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school board chairs
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board members or
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contracted to provide
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their school.

Collected financial data only effective if properly analyzed
In March 2015, Hālau Lōkahi New Century Public Charter School became only the second school
in Hawai‘i to have its charter revoked. Using the case of Hālau Lōkahi as a guide, we found that
the financial data schools must currently submit to the State Public Charter School Commission do
provide indications of possible financial stress. However, human error and inexperience among
commission staff contributed to their inability to recognize and interpret the information early enough
to help avert Hālau Lōkahi’s financial collapse. We also examined a number of active charter schools
whose financial data were similar to Hālau Lōkahi’s. For instance, we found declining student
enrollment at Kualapu‘u Public Conversion Charter School, an active line of credit at Ka Waihona
o ka Na‘auao Public Charter School, and large, uppaid expenses at Hawai‘i Technology Academy.
Although these schools face financial risks and challenges, we did not find anything to indicate they
are in immediate financial peril. However, we recommend that commission staff continue to monitor
these schools in particular.

Charter contract reporting requirements should be clarified to ensure
schools meet expectations
We found the charter contract is unclear in a number of areas and requires some clarification in order
to ensure schools fully understand what the commission and its staff expect of them. For instance,
the language of the contract does not make clear that school personnel policies, such as licensed
teachers, principal and teacher evaluation systems, and employee criminal history checks, must be
posted on school websites. As a result, we found the majority of schools did not post these policies.
In addition, the commission staff relies on self-reporting to ensure schools comply with statuatory
requirements. We found they neither independently verify whether criminal history background
checks on prospective school employees have been completed nor document the results of those
checks.

Agency responses
The commission generally agreed with our findings and recommendations. It also solicited responses
from governing boards of the charter schools discussed in the report. Governing boards for Kualapu‘u
Public Charter School, Myron B. Thompson Academy, and Ka Waihona o ka Na‘auao Public Charter
School generally agreed with our findings and recommendations.

Recommendations

Responses

Prior Reports

For the full text of this and
other reports, visit our website:
http://auditor.hawaii.gov/

The governing board for Hawai‘i Technology Academy (HTA) generally agreed with our findings and
recommendations but expressed reservations about how the report portrays the school’s financial
status during the period HTA was managed by K12 Inc. Based on a review of the quarterly financial
reports submitted to the commission by HTA in FY2012–2013 and FY2013–2014, the school reported
its accounts payable totals exceeded its available cash by a considerable amount. As a result, we
performed an on-site visit to HTA to determine the cause for the accounts payable totals and found
they stem from costs associated with the K12 contract. The report does not make any conclusions
about HTA’s past or current financial status.
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Foreword

This is a report on our study of charter schools’ governing boards and
their responsibilities to ensure their schools’ compliance with applicable
state laws and the terms of their charter contracts. As a result of a new
charter school law established by the 2012 Legislature, we expanded the
scope of this study to include the Hawai‘i State Public Charter School
Commission, which shares similar oversight responsibilities to the
governing boards. We initiated this study pursuant to Article VII, Section
10 of the State Constitution and Section 23-4, Hawai‘i Revised Statutes.
We wish to express our appreciation for the cooperation and assistance
extended to us by the Hawai‘i State Public Charter School Commission
and its staff, the Hawai‘i Technology Academy, the Ka Waihona o
ka Na‘auao Public Charter School, the Kualapu‘u Public Conversion
Charter School, and .the Myron B. Thompson Academy; and to the
principals and governing board chairs of Hawai‘i’s public charter schools
and others whom we contacted during the course of our study.

Jan K. Yamane
Acting Auditor

Table of Contents

Chapter 1

Introduction
Background..................................................................1
Prior Reports................................................................6
Objectives of the Study ................................................7
Scope and Methodology ..............................................7

Chapter 2

Charter School Accountability System
Remains a Work in Progress
Summary of Findings ..................................................9
Collected Financial Data Is Only Effective If
Properly Analyzed By Stakeholders..........................9
Reporting Requirements Should Be Clarified To
Ensure Charter Schools Meet Expectations ............ 22
Conclusion ................................................................. 25
Recommendations...................................................... 26
Issue for Further Study .............................................. 27

Responses of the Affected Agencies .................................. 29
List of Exhibits
Exhibit 1.1
Exhibit 1.2
Exhibit 1.3
Exhibit 1.4
Exhibit 2.1
Exhibit 2.2
Exhibit 2.3

v

State Public Charter School System Organizational
Chart .........................................................................2
State Public Charter School Commission
Organizational Chart .................................................4
Statewide Public Charter School Revenues,
SY2013–2014 ...........................................................5
Statewide Public Charter School Expenses,
SY2013–2014 ...........................................................6
Indicators of Possible Financial Distress for
Halau Lokahi, FY2013–2014 .................................. 11
Halau Lokahi Allocations Based on Projected and
Actual Enrollment Totals, FY2013–2014 ................ 12
Photos of Ka Waihona o ka Na‘auao Charter
School ..................................................................... 17

v

Exhibit 2.4
Exhibit 2.5

vi

Photos of Kualapu‘u Public Conversion Charter
School ..................................................................... 20
Photo of Hawai‘i Technology Academy..................... 21

Chapter 1
Introduction
The Auditor initiated this study on the basis of constitutional and
statutory duty to conduct post-audits of the transactions, accounts,
programs, and performance of all departments, offices, and agencies
of the State and its political subdivisions. These duties are provided
in Article VII, Section 10 of the State Constitution and Section 23-4,
Hawai‘i Revised Statutes (HRS).

Background

In 1994, the Legislature passed Act 272 to empower public schools by
providing the necessary authority, resources, and flexibility so a school’s
primary focus is on delivering instructional services. This allowed
school staff and parents to work together and establish student-centered
schools as individual learning units within the public school system.
Act 272 paved the way for the authorization of public charter schools in
Hawai‘i. In 1995, Wai‘alae Elementary School became Hawai‘i’s first
authorized public charter school, followed by Lanikai Elementary School
in 1996. In school year (SY) 2013–2014, there were 33 public charter
schools in Hawai‘i with a total student enrollment of 10,389 pupils.

