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State of New York
Office of the State Comptroller

Division of Local Government
and School Accountability
May 2017
Dear School Officials:
A top priority of the Office of the State Comptroller is to help charter school officials manage school
financial operations efficiently and effectively and, by so doing, provide accountability for moneys
spent to support school operations. The Comptroller audits the financial operations of charter schools
to promote compliance with relevant statutes and observance of good business practices. This oversight
identifies opportunities for improving school financial operations and Board governance. Audits also
can identify strategies to reduce costs and to strengthen controls intended to safeguard school assets.
Following is a report of our audit of the financial operations of the PUC Achieve Charter School,
entitled Board Oversight. This audit was conducted pursuant to Article V, Section 1 of the State
Constitution and the State Comptroller’s authority as set forth in Section 2854 of the New York State
Education Law, as amended by Chapter 56 of the Laws of 2014.
This audit’s results and recommendations are resources for school officials to use in effectively
managing financial operations and in meeting the expectations of the taxpayers, students and their
parents. If you have questions about this report, please feel free to contact the local regional office for
your county, as listed at the end of this report.
Respectfully submitted,

Office of the State Comptroller
Division of Local Government
and School Accountability
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

A charter school is a public school financed by local, State and federal resources that is not under the
control of the local school board. Charter schools generally have fewer legal operational requirements
than traditional public schools. Most of the operational requirements for a charter school are contained
in New York State Education Law Article 56; the school’s bylaws, charter agreement and fiscal/
financial management plans; and the Financial Oversight Handbook (handbook).1
The PUC Achieve Charter School (School), located in the City of Rochester in Monroe County, was
granted a provisional charter by the Board of Trustees of the State University of New York (SUNY) in
November 2013. The School is one of 17 charter schools, 16 of which are located in California, that
exist under PUC National, a nonprofit organization that replicates its charter school model established
in California in other communities. The School is governed by a Board of Trustees (Board) that is
composed of seven members: five local members, and two from California who are also the original
founders of the School’s management company (Company).2 The Board is responsible for the general
management and control of the School’s financial and educational affairs. Currently, the Principal,
Assistant Principal and Office Manager are responsible for the day-to-day operations of the School.
The School’s 2014-15 fiscal year operating expenditures totaled $2.24 million. These expenditures
were funded primarily with revenues derived from billing the area school districts for resident pupil
tuition and from certain State and federal aid attributable to these pupils. During the 2014-15 school
year, the School provided education to approximately 85 students in grade five.
Scope and Objectives
The objective of our audit was to review the Board’s oversight of the School’s financial operations and
potential conflicts of interest for the period July 1, 2014 through March 30, 2016. Our audit addressed
the following related question:
•

Did the Board adequately monitor the School’s financial operations and potential conflicts of
interest?
____________________
1

2

The Charter Schools Institute of the State University of New York (SUNY) publishes the Financial Oversight Handbook
to provide SUNY-authorized charter schools assistance with navigating financial accountability. The Charter Schools
Institute was created by the SUNY Board of Trustees to assist them in carrying out their responsibilities of granting
public school charters under the New York State Charter Schools Act of 1998. SUNY is in the process of updating its
handbook. In the interim, it is sharing the handbook published by the New York State Education Department, entitled
Fiscal Oversight Guidebook.
One of the California Board members is the Company’s CEO. The Company is a nonprofit corporation located in
California.

