reporting,
these signatures do not have the same weight as those related to
noncharter schools. Noncharter schools” ADA is verified through
annual audits, which include tests of ADA; however, charter
schools are not held to this same standard in their audits. As we
conclude on page 63, the department’s apportionment process
with regard to charter schools is faulty because it relies
primarily on the certifying signatures of school districts and
county offices of education, which lack the necessary procedures
to ensure that ADA is correct. Finally, the department asserts
Assembly Bill 2834 will subject charter schools to the State
Controller’s K-12 audit guide. If the department is correct in its
assertion, these guidelines will go a long way in addressing the
current shortcomings in charter schools’ annual financial audits.

The department overstates our recommendation related to
its role. On page 70 of our report, we recommend that the
department work with the appropriate organizations to
ensure that ADA is properly verified and reported. We do not
recommend that the department make this determination itself.

The department claims here that the charter schools unit’s
primary function is to administer a federal grant program. Our
intent in providing summary information in the Introduction
was to provide context for the reader. The fact that certain of

its workload is related to federal funding does not negate the
department’s role and responsibilities with regard to oversight of
California’ public schools, including charter schools.

We disagree with the department that the heading on page 57
was misleading, erroneous, and inflammatory; however, during
our edit process, we changed the heading to more precisely
communicate the issue described in this section. Furthermore,
the department is misrepresenting our report as nowhere in

it do we state the law specifies that the department has the
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responsibility to directly monitor charter schools. However,

as stated on page 55, we believe that the Act envisions

some monitoring role for the department and that the State

has ultimate responsibility for maintaining the public school
system. Moreover, we believe that a recent decision,

Wilson v. State Board of Education, (1999) 75 Cal.App. 4™ 1125,
which involved an unsuccesstul challenge to the constitutionality
of the Act on the basis that it provided funds to schools operated
outside of the public school system supports our view. In ruling
that charter schools are operated within the public school
system, the court found that the “very destiny of charter schools
lies solely in the hands of public agencies and offices, from

the local to the state level: school districts, county boards of
education, the Superintendent [of Public Instruction] and the
[State] Board [of Education.]” Specifically with regard to state
involvement, the court looked to the superintendent’s authority to
recommend charter revocation, the superintendent’s authority
to “prompt inquiry,” and the fact that “public funding of charter
schools rests in the hand of the Superintendent.” We believe that
monitoring is absolutely essential for the department to identify
those egregious situations that would prompt a revocation
recommendation to the State Board of Education. As we describe
beginning on page 54, we view the departments’ role as that of a
safety net because the charter schools are primarily accountable
to their chartering entities. In addition, the department’s
comments appear contradictory as it notes in its response the
safety net activities that it does engage in.

. We have changed the text of our report by inserting the
department’s description of the charter schools unit’s configuration.

. The department again misrepresents our report; we do not
recommend that the department act as the primary monitor
of charter schools. On page 55, we state that the charter
schools are primarily responsible to their chartering entities and
that the department’s role is that of a safety net. On page 61
we state that not all chartering entities are fulfilling this
primary responsibility, which increases the importance for the
department to fulfill its safety net role.

. We disagree with the department that review of a charter school’s
structured debt may not be useful. This element was just one
of four suggested key points that the department could use to
assess the charter schools’ financial stability. When viewed in
conjunction with the assessment of funding information we
suggest the department perform on page 58, a charter school
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with declining ADA will receive less revenue and may be in
less of a position to repay long-term debt than a charter school
experiencing steady or increasing ADA.

We have modified the report text to state the department cannot
assure that apportionments to charter schools are accurate.

When constructing its response, the department did not
have Chapters 1 and 2 of our report to review for reasons of
confidentiality. These chapters fully address the chartering
entities’ lack of oversight and that these weaknesses contribute
to the unsoundness of the department’s apportionment process.

The department has mischaracterized our report and its comments
are inconsistent with other statements the department made in
its response. On page 63, we discuss the weaknesses inherent in
the department’s allocation process. The department has chosen
to interpret our remarks as ‘allocating blame.’ In addition, the
department states that “there is no clear statutory or regulatory
procedures that address how ADA should be verified and what
entity is responsible to perform the verification.” Nevertheless,
the department expects that the chartering entity would take
responsibility for its charter schools in the same manner as

its noncharter schools to ensure that the ADA is accurate
and compliant. Throughout its response, the department

takes exception to our establishing expectations from vague
statutory language, however, it has applied the same standard to
chartering entities that it argues against for itself.
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cc:  Members of the Legislature
Office of the Lieutenant Governor
Milton Marks Commission on California State
Government Organization and Economy
Department of Finance
Attorney General
State Controller
State Treasurer
Legislative Analyst
Senate Office of Research
California Research Bureau
Capitol Press
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