Organization of the
state public charter
school system

In 2011, the Legislature created a task force to provide clarity to the
responsibilities, accountability, and authority among stakeholders of
Hawai‘i’s public charter school system. The 2012 Legislature adopted
the task force’s recommendations by passing a new public charter school
law, codified as Chapter 302D, HRS. Section 302D-3, HRS, establishes
the State Public Charter School Commission, which is placed within
the Department of Education for administrative purposes. The ninemember commission is appointed by the state Board of Education
(BOE). The mission of the commission is to authorize high-quality
public charter schools throughout the state. As of January 2015, the
commission is the sole charter school authorizer in Hawai‘i. The BOE
is responsible for overseeing the performance and effectiveness of public
charter school authorizers. Exhibit 1.1 shows the organization of the
public charter school system.
Under Section 302D-1, HRS, a charter school authorizer has the
authority to review charter applications, decide whether to approve or
deny charter applications, enter into charter contracts with applicants,
oversee public charter schools, and decide whether to authorize, renew,
deny renewal of, or revoke charter contracts. Section 302D-5, HRS,
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Exhibit 1.1
State Public Charter School System Organizational Chart

Board of Education

Charter authorizers
(State Public Charter
School Commission)

Public charter school
governing boards

Public charter schools

Source: Office of the Auditor

establishes the powers and duties of a charter school authorizer,
including: monitoring the performance and compliance of charter
schools in accordance with the terms of their charter contracts; ensuring
charter schools comply with applicable state and federal laws, including
reporting requirements; and bearing responsibility for receiving per-pupil
funding from the Department of Budget and Finance and distributing
funds to public charter schools.
A public charter school governing board is an independent
governing body of its charter school and is responsible for the financial,
organizational, and academic viability of its school. A governing
board ensures its school complies with the terms of the charter
contract between the authorizer and the school. Charter schools and
their governing boards are exempt from state laws on procurement,
administrative procedures under Chapter 91, HRS, and open meetings
although they must fulfill other requirements such as developing internal
procurement procedures and ensuring minutes of board meetings are
available to the public.
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The State Public Charter School Commission is also empowered to
hire staff, including an executive director who is accountable to the
commission for carrying out the organization’s mission and achieving
its goals. The executive director is responsible for the overall planning,
coordination, monitoring, improvement, and management of the
commission’s staff and operations. The executive director also develops
the organizational structure and defines the positions of the commission
staff.
Commission staff includes an organizational performance manager,
who plans, directs, coordinates, evaluates, and refines the organizational
and compliance program for the commission and the charter school
system. This includes developing and executing charter contracts;
monitoring compliance with contract terms; and administering an
intervention protocol system which notifies public charter schools about
performance and compliance concerns and may lead to punitive actions
such as withholding state funds and revoking a school’s charter. The
financial performance manager plans, directs, and administers the
accounting, budget, procurement, and financial monitoring and oversight
activities and systems for the commission and the public charter school
system. The academic performance manager is responsible for the
academic performance and compliance program for the public charter
school system, including developing and implementing academicrelated monitoring and evaluation of public charter schools. Each of
the managers supervises support staff, which includes performance
specialists, and works under the direction of the executive director.
Exhibit 1.2 shows the organization of the State Public Charter School
Commission.
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Exhibit 1.2
State Public Charter School Commission Organizational
Chart
State Public Charter
School Commission

Executive Director

Organizational
Performance
Manager

Academic
Performance
Manager

Financial
Performance
Manager

Organizational
Performance
Specialist

Academic
Performance
Specialist

Financial
Performance
Specialist

Source: Hawai‘i State Public Charter School Commission and Office of the Auditor

Public charter
schools’ performance
framework
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The public charter school law requires charter contracts include
provisions based on a performance framework that sets the academic,
financial, organizational, operational performance indicators, measures,
and metrics that guide the authorizer’s evaluation of each public charter
school. State law mandates the performance framework must include
indicators and measures for nine areas, including student academic
proficiency and growth; enrollment variance; financial performance
and sustainability; performance and stewardship, including compliance
with applicable laws and the terms of the contract; and organizational
viability. Organizational viability means a public charter school has a
governing board established in accordance with law; employs sufficient
faculty and staff; maintains accurate and comprehensive records
regarding students and employees; is financially sound and fiscally
responsible in its use of public funds and maintains comprehensive and
accurate financial records; and complies with all authorizer directives,
policies, and procedures. Authorizers are required to submit an annual
performance report to the BOE and the Legislature for the public charter
schools they oversee in accordance with the performance framework
contained in schools’ contracts.

Chapter 1: Introduction

Funding for public
charter schools

State law mandates that the general fund per-pupil funding for public
charter school students is the same per-pupil amount provided to the
DOE in its most recently approved executive budget. The per-pupil
amount for public charter school students is based on reasonable
projected enrollment figures for each charter school. Public charter
schools receive a majority of their annual state funding prior to the
start of each school year to help schools facilitate their fiscal planning,
enhance their accountability, and avoid over-allocating funds to public
charter schools based on self-reported enrollment projections. Public
charter school authorizers are required to provide 60 percent of a school’s
allocation based on projected student enrollment no later than July 20 of
each fiscal year; provide an additional 30 percent of a school’s allocation
by December 1 of each year, based on actual October student enrollment
counts; and may retain no more than the remaining 10 percent of a
school’s allocation, to ensure fiscal accountability and compliance, no
later than June 30 of each year. Public charter schools are also eligible to
receive the same federal financial support as DOE schools. Beginning in
FY2014–2015, the charter commission was allowed to request facilities
funding for charter schools as part of its annual state budget request.
In SY2013–2014, total revenue for all public charter schools was
approximately $88 million. General funds accounted for about 73
percent of the total revenue, federal funds provided about 10 percent,
non-operational revenue generated about 2 percent, and roughly 15
percent was generated by other revenue sources as shown in Exhibit 1.3.
Exhibit 1.3
Statewide Public Charter School Revenues, SY2013–2014

15%

2%

10%

StateFunds
FederalFunds
OtherSources
73%

NonͲOperational

Source: Hawai‘i State Public Charter School Commission and Office of the Auditor
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Operational expenses for SY2013–2014 totaled more than $88 million.
Roughly 89 percent of the total expenses were for instructional-related
costs including school employee salaries. School administrative costs
accounted for about 2 percent of total expenses, and facilities and
maintenance expenses accounted for about 9 percent, as shown in
Exhibit 1.4.
Exhibit 1.4
Statewide Public Charter School Expenses, SY2013–2014

2%

9%
Instructional
Administrative
Facilities&
Maintenance
89%

Source: Hawai‘i State Public Charter School Commission and Office of the Auditor

Prior Reports

Our office has issued four reports on Hawai‘i public charter schools
or the public charter school system. In 2005, we issued two reports,
Report No. 05-01, Audit of Na Wai Ola Waters of Life Charter School,
and Report No. 05-06, Audit of Wai‘alae Elementary Public Charter
School. We found the state Board of Education lacked oversight of Na
Wai Ola Waters of Life Charter School in ensuring that school teachers
had the qualifications the school committed to in its contract with the
board. We also found the school board for Wai‘alae Elementary Public
Charter School had governance issues that included noncompliance with
purchasing requirements.
In our 2011 Performance Audit of the Hawai‘i Public Charter School
System (Report No. 11-03), we found the public charter school authorizer
wrongly deferred core monitoring and reporting responsibilities to
local school boards. Lack of oversight by the authorizer and the local
school boards resulted in cases of unethical and illegal spending and
employment practices by public charter school staff.
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In our 2014 Report on the Implementation of State Auditor’s 2011
Recommendations (Report No. 14-06), we noted the change in the public
charter school law that established a promising new accountability
system to provide oversight of public charter school performance.