2
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Audit Results
The local Board members did not provide adequate oversight of the Company’s work, actively direct
and monitor the School’s financial operations or monitor the School’s potential conflicts of interest.
We found that the Company performed all aspects of the School’s financial transactions, which School
officials could not monitor because they did not have access to the accounting records and bank
accounts. As a result, local Board members were unaware that the School’s budgets were insufficient
to adequately support ongoing operations and financial records and reports were inaccurate and
incomplete.
Additionally, the School has suffered from a poor financial position since its inception. During the first
year of operations, revenues fell short of estimates by approximately $221,000 (17 percent), due to a
32 percent decline in anticipated enrollment. This situation was compounded by higher-than-expected
expenditures of more than $326,000 (17 percent), which led to a year-end loss of approximately
$470,000. To help bridge this financial gap, the School obtained a $100,000 loan from the Company,
but was unable to pay the Company’s annual management fee totaling $162,785 and had to defer other
payments totaling $236,000.
Furthermore, we found that one of the School’s Trustees appears to have a prohibited interest in the
School’s transactions with a local limited liability company (LLC). The Trustee was a manager of
an LLC, and personally invested in the LLC, that held the assignment and mortgage on the property
leased by the School. Therefore, this Trustee receives an indirect monetary benefit as a result of the
lease agreement and other subsequent agreements related to a $2.3 million loan associated with the
assignment and mortgage.
Furthermore, we found that the School’s contract with the Company was signed by a School Board
member who also was a Company Board member at the time. In addition, we found that the two
California-based Board members who wrote School checks were also the Company’s founders. In
both cases, these are not legally based conflicts of interest because nonprofit organizations are exempt
from General Municipal Law’s conflict of interest requirements. While not prohibited by law, these
situations create a conflict of interest because when the Company/School Board member signed the
School’s contract or the founders sign the School’s checks, they must simultaneously represent the
Company’s and School’s interests.
Comments of School Officials
The results of our audit and recommendations have been discussed with School officials and their
comments, which appear in Appendix A, have been considered in preparing this report. Except as
specified in Appendix A, School officials generally agreed with our recommendations and indicated
they planned to take corrective action. Appendix B includes our comments on the issues raised in the
School’s response letter.
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Introduction
Background

A charter school is a public school financed by local, State and federal
resources that is not under the control of the local school board.
Charter schools generally have fewer legal operational requirements
than traditional public schools. Most of the operational requirements
for a charter school are contained in New York State Education
Law Article 56; the school’s bylaws, charter agreement and fiscal/
financial management plans; and the Financial Oversight Handbook
(handbook).3 Charter schools are required to set both financial and
academic goals, and a school’s renewal of its charter is dependent on
meeting these goals.
The PUC Achieve Charter School (School),4 located in the City of
Rochester in Monroe County, was granted a provisional charter by
the Board of Trustees of the State University of New York (SUNY)
in November 2013. The School is governed by a Board of Trustees
(Board) that is composed of seven members: five local members, and
two from California who are also the original founders of the School’s
management company (Company).5 The Board is responsible for
the general management and control of the School’s financial and
educational affairs. Currently, the Principal, Assistant Principal and
Office Manager are responsible for the day-to-day operations of the
School.
The Board entered into an administrative services agreement (services
agreement) with the Company in 2014. The Company agreed to
perform and provide school management services in connection with
governance, financial administration and reporting, subject to the
Board’s and its own control, supervision, direction and policies.
The School’s 2014-15 fiscal year operating expenditures totaled $2.24
million. These expenditures were funded primarily with revenues
derived from billing the area school districts for resident pupil tuition
_____________________
3

4

5

4

The Charter Schools Institute of the State University of New York (SUNY)
publishes the Financial Oversight Handbook to provide SUNY-authorized charter
schools assistance with navigating financial accountability. The Charter Schools
Institute was created by the SUNY Board of Trustees to assist them in carrying out
their responsibilities of granting public school charters under the New York State
Charter Schools Act of 1998. SUNY is in the process of updating its handbook. In
the interim, it is sharing the handbook published by the New York State Education
Department, entitled Fiscal Oversight Guidebook.
The School is one of 17 charter schools, 16 of which are located in California, that
exist under PUC National, a nonprofit organization that replicates its charter school
model established in California in other communities. (see www.pucschools.org)
One of the California Board members is the Company’s CEO. The Company is a
nonprofit corporation located in California.
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and from certain State and federal aid attributable to these pupils.
During the 2014-15 school year, the School provided education to
approximately 85 students in grade five.
When the School began operations, the Company provided the School
with a Director of Operations, Director of Business Development
and School Principal, who were all Company employees and from
California. These individuals were responsible for recruiting students
and implementing Company practices for educational instruction
and business operations. The School has experienced significant
administrative turnover since its inception. During our audit period, the
School had four Directors and three Principals. Three Directors and one
Principal were Company employees.
Objective

The objective of our audit was to review the Board’s oversight of
financial operations. Our audit addressed the following related question:
•

Scope and
Methodology

Did the Board adequately monitor the School’s financial
operations and potential conflict of interests?