Objectives of the
Study

1. Assess the Hawai‘i State Public Charter School Commission and the
public charter schools governing boards’ monitoring of public charter
schools’ financial viability.
2. Evaluate whether public charter school governing boards comply
with statutory and contractual requirements regarding public charter
schools’ organizational viability.
3. Make recommendations as appropriate.

Scope and
Methodology

The year after we released our 2011 performance audit of the public
charter school system, the Legislature created a new governance structure
for Hawai‘i’s public charter school system that provided clear lines
of accountability and authority among stakeholders. The State Public
Charter School Commission and public charter school governing boards
share responsibility to ensure charter schools comply with applicable
state laws and with terms of the charter contract. Therefore, our study
assesses both the State Public Charter School Commission and public
charter school governing boards.
Of the three primary areas of the performance framework, academic
performance was not incorporated into public charter school contracts
until SY2013–2014. Therefore, there is limited performance data
available at this time. Thus, we excluded the academic performance
framework in this study.
We performed on-site visits to four public charter schools. These schools
were selected after review of data collected from quarterly financial
reports, student enrollment figures, and independent financial audits,
which all schools submit to the commission as required by state law or
by terms of the charter contract. In addition, we also considered findings
reported in our 2011 audit as well as media stories chronicling financial
or administrative problems at a particular school.
We focused on compliance and monitoring of financial and governance
requirements established by applicable state laws and the charter school
contract. We reviewed operating policies, procedures, governing board
and commission minutes, and other relevant documents and records
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to assess the practices exercised by the commission and governing
boards—and when applicable, the public charter schools—in complying
with these requirements. We also surveyed 31 governing board chairs
and 33 charter schools’ principals or directors regarding governance
and financial reporting requirements as stated in the charter contract.
Twenty-three of 31 board chairs and 31 of 33 charter school principals or
directors responded to our survey.
The law establishing the commission and the overall governance and
accountability structure for Hawai‘i’s public charter school system was
passed in June 2012 and represents a new approach to public charter
school oversight and education. Therefore, it is reasonable to expect
there will be growing pains and that modifications to the system will
be needed in future years. This study seeks to identify and recommend
adjustments to the new accountability system.
Our work was performed from March 2015 to August 2015 in
accordance with the Office of the Auditor’s Manual of Guides. These
standards require that we plan and perform our work to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our objectives. We believe that the evidence we
obtained provides a reasonable basis for our findings and conclusions
based on our objectives.
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Charter School Accountability System Remains a
Work in Progress
We initiated this study in part because of the financial failure of Hālau
Lōkahi New Century Public Charter School, which occurred under the
new accountability system passed by the Legislature in 2012. Fiscal
year 2013–2014 was the first year Hawai‘i public charter schools entered
into charter contracts that required data be provided to the Hawai‘i
State Public Charter School Commission in order to assess a school’s
organizational and financial viability. Using the case of Hālau Lōkahi
as a guide, we determined that the financial data schools must currently
submit to the commission can indicate possible financial stress. In
the case of Hālau Lōkahi, however, we found that human error and
inexperience among commission staff contributed to their inability
to recognize and interpret the available information early enough to
possibly help avert the school’s financial collapse. We also found a
need for clearer instructions within the charter contract to ensure the
commission’s expectations are met regarding school performance.
Adjustments to the contract language should be considered before the
commission moves forward with plans to perform a more qualitative
assessment of school performance.

Summary of
Findings

1. Public charter school financial data submitted to the Hawai‘i State
Public Charter School Commission is sound, but commission staff
inexperience and human error hindered its ability to identify early
signs of financial distress at Hālau Lōkahi New Century Public
Charter School.
2. Unclear requirements mandated in the charter school contracts do not
ensure uniform compliance by public charter schools.

Collected
Financial Data Is
Only Effective If
Properly Analyzed
By Stakeholders
1

On March 30, 2015, the State Public Charter School Commission
revoked the charter of Hālau Lōkahi New Century Public Charter School,
only the second time a Hawai‘i public charter school has had its charter
revoked.1 This action came nine months after Hālau Lōkahi had run out
of money, nearly a year after a second quarter financial report showed
that the school’s unpaid expenses had exceeded its available cash

The Charter School Review Panel revoked the charter of a school in SY2008-2009 but its action was reversed in court due to a lack
of necessary administrative rules.
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balance. Further, the commission’s decision to revoke Hālau Lōkahi’s
charter took place almost a year and a half after the commission staff
noted a significant drop in student enrollment. During that same period,
commission staff overlooked a key fact in Hālau Lōkahi’s financial
audit that the charter school had an active line of credit for “temporary
cash flow support.” We found that the commission staff received or had
access to information and data that clearly indicated Hālau Lōkahi’s
financial distress. However, human error and inexperience among the
commission staff contributed to the commission’s inability to recognize
and interpret the available information early enough to intervene before
the school’s financial collapse.
To identify possible signs of problems earlier and potentially avoid
a similar scenario as Hālau Lōkahi, we used some of the data readily
available to commission staff as part of criteria to identify public charter
schools for closer examination. Although we did not conclude that any
of the schools we examined are in immediate financial danger, we found
indications of some financial risk that merit monitoring by commission
staff.

Commission staff
overlooked or did not
recognize early signs
of financial trouble
at struggling charter
school
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Hālau Lōkahi ran out of money in FY2013–2014. We reviewed data
available to the commission and the school’s governing board in the
months leading up to Hālau Lōkahi running out of money in May
2014. The purpose was to provide insight for stakeholders and improve
their ability to meet statutory responsibilities of ensuring Hawai‘i
public charter schools are financially viable. Exhibit 2.1 provides a
general timeline of events based on information we obtained from the
commission.

Chapter 2: Charter School Accountability System Remains a Work in Progress

Exhibit 2.1
Indicators of Possible Financial Distress for Hālau Lōkahi, FY2013–2014

Source: Hawai‘i State Public Charter School Commission staff

Hālau Lōkahi’s significant variance in student enrollment was
initial sign of financial stress
As required by the public charter school law,2 Hālau Lōkahi provided the
commission in May 2013 a projected student enrollment of 237 students
for FY2013–2014. In October 2013, the commission verified the actual
student enrollment at the school was 183, a 23 percent decrease from the
projected enrollment. As shown in Exhibit 2.2, the student enrollment
variance resulted in a reduction of Hālau Lōkahi’s expected $1.4 million
state allocation total to about $1.1 million.

2

Section 302D-28(f), HRS.
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Exhibit 2.2
Hālau Lōkahi Allocations Based on Projected and Actual Enrollment Totals, FY2013–2014
$1,600,000
$1,400,000
$1,400,000
$1,200,000

$1,100,000

$1,000,000

$852,000

$800,000

Allocationbasedonprojected
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$600,000

$426,000

$400,000

Adjustedallocationbasedon
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$137,000

$200,000
$0
Total
Allocation

1st
Allocation
(Jul2013)

2nd
Allocation
(Dec2013)

Source: Office of the Auditor

As required by the public charter school law, 60 percent of a charter
school’s per-pupil allocation is provided by July 20th of each fiscal
year and is based on the charter school’s projected student enrollment
total. The second allotment provides an additional 30 percent by
December 1st, based on a charter school’s actual October 15th student
enrollment figure. Exhibit 2.2 shows the school was allocated more
than $850,000 in July 2013, which was about $200,000 more than it
should have received based on the school’s actual student enrollment
totals. Further, the difference between the school’s projected and actual
student enrollment also meant its second allocation would be much less
than the school expected. As required by the school’s charter contract,
the commission adjusted the school’s second allocation amount based
on its reconciliation of the projected versus the actual enrollment counts.
Instead of receiving an expected second allocation amount of $426,000
in December 2013, the school’s next allocation was reduced to $137,000,
a 68 percent drop.
A commission staff member said she contacted the school’s business
manager in October 2013 and was assured that the school’s governing
board would figure out how to make up the shortfall. The commission’s
financial performance manager admitted she was naïve to believe the
necessary budget adjustments would be made based on the word of the
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school’s business manager and as a result, the commission “got burned.”
Commission staff added that the staff did not contact the school’s
governing board about the enrollment variance because the office
protocol was to contact the school first and, in the event the staff received
a response, the board would not be contacted at all.

Active line of credit and high spending rate during first quarter
indicated possible cash flow problems
The commission’s financial performance manager said six months after
she was hired, she began to review Hālau Lōkahi’s financial audits to
learn more about an issue involving loan overpayments by the school to
the school’s director. However, she overlooked a key fact in the school’s
FY2011–2012 and FY2012–2013 financial audits that reported Hālau
Lōkahi had an active line of credit since 2006 for “temporary cash flow
support.” Cash flow is a factor the commission staff reviews when
assessing a school’s long-term financial stability. The school reported
an outstanding balance on its line of credit of more than $30,000 by
the end of June 2013. Had the commission staff been aware of Hālau
Lōkahi’s use of its line of credit for cash flow purposes, coupled with
the knowledge of the school’s 23 percent variance between its projected
and actual student enrollment totals in FY2013–2014, the commission
staff could have conducted a more aggressive inquiry into the school’s
financial condition.
Under terms of the charter contract, public charter schools must submit
quarterly financial reports within 45 days of the end of each quarter of
the fiscal year. As a result, there is typically a six-week delay from the
time a fiscal quarter ends to the time the commission staff receives each
quarterly financial report. The commission staff received Hālau Lōkahi’s
first quarterly financial report in November 2013. After adjusting the
school’s allocation from projected to actual enrollment counts, the school
had spent or obligated more than $613,000, roughly 56 percent of its
total allocation during the first three months of the school year.
The initial state allocation public charter schools receive each July
represents 60 percent of their yearly total as required by law. The
financial performance manager noted that had she been aware of this
fact, she would have taken a much more proactive approach with Hālau
Lōkahi.

Second quarter unpaid expenses exceeded available cash
When the commission received the school’s second quarterly report
in mid-February 2014, Hālau Lōkahi’s unpaid expenses exceeded its
available cash balance by more than $136,000, which meant the school
did not have enough available cash to pay for goods and services it
already received. By then, the school had received more than $989,000,
or about 90 percent of its entire allocation.
Report No. 15-14 / December 2015
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Commission staff submitted an informational update to the commission
board in March 2014 about the second quarter financial report for all
charter schools, but made no specific mention of Hālau Lōkahi. The
commission staff informed the board that overall, the “charter schools
are doing reasonably well, however, some schools are starting to show
financial challenges.” Commission board minutes from its March 2014
meeting did not include any discussion or concerns raised about Hālau
Lōkahi’s financial condition. The commission’s executive director
reported to the board that charter schools overall were doing “a good job
of managing their resources.”
The commission’s financial performance manager was on medical leave
from late-March 2014 to mid-April 2014, which she said contributed
to the second quarter financial report being “so light.” When asked
whether other commission staff had any written guidance to perform her
duties on the occasions she is not available, the commission’s financial
performance manager said no. This is contrary to best practices,3 which
state that effective documentation helps establish and communicate
to personnel the who, what, when, where, and why of how things are
done. This also provides a means to retain organizational knowledge and
mitigate the risk of having that knowledge limited to a few personnel.
On May 1, 2014, roughly two weeks after the commission’s financial
performance manager returned to work and ten weeks after the financial
performance staff received the second quarter financial report, the
commission staff contacted Hālau Lōkahi’s business manager about
the school’s shrinking cash balance. The commission’s financial
performance manager commented that she had difficulty contacting the
school’s business manager. She added that had the commission staff
and the school’s governing board been more aggressive when the second
quarter financial report was received in mid-February 2014, there may
have been enough time for the parties to work together and keep the
school in operation through the school year.