We examined the financial operations of the School for the period July
1, 2014 through March 30, 2016.
We conducted our audit in accordance with generally accepted
government auditing standards (GAGAS). More information on such
standards and the methodology used in performing this audit are included
in Appendix C of this report. Unless otherwise indicated in this report,
samples for testing were selected based on professional judgment, as
it was not the intent to project the results onto the entire population.
Where applicable, information is presented concerning the value and/or
size of the relevant population and the sample selected for examination.

Comments of
School Officials and
Corrective Action

The results of our audit and recommendations have been discussed with
School officials, and their comments, which appear in Appendix A, have
been considered in preparing this report. Except as specified in Appendix
A, School officials generally agreed with our recommendations and
indicated they planned to take corrective action. Appendix B includes
our comments on the issues raised in the School’s response letter.
The Board has the responsibility to initiate corrective action. We
encourage the Board to prepare a plan of action that addresses the
recommendations in this report and forward the plan to our office within
90 days. For more information on preparing and filing your corrective
action plan, please refer to our brochure, Responding to an OSC Audit
Report, which you received with the draft audit report. We encourage
the Board to make this plan available for public review in the School
Board Secretary’s office.
DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY
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Board Oversight
The Board is responsible for safeguarding public funds intended for
educational purposes. A School’s financial condition is a primary factor
in determining its ability to continue providing public educational
services. The Board and School officials are accountable for the use
of School resources and are responsible for effectively planning and
managing financial operations.
To make sound financial decisions, the Board must receive accurate
financial information. One of the basic objectives of accounting and
financial reporting is to provide managers with financial information
useful for determining and forecasting financial condition. The Board
must have accurate financial information to develop proper budgets
and multiyear financial plans.
The School’s bylaws stipulate that the Board may delegate the
management of activities to others, so long as the affairs of the School
are managed and its powers are exercised under the Board’s ultimate
jurisdiction. Because two of the seven Board members are affiliated
with the Company, involvement by the local Board members takes
on added importance. To accomplish their responsibilities, the local
Board members must be informed and vigilant overseers of the
School’s financial operations.
The local Board members did not provide adequate oversight of the
Company’s work or actively direct and monitor the School’s financial
operations. The Company performed all aspects of the School’s
financial transactions, which School officials could not monitor
because they did not have access to the accounting records and bank
accounts. Further, the local Board members did not regularly receive
monthly financial reports from the Company, and reports submitted
since August 2015 were insufficient and lacked information, such
as a detailed budget-to-actual report and cash flow statement. As a
result, the School’s budgets were insufficient to adequately support
ongoing operations, financial records and reports were inaccurate
and incomplete and the local Board members’ ability to carry out
their oversight responsibilities was severely limited. Consequently,
the Board was not fully aware of the School’s financial problems and
was not in a position to take timely, effective corrective steps.
We also found that one School Trustee may have a prohibited interest
in a School contract. Because the Board has conceded management
of the School to the Company with limited oversight, School
officials and taxpayers cannot be assured that the School’s financial
6
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transactions are appropriate and in the best interests of the School
rather than the Company.
Financial Condition

A school is considered to have sound financial health when it can
consistently generate sufficient revenues to finance anticipated
expenditures and maintain sufficient cash flow to pay bills and other
obligations when due, without relying on short-term borrowings.
Conversely, a school in poor financial condition may experience
recurring unplanned operating deficits, which can impede its ability
to carry out its educational mission. Persistent unplanned operating
deficits are usually indicative of ineffective budgeting and can result
in cash flow problems. Although not-for-profit charter schools are not
required to have balanced budgets,6 the SUNY handbook recommends
that they should. Most importantly, the budget should be the school’s
financial plan for the year and used as a management tool to track
actual results. When results differ significantly from the plan, the
Board should take action to address the unexpected outcomes.
The School has suffered from a poor financial position since its
inception. Its initial plan was to open for the 2014-15 school year
with 120 fifth grade students and add a grade level each year until
the students reached eighth grade.7 However, enrollment fell to 82
students for the 2014-15 school year, which represented a 32 percent
decline in anticipated enrollment and resulted in district-per-pupil
aid being $221,000 (17 percent) less than projected. The effect of
the revenue shortfall was magnified by expenditures that exceeded
budget estimates by more than $326,000 (17 percent). Higher-thanexpected expenditures included personnel costs and student services,
even though enrollment was less than planned. Also contributing to
the shortfall were costs that exceeded estimates, including facility
rents and leases. Therefore, instead of a planned gain of approximately
$6,300, results from operations caused an actual loss of approximately
$470,000.
As a result of this loss, the School’s operations did not provide it with
the cash flow necessary to fund ongoing expenditures. The adverse
effect of operations on cash flow was demonstrated in several ways.
_____________________
6