Employee and payroll service reports of missed payroll
prompted commission staff to act
In mid-May 2014, the commission staff received Hālau Lōkahi’s third
quarter financial report. The school reported only a little more than
$70,000 in available cash and nearly $110,000 in unpaid expenses.
Hālau Lōkahi’s school director also emailed commission staff, urgently
requesting that they expedite the transfer of federal reimbursement
funds because the school needed “funds in bank immediately.” The
third quarter financial report, coupled with the commission financial
performance manager’s difficulty in contacting the school’s business
3
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manager as well as the urgent emails by the school director for the
reimbursement funds were clear signs of financial distress at Hālau
Lōkahi.
However, the commission staff did not take aggressive action until
late May 2014 when it was contacted by Hālau Lōkahi’s payroll
administrator and a school employee. Hālau Lōkahi’s payroll
administrator notified the commission staff about the lack of school
funds to meet payroll obligations. The school employee complained that
paychecks had either been late, partial, or missing since mid-April 2014.
The commission staff met with the school on June 4, 2014, and requested
financial documents that included bank statements, payroll records, and
unpaid expenses. Minutes from a June 12, 2014, commission board
meeting included a discussion about Hālau Lōkahi’s financial status
and the events that “emerged over the last month.” In fact, the data and
information contained in the projected and actual student enrollment
figures, the financial audits, and in the first and second quarterly financial
reports indicated financial stress at Hālau Lōkahi months before the
school ran out of money in May 2014.

Hālau Lōkahi staff could not provide minutes of school
governing board meetings prior to December 2014
The earliest governing board meeting minutes posted on Hālau Lōkahi’s
school website are dated December 2, 2014. As a result, there is very
little documented evidence available regarding what the board knew or
did not know during SY2013–2014. The last school director and the
previous interim school director said they were unable to locate copies
of the board minutes for that school year. Both parties as well as the
commission’s interim organizational performance manager confirmed
that hand-written minutes were maintained by school administrators
in a binder. Commission staff became aware of this during SY2013–
2014, when they conducted a Preliminary Organizational Performance
Assessment, which was part of the commission’s monitoring and
compliance system to assure stakeholders that schools were meeting their
legal and contractual obligations.
In January 2014, commission staff found Hālau Lōkahi’s governing
board failed to post minutes of its meetings on the school’s website as
required by state law. Commission staff followed up with an on-site
visit to the school in February 2014, noted the school kept hand-written
minutes in a binder, and received assurances from the school director
that minutes would be posted on the school website. Even though the
minutes were incomplete and had not yet been posted on the school’s
website, commission staff reported Hālau Lōkahi had complied. The
commission’s interim organizational performance manager admitted that
despite assurances, board minutes were never posted on Hālau Lōkahi’s
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website during the school director’s remaining tenure. The last school
director said that without board minutes, “no one knows what the board
knew or did not know” in regards to the school’s financial condition, and
added, “I don’t think we will ever know.”
A former Hālau Lōkahi board member admitted she was not aware that
board minutes were required to be posted on the school’s website. She
added that the board was “uninformed about a lot of things” and was
“brushed aside” by the school director whenever board members asked
questions about school business or its finances. She also described
the frequency with which the board received financial reports from
the school director as “consistently inconsistent.” The former interim
acting school director commented that some teachers who served on the
governing board “never saw a financial statement or report” from the
school director during their tenure. A review of the bylaws for Hālau
Lōkahi’s governing board did not include a provision that required
minutes of board meetings be made publicly available. The bylaws did
say that the Hālau Lōkahi board was required to meet only once every
three months or as necessary in between those meetings. A board chair
of another charter school observed it would be “very difficult” for a
board to provide effective oversight if it received financial statements
only once every three months, which he likened to “catching a horse that
is out of the barn and running away.”

Other data could help
provide a clearer
picture of a school’s
financial health

As one of 27 start-up charter schools during SY2013–2014, Hālau
Lōkahi had to rent or lease school facilities. Under terms of the charter
contract, schools are required to provide the commission staff a copy of
the school’s lease or occupancy agreement. However, the commission’s
interim organizational performance manager admitted this provision
has not been enforced by commission staff. The commission’s interim
organizational performance manager noted at least nine schools,
which did not include Hālau Lōkahi, voluntarily submitted their lease
agreements to commission staff. However, these lease agreements were
not shared with the commission’s financial performance manager.
For example, the commission’s financial performance manager said
without Hālau Lōkahi’s rent agreement, she had no idea how much
the school was obligated to pay each month and, therefore, could not
assess whether the school was on time or behind on its rent payments.
We obtained and reviewed Hālau Lōkahi’s rent agreement, which was
amended at least four times between April 17, 2013, and March 1, 2015.
The school failed to report any rent costs in its first quarterly financial
report in FY2013–2014. Based on Hālau Lōkahi’s other quarterly
financial reports in FY2013–2014, the school paid between $31,000 and
$38,000 a month in rent. Hālau Lōkahi’s rent agreement in effect during
this period obligated the school to pay about $32,000 a month. However,
at some point, the school did not meet its monthly rent obligations. The
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landlord claimed that as of February 2015, the school owed more than
$255,000 in unpaid rent and utility costs. It is not clear when the school
started to fall behind in its rent. Although a school’s lease information
alone may not prompt commission staff to contact a charter school about
its financial condition, it does provide additional data the commission
staff can use to assess a school’s financial health.

Similar indicators
of possible financial
distress were found at
other charter schools

We used some of the financial benchmarks identified in the case of
Hālau Lōkahi to identify and select other charter schools for closer
examination. Although we could not conclude that any of these schools
are in immediate financial danger, we did find indications of potential
financial risk that merit monitoring by the commission.

Ka Waihona administrator uses a line of credit for cash flow
purposes
In compliance with state law and the terms of the charter contract, Ka
Waihona o ka Na‘auao public charter school completed and submitted
an independent financial audit to the commission for FY2013–2014.
Our review of the school’s audit found the school had an active line
of credit with a local bank. However, we found that public charter
schools are restricted under Section 37D-9, HRS, from entering any
financing agreement, such as a line of credit, without approval from the
state director of finance and provided the purpose of the loan is related
to capital improvement projects. The administrator of the Financial
Administration Division at the Department of Budget and Finance told us
that the department did not approve Ka Waihona to enter a line of credit
agreement with a bank. Exhibit 2.3 shows some of the school’s facilities,
including a field complex and basketball courts.
Exhibit 2.3
Photos of Ka Waihona o ka Na‘auao Charter School

School field complex (left), school basketball courts (right).
Source: Office of the Auditor

Report No. 15-14 / December 2015

17

Chapter 2: Charter School Accountability System Remains a Work in Progress

Minutes from the school’s October 2012 board meeting recount how
board members authorized the school principal to establish a $200,000
line of credit with a bank to remodel a donated building for classrooms.
The board chair said when the building deal did not materialize, the
board agreed in 2013 to increase the credit limit and use the funds for
school payroll costs. The school principal reasoned the line of credit
was needed to cover a payroll period at the end of the fiscal year, when
state funds are depleted and private funds have yet to be allocated to the
school. The board chair said that board members at the time believed
there was no need to consult with the Department of the Attorney
General as to whether the school was allowed to open a line of credit and
relied on a board member with a finance background to provide guidance
in 2012.
According to a banking officer, the school’s principal requested to
increase the line of credit limit to $600,000. The agreement shows the
school’s credit limit was ultimately raised to half that amount—$300,000
—in December 2013. According to the banking officer, the school drew
funds from the line of credit a total of six times from October 31, 2012,
to May 14, 2015, and had an outstanding balance of $200,000 as of June
9, 2015. The school had also paid a total of more than $6,100 in interest.
The school principal said he conferred with the commission’s financial
performance manager about the line of credit in 2013 and was
advised that those funds could only be used for payroll purposes. The
commission’s financial performance manager verified she was informed
about the line of credit but denied providing any guidance as to how it
could be used and had questioned the school about its legality. Further,
the school’s board chair was not aware that under terms of the line of
credit, the school was required to put up collateral when it increased
the credit limit in 2013. A representative of the bank said the issue of
whether the school’s state allocations are considered part of the collateral
under the line of credit agreement would likely be decided between
attorneys for the state and the bank.
The Ka Waihona school board and school principal opened a line of
credit without proper authority and used the funds for purposes not
allowable by law. The commission staff did not aggressively followup with the school to determine the extent of the cash flow issues that
prompted Ka Waihona administrators to open a line of credit in the first
place. We recommend the school and its governing board consult with
the Department of the Attorney General and the Department of Budget
and Finance whether use of its line of credit is permissible under Chapter
37D, HRS.
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Declining student enrollment at Kualapu‘u Public Conversion
Charter School could lead to financial instability
Kualapu‘u Public Conversion Charter School’s student enrollment
variance between its projected figures and the actual enrollment totals
in FY2012–2013 met the commission’s performance standards of 95
percent. However, the school’s variance percentage dipped slightly
below the commission’s standards the following year, to 93 percent.
Upon further examination, we found the total number of students
enrolled at the school has steadily declined every year since 2012. In
SY2011–2012, the student enrollment was 398. It slipped to 377 in
SY2012–2013 and to 349 in SY2013–2014. Although the school
principal and the governing board’s business manager cited several
factors affecting the school’s overall revenue stream over the years, the
decline in student enrollment is of concern considering that state funds
accounted for roughly 77 and 78 percent of the school’s total revenues in
FY2012–2013 and FY2013–2014, respectively. Further, the downward
trend in student enrollment was expected to continue in SY2014–2015.
The school’s cash reserve, which exceeded $4 million during SY2008–
2009, decreased to about $1.1 million in FY2013–2014.
The school’s principal and the governing board’s business manager said
the cash reserve had primarily funded the school’s Extended Learning
Time (ELT) program, which extends the school day by one hour. The
school principal said as of FY2014–2015, the reserve cash can no longer
support the program. The school’s net position, which is the difference
between its assets and liabilities, decreased in FY2013–2014 by 16
percent as expenses exceeded revenues. Consequently, the principal
made budget cuts in FY2013–2014 and FY2014–2015. This included
cutting ten teaching positions, 2.5 educational assistant positions,
part-time tutors, a cafeteria worker, and two classes related to the ELT
program. Exhibit 2.4 shows one of the classrooms that was vacated and
is now used for storage space.
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Exhibit 2.4
Photos of Kualapu‘u Public Conversion Charter School

Classroom vacated due to budget cuts (top), farm and garden program
was retained (bottom).
Source: Office of the Auditor

Kualapu‘u’s principal said she projected enrollment to increase in
SY2015–2016 even though she admitted she could not identify why
enrollment has been falling. The school’s financial audit stated the
cause for the decline in student enrollment was due to a shrinking
island population but provided no basis for its conclusion. The school’s
governing board executive director agreed that eroding enrollment
presents a sustainability risk for the school. She added that the board
will look to hire an outside consultant with expertise in school planning
to develop a five-year sustainability plan for board members to review,
discuss, and approve in the coming year.

Costly curriculum contract resulted in large unpaid expenses
at Hawai‘i Technology Academy
Hawai‘i Technology Academy (HTA) is a “blended” school using
both online instruction and traditional in-class instruction. Exhibit 2.5
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shows one of HTA’s 13 learning centers. In 2008, HTA entered into a
contract that the school’s current executive director describes as “not
a good one.” The school paid K12 Classroom LLC more than $4.5
million in FY2013–2014, which accounted for 55 percent of the school’s
financial expenses and management costs and more than $3.5 million,
or 48 percent, in FY2012–2013. The school’s executive director said
the vendor primarily provided curriculum for online learning but the
school still had to absorb the costs associated with traditional in-class
instruction. As a result, the school reported more than $1.3 million and
$1.6 million in unpaid expenses to K12 for FY2013–2014 and FY2012–
2013, respectively. Those amounts exceeded the school’s available cash
totals in both years.
Exhibit 2.5
Photo of Hawai‘i Technology Academy

One of HTA’s 13 learning center sites.
Source: Office of the Auditor

In June 2014, HTA’s governing board and K12 agreed to amend their
agreement, enabling the school to make monthly payments on its
outstanding debt of more than $1.1 million. The agreement, which
was signed in February 2015, requires HTA to make an initial payment
of $60,000 followed by monthly payments of $20,000 until the end of
FY2019. The school’s governing board chair said the agreement now
enables board members and the school to focus on other pressing issues,
such as finding a new school facility. However, the agreement presents
some financial risk for the school and possibly, the State. If the school
is unable to make its monthly payments, the outstanding balance will
become due, including an interest penalty of 1.25 percent per month
on the entire amount. The Department of the Attorney General told
us because the school is a government agency, the State would be
responsible for any outstanding balance should HTA default on the
agreement.
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HTA’s unpaid expenses decreased from FY2012–2013 to FY2013–2014
and the school’s executive director said this amount should continue to
decrease as HTA pays down its debt to K12 each year. However, the
school must be vigilant regarding its student enrollment to ensure it
maintains sufficient revenues to meet its monthly payments and avoid
default. The executive director said HTA has been collecting enrollment
data to help identify trends and improve the school’s enrollment
projections. HTA’s business manager assured us that even if the perpupil allocation rate for FY2014–2015 remains flat in future years and its
enrollment fell to 1,000 students, the school would still produce enough
revenue to pay for its costs. Although the school’s enrollment variance
for FY2013–2014 exceeded the commission’s standard, the HTA
governing board and the commission should remain vigilant regarding
the school’s revenue and enrollment totals, especially if the per-pupil
allocation rate decreases in future years.
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Reporting
Requirements
Should Be
Clarified To
Ensure Charter
Schools Meet
Expectations