7

As a nonbusiness entity, not-for-profit organizations must use any surplus
revenues to further achieve their purpose or mission, rather than distributing
surplus income to shareholders as profit or dividends. As a result, they do not
need to have balanced budgets. However, they must have legitimate long-term
plans to indicate how they intend to make a profit to ensure their sustainability.
Because the grade five enrollment was insufficient to support the School during
its first year of operation, the Board decided to add a grade six class before the
first school year began. However, enrollment dropped significantly during the
first months of operation, from 129 students to 82. With sixth grade enrollment
down to seven students, the school chose not to add grade seven during the 201516 year and instead found placements for those students.
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For example, the School:
•

Obtained a $100,000 loan from the Company in September
2014.

•

Was unable to pay the Company its contracted management
fee (10 percent of operating revenue) for the 2014-15 fiscal
year totaling $162,785.8

•

Deferred other payments of about $236,000.

Our concerns regarding the School’s financial condition extend
beyond its initial year’s poor results. As of the end of our fieldwork,
the School had not started paying back any of the liabilities incurred
in 2014-15. Additionally, the School deferred other payments totaling
approximately $400,000 for the 2015-16 year. Notwithstanding the
School’s inability to pay existing ongoing costs, its rent is scheduled
to increase by $120,000 per year from 2014-15 through 2017-18.9
Not only did the School incur substantial losses during its first year
of operations, the Board also failed to develop a plan to improve
financial operations in future years. Instead, the local Board members
remained unaware of the extent of the situation, as a result of their
failure to monitor the School’s finances. Also, the Company took
actions and made management decisions to continue the School’s
operations without the knowledge of the local Board members who
should have been managing the finances.
After we completed our fieldwork, we obtained the School’s audited
2015-16 financial statements and its 2016-17 budget. For the 201516 fiscal year, the audited financial statements reported net income
of about $90,000, which resulted in a year-end net deficit position of
about $377,000. The School’s 2016-17 budget includes a reasonable
estimate in district per pupil aid,10 the full 10 percent management
fee, increased rent payments and the repayment of the $100,000 loan
_____________________
8

9

10

8

The amount of this liability is unclear. The Company recorded an accrued liability
for the management fee in the School’s financial records based on only 7 percent
of operating revenue ($114,000), which resulted in an apparent understated
liability of approximately $49,000. The services agreement stated that the
contracted management fee should be 10 percent of operating revenue, and the
Company CEO told us the entire 10 percent fee should have been recorded as a
liability. However, the Company CFO told us that the liability was 7 percent of
operating revenue.
In 2015-16, the $120,000 increase in rent was a 100 percent increase from the
previous year; in 2016-17, it will be a 50 percent increase; and in 2017-18, it will
reflect a 33 percent increase. The rent is scheduled to remain at $480,000 per year
from 2017-18 through 2020-21.
Based on the number of students enrolled in September 2016
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from the Company with interest. The budget includes approximately
$400,000 of other revenues such as State and federal aid and
fundraising, which also appears to be a reasonable estimate based on
past performance. However, the budget does not address the payment
of the previous years’ outstanding liabilities for deferred payments
and management fees. If these budget estimates are met, the School
could have a gain of approximately $131,000 to further reduce the
accumulated deficit.
Board Involvement

The Board is responsible for safeguarding public funds intended for
educational purposes, even when it contracts with a management
corporation to operate the School. The Board should fulfill this
responsibility by providing adequate oversight of the Company to
ensure that all transactions are accounted for and that public funds are
used effectively and efficiently for educational purposes.
Although neither of the California Board members have a prohibited
interest in the service agreement, they have been in many situations
in which they must simultaneously represent the Company’s and
School’s interests.11 This conflict must be offset by local Board
members fully exercising their oversight duties.
The local Board members did not provide adequate oversight of the
Company’s work or actively direct and monitor the School’s financial
operations. The Company performed all aspects of the School’s
financial transactions. The local Board members did not require that
they be given routine financial information or have access to the
accounting records or bank accounts. As a result, the local Board
members did not have an understanding of the School’s financial
position and could not effectively monitor the budget and actual
results of operations.
Budget Process — The budget is a key tool that shows the Board’s
spending priorities and revenue sources and allows School
management and the Board to monitor actual results against the
planned activity. Given the School’s financial condition, the Board
should monitor budget-to-actual results in a close and timely manner.
According to the services agreement, the Company was responsible
for preparing the annual School budget for the Board’s consideration,
review and approval.
Although the Company prepared the budgets, the Board did not
ensure that the budgets were realistic and structurally balanced. The
Board’s involvement in the budget process was limited because it
relied on the Company to develop and monitor the budget, with little
_____________________
11

Refer to the Potential Conflicts of Interest section for further information.
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to no input from the local Board members. As a result, the Board
was unaware that the Company had created structurally imbalanced
budgets that contained inaccurate and unrealistic information.
Budget Monitoring — The Company is responsible for maintaining
annual budget information, including actual and projected expenses
and preparing financial statements on a monthly basis. The Board is
responsible for ensuring that its agreement with the Company clearly
identifies the information that the monthly reports must contain and
monitoring the monthly reports to determine whether all necessary
information is being communicated.
The Board did not receive monthly financial reports from the
Company. It was not until August 2015, over a year after the School’s
opening, that the Board started to regularly receive monthly financial
reports. However, the services agreement was vague and did not
clearly identify the information that the monthly reports should have
contained. As a result, the reports that the Board received12 contained
inaccuracies and were insufficient to allow the Board to adequately
monitor the School’s financial operations. For example, the October
26, 2015 balance sheet excluded a liability for start-up costs totaling
approximately $94,000 that was owed to the Company and deferred
rent totaling approximately $236,000 that was included in the 201415 financial statements.13 The Board failed to address the lack of
accurate and complete financial information even after the School
incurred a substantial unplanned deficit in the first year.
Furthermore, the October 26, 2015 statement of revenues and
expenditures included year-to-date actual figures and reported budget
figures that did not match the original, revised or adopted budgets and
did not include the current month’s activity, modified budget figures
or budget-to-actual variances. Because the Board did not demand
current and accurate financial information, it was unaware of the
large budget variances and unable to take necessary steps to reduce
spending and avoid additional cash flow issues.
Although the School’s initial charter application required a five-year
financial plan, the Board did not update the plan to account for the
first year’s poor operating results. As a result, the multiyear plan lost
its value as a monitoring tool.

_____________________
12
13

10

A balance sheet and statement of revenues and expenditures
When we spoke to Company officials regarding this error, they told us it had
been corrected. However, the Company did not provide us with an updated
and corrected report until February 3, 2016, even though we requested it on
December 3, 2015.

OFFICE OF THE NEW YORK STATE COMPTROLLER

The Board’s ability to carry out its oversight responsibilities was
severely limited because it did not require sufficient financial
information on a monthly basis from the Company. Without detailed
interim financial reports, the Board was unable to monitor the School’s
financial operations and unaware of the substantial revenue shortage
and cost overruns and, therefore, did not take any action to address
short-term cash flow needs or long-term plans.
Financial Administration — The Company’s financial administration
responsibilities include maintaining the School’s budgeting and
financial records. The services agreement provides that the Company
establish and maintain a chart of accounts using the Company’s
computerized accounting system, subject to the Board’s direction.
The service agreement indicates that the Company is to provide
purchasing services for supplies and cash management services
using Board-approved banking institutions. Finally, the Company
was charged with monitoring and supervising the School’s vendors
and executing agreements whose aggregate contracts were less than
$50,000.
The Company handled all aspects of the School’s financial transactions
without any oversight by the local Board members or School officials.
Specifically, the Company directly received bills, entered them into
its computerized financial software, made bank transfers and wrote
checks that were signed by the two California-based Board members.
All cash receipts, except for School lunch money,14 were directly
deposited into the School’s bank accounts that were maintained by
the Company.
Furthermore, the Company received the School’s bank statements
and prepared untimely reconciliations for the bank accounts15 several
months after receiving the statements. During the 2014-15 school
year, the Company performed bank reconciliations on average
108 days after the bank statement date. When bank reconciliations
are performed in a timely manner, they provide officials with an
opportunity to detect and correct errors and irregularities on a timely
basis.
We selected two months16 of receipt and disbursement transactions ––
101 individual transactions totaling $527,790 — from the School’s
bank statements to determine whether they were accurately recorded
and appropriate. We found that all transactions were accurately
recorded and appeared to be appropriate.
_____________________
14

15
16

School officials deposited lunch money into a local account and submitted it by
check to the Company once per month.
Except for the local account for lunch payments
We judgmentally selected November 2014 and April 2015 due to the bank
statement activity.
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We also reviewed a judgmentally selected sample of 17 individual
transactions17 totaling $252,556 to determine whether they were
appropriate School expenditures. Two transactions totaling $251,459
were paid to the Company for start-up costs for the salaries of a
Principal, Director of Business Development and Director of School
Development, and for travel costs.18 The invoices for these start-up
costs were generated by the Company and entered into the School’s
accounting system by the Company. The Company also initiated the
bank transfers to pay these invoices without receiving approval from
the Board or School officials.
We found that these payments appeared to be for appropriate School
expenditures and within the authority given to the Company. However,
because the Board allowed the Company to have unlimited access
to the School’s bank accounts without any oversight, the Board has
limited assurance that School resources are safeguarded and used for
appropriate purposes.
Potential Conflicts
of Interest

As of May 28, 2010, Education Law provides that charter schools are
subject to the provisions of Sections 800 through 806 of Article 18 of
General Municipal Law (GML) to the same extent that these sections
apply to school districts.
In general, the provisions of GML Article 18 limit the ability of
municipal officers and employees, including school district officers
and employees, to enter into contracts in which both their personal
financial interests and their public powers and duties conflict.
Specifically, unless a statutory exception applies, Article 18 prohibits
municipal officers and employees from having an interest in contracts
with the municipality for which they serve when they also have the
power or duty, either individually or as a board member, to negotiate,
prepare, authorize, or approve the contract;19 to authorize or approve
payment under the contract; to audit bills or claims under the contract;
or to appoint an officer or employee with any of those powers or
duties.
As a rule, interests in actual or proposed contracts on the part of an
officer or employee, or his or her spouse, must be publicly disclosed
in writing to the officer or employee’s immediate supervisor and to
the governing board. However, disclosure, abstention or recusal do
not cure an interest in a contract otherwise prohibited by GML Article
18.
_____________________
17

18

19

12

We judgmentally selected these 17 transactions based on the payee name and
dollar value.
These costs were covered by grant funds. During the 2014-15 fiscal year, the
School recorded grant revenue from two different sources totaling $834,620.
For this purpose, a contract includes any claim, account, demand against or
agreement with a municipality, expressed or implied.
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Lease Agreement — We found that a Board member appears to have
a prohibited interest in the School’s transactions pursuant to GML.
This may have occurred as a result of the School not having clear
guidance as to the applicability of GML Sections 800 through 806.
The School is currently leasing the building (property) it presently
uses from a local limited liability company (LLC 1). According to the
lease agreement (dated January 21, 2014) and an amendment to the
lease agreement (dated May 21, 2014), the School makes monthly
rental payments to LLC 1. Subsequent to entering into the lease
agreement and amendment, LLC 1 entered into an assignment and
mortgage agreement with a separate LLC (LLC 2). The assignment
and mortgage agreement suggest that LLC 2 agreed to loan $2.3
million to LLC 1 in exchange for the assignment and mortgage on
the property.
The Board President told us that LLC 2 is comprised of 27 individuals
and/or charitable entities (investors). Each investor loaned $100,000
to LLC 2.20 In exchange, the investors would receive either a 2 or
6 percent annual return for the duration of the loan (