The first charter contract between public charter schools and the
commission took effect in FY2013–2014. During that fiscal year, the
commission conducted its Preliminary Organizational Performance
Assessment to determine whether public charter schools were meeting
the basic requirements for organizational performance. This includes
a number of school policies and procedures that must be posted on
school websites. Schools were primarily assessed on their ability to
submit the information on a timely basis; in other words, this was not a
qualitative assessment. The commission’s executive director said there
are plans to begin a more qualitative assessment within the next year
that may include a substantive review of school policies and procedures.
However, we found the charter schools contract is unclear in a number of
areas and should be clarified in order to ensure schools fully understand
the commission’s expectations.

Contract language
requiring policies
and procedures is
confusing

The charter contract requires schools to develop policies and procedures
and post them to the school’s website. However, the contract uses the
terms policy and procedure interchangeably in regards to conflict of
interest, complaints, procurement, student discipline, and accounting.
The charter contract sometimes calls for one or both. According
to the U.S. General Accountability Office, the commission, as the
administrator of the contract, should provide clear guidance as to what
it believes constitutes a policy and a procedure in order for schools
to meet commission expectations. To avoid confusion and ensure the
commission’s criteria for policies and procedures are not interpreted as
applicable to all state agencies, we suggest the commission clarify its
contractual provisions.
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Further, we found the provision requiring schools’ personnel policies is
poorly structured. The contract lists a number of personnel requirements
including licensed teachers, principal and teacher evaluation systems,
qualified non-instructional workers, and employee criminal history
checks. However, the contract is not clear whether these provisions
must be posted to school websites, although the commission’s interim
organizational performance manager said the intent was that all
provisions are considered personnel policies and therefore, must be
posted.
Thirty-one public charter school principals responded to our survey
of whether their schools have personnel policies regarding teacher
licensing requirements, a principal and teacher evaluation system, and
ensuring qualified non-instructional workers; an overwhelming number
responded yes. Twenty-seven of 31 public charter school principals who
responded said they have personnel policies regarding teaching licensing
requirements, 28 of 31 said they have a principal and teacher evaluation
system, and 24 of 30 said they have personnel policies regarding noninstructional workers. However, our review of the 33 charter school
websites found 18 of 33 schools did not post policies regarding teaching
licensing requirements, 24 of 33 did not post principal evaluation
policies, 17 of 33 did not post teacher evaluation policies, and 22 of
33 did not post policies regarding qualified non-instructional workers.
Schools may be confused by the current contract language and may not
understand the commission’s intent. Alternatively, schools may simply
be in noncompliance.

Intervention protocol
triggers should be
specified

The charter contract broadly states the commission is empowered to
take steps to initiate an intervention protocol that could potentially lead
to withholding a school’s state funds or revoking a school’s charter
if the charter school does not comply with the law or with terms and
conditions of the charter contract. However, the commission’s interim
organizational performance manager acknowledged that the decision to
initiate the protocol is subjective and is not made clear in the contract.
In 2014, the commission staff issued notices of deficiency—one of the
initial stages of the intervention protocol—to four schools for a variety
of reasons, including failing to meet state assessment and accountability
system requirements, failing to submit a quarterly financial report, and
lack of a comprehensive needs assessment. Yet, we found a number of
schools that failed to comply with requirements mandated by law that
did not trigger any notice of deficiency from commission staff. For
instance, charter school governing boards are required by law to make
their meeting minutes publicly available by posting them on the school
website. The importance of open access to these records is underscored
by the case of Hālau Lōkahi. However, we reviewed the websites of
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ten randomly selected public charter schools and found the minutes
for board meetings held in 2014 and 2015 were missing for eight of
those ten schools. The organizational performance manager said he
was not surprised by our finding, since it does not consistently monitor
schools for compliance with this requirement. During SY2014–2015
alone, schools were required to address nearly 50 compliance tasks
by providing reports or information to commission staff. However,
the commission staff’s inconsistent enforcement of some but not all
compliance requirements does not fulfill the commission’s statutory
responsibilities. Without consistent guidance and enforcement, charter
schools cannot prioritize which requirements must be immediately
addressed.

Commission staff
relies on self-reporting
to ensure schools
comply with statutory
requirements

The commission staff relies on charter schools’ self-reporting for
statutory requirements regarding governing board membership
restrictions and criminal history checks on school employees.
One of the recommendations of a 2011 charter school task force was for
governing boards to be skills-based rather than constituency-based. The
charter school law imposes several restrictions, including a provision
that prohibits a governing board from having more than one-third of
its members be current or former school employees or relatives of
current or former school employees. To ensure the law is followed, the
charter contract requires school boards to notify the commission of any
membership changes and post the names of its board members on the
school’s website.
However, the commission staff does not review school websites for
board membership changes. For instance, we found that 11 of 12 Ka
Waihona o ka Na‘auao public charter school’s governing board members
were either current or former school employees, or relatives of a current
or former school employee. The commission’s interim organizational
performance manager was unaware of this governing board’s
composition until we raised the issue. Although Ka Waihona reported its
board membership to the commission in August 2014, the commission
staff was unaware that the governing board was operating in violation of
the law. Reliance on schools’ self-reporting board membership changes,
coupled with an absence of consistent oversight by commission staff,
raises concerns that other school boards may also be violating the law.
The charter contract also requires schools to perform criminal history
checks on prospective employees using a process in accordance with
state law.4 The Hawai‘i Criminal Justice Data Center administrator
expressed concerns to us that public charter schools may not be in
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compliance since the center has only received submissions from a
handful of such schools from 2009 to 2015. Under the current process,
the center notifies the commission staff when a public charter school has
submitted fingerprints for a background check, but does not provide the
results of the check or indicate whether the applicant was hired by the
school. For its part, the commission staff accepts a simple declaration
made by a school that a criminal history check was performed; but the
schools do not provide results or accompanying documentation to verify
that the center and the Federal Bureau of Investigation completed their
respective background checks.
The center receives a printout of the results of the state and national
criminal history checks, but only provides the document to the employer
in accordance with state law.5 It views a school’s governing board—not
the commission—as the employer. However, according to the Office
of Information Practices, the commission may be allowed to access
results of criminal history checks under the state Uniform Information
Practices Act.6 The commission is also required by the charter school
law to develop procedures for obtaining verifiable information regarding
criminal history record checks and is responsible for ensuring schools
are in compliance with state law. If the commission is restricted from
independently verifying whether a criminal history check has been
performed, it cannot fulfill its statutory responsibilities.
Therefore, we recommend that the commission work with stakeholders
and consult with the Hawai‘i Criminal Justice Data Center, the Office
of Information Practices, and the Department of the Attorney General to
develop means other than self-reporting to ensure statutory requirements
regarding criminal history checks are met and independently verified.
The commission and the governing boards should also work together to
develop means to ensure governing board membership restrictions are
met and independently verified.

Conclusion

5

6

Hālau Lōkahi’s experience demonstrates that the Hawai‘i State Public
Charter School Commission staff collects sufficient information to assess
the financial health of public charter schools; however, experienced
personnel are needed to analyze the data. The commission’s financial
performance manager admitted that if she knew then what she knows
now, she would have taken a more proactive approach in regards to
Hālau Lōkahi. As the commission staff become more experienced in

Section 302D-33, HRS, states that criminal history record information can only be used by the employer or prospective
employer.
Chapter 92F, HRS.
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carrying out their responsibilities, the staff should follow best practices7
and document how they carry out their duties, including the collection
and analysis of data, in order to retain organizational knowledge
and mitigate the risk of having that knowledge limited to only a few
personnel.

Recommendations

1. The Hawai‘i State Public Charter Commission should ensure its
staff:
a. Develops policies and procedures, including the collection and
analysis of school data, to retain organizational knowledge
and mitigate the risk of limiting that knowledge to only a few
personnel;
b. Reviews its inter-office communication system to ensure
information collected from the schools, including the rental
terms of school facilities, is shared with all performance
managers;
c. Reviews the charter contract to:
i.

Identify areas in need of clarification, including governance
reporting requirements such as mandated policies and
procedures, to ensure the schools and the boards are able to
meet the commission’s performance expectations;

ii. Clarify provisions that automatically trigger an intervention
protocol for noncompliance; and
iii. Consider amending the charter contract to require schools
to provide adjusted annual budgets in the event school
student enrollment projections fall significantly short of
actual student enrollment figures;
d. Consistently monitors and enforces compliance with terms of
the charter contract, including the posting of minutes of
governing board meetings to school websites, reporting
governing board membership changes, and providing the rental
terms of school facilities;
e. Works with stakeholders to develop means other than selfreporting, to ensure statutory requirements regarding
criminal history checks are met and independently verified by
commission staff; consultation with the Department of the
7
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Attorney General, the Hawai‘i Criminal Justice Data Center, and
the Office of Information Practices is also advised; and
f.

Receives training regarding obtaining and using financial
agreements, such as a line of credit, by charter schools under
Chapter 37D, HRS.

2. Public charter school governing boards should ensure:
a. They and the charter schools understand and comply with the
restrictions set forth in Chapter 37D, HRS, regarding obtaining
and using financing agreements, such as a line of credit; and
b. Their schools comply with statutory requirements regarding
the maintenance and posting of board meeting minutes to school
websites.
3. Ka Waihona o ka Na‘auao Charter School should consult with the
Department of the Attorney General and the Department of Budget
and Finance regarding its use of its line of credit and whether it is
permissible under Chapter 37D, HRS.
4. Kualapu‘u School should work with its governing board to develop a
long-term sustainability plan to address declining student enrollment.

Issue for Further
Study
Myron B. Thompson
Academy holds nearly
$4 million in cash
reserve in addition to
$255,000 in State funds
frozen due to lingering
ethics investigation

We also examined Myron B. Thompson Academy after reviewing
its FY2013–2014 financial audit, which reported that the school was
prohibited from using $255,000 of its state funds in accordance with a
legislative directive. The action was related to questions surrounding
nepotism and hiring practices at the school, which prompted separate
investigations by the Hawai‘i State Ethics Commission and the
Department of the Attorney General. These issues were also raised
in our 2011 audit and were the subject of various media reports. The
2013 Legislature mandated that for FY2013–2014 and FY2014–2015,
the school could not spend the $255,000 in general funds until the
commission determines these issues have been resolved.
Our 2011 audit found improper salary increases to school staff, including
those related to the principal, through payment of administrative
differentials. Minutes from the governing board’s May 2014 meeting
support the principal’s claims that actions have been taken to ensure
the faculty positions in question received appropriate salary levels and
eliminate differential pay. The Department of the Attorney General
issued its civil investigation report on the matter in 2013. Although it
recommended the school and its governing board should take actions to
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ensure even any appearance of favoritism or impropriety be avoided, it
deferred any final determination regarding ethics violations to the State
Ethics Commission. As of May 1, 2015, the State Ethics Commission
said charges regarding this matter are still pending. As a result, the
$255,000 remained restricted.
Although the school reported relatively modest operating losses in
FY2012–2013 and FY2013–2014, we also note that the school reported a
cash reserve of nearly $4 million in FY2013–2014. The school principal
said the cash is unspent state funds it has accumulated since roughly
2003. The principal added that the influx of federal stimulus funds in
2009 decreased the school’s need to use all of its state allocated funds
and enabled the cash reserve to grow. State budget law mandates that
any unspent state-allocated funds must be returned to the state treasury
at the end of each fiscal year.8 However, the Budget Division chief at the
Department of Budget and Finance told us that he considers state funds
as expended once they are allocated to schools by the commission and
are no longer under the control of the State. He added that he could not
say from a legal standpoint whether charter schools are bound by the
state budget law to return unspent state moneys. Given the scope of this
study, we did not perform any further work on this issue.
However, we did review a sample of the school’s transactions made
over a six-month period and found entries for payments to vendors who
provided students private voice sessions, tennis lessons, ice skating
lessons, circus training, and martial arts lessons. These lessons were
paid for with state funds from the school’s checking account. The school
principal said the school sets aside allotments for students for curriculum
purchases and lessons. She reasoned that since many of these lessons
are provided by experts in the field, the allotments can be used for these
types of expenditures. She added that these are not part of an afterschool
program and are considered “a major part of the total instruction received
by the student during the course of a school day.” The commission’s
academic performance manager raised some concern because the lessons
were provided outside of the school’s facilities and also questioned how
the school measured student performance for these activities. Given that
academic performance was beyond the scope of this study, we did not
engage in any further work in this area.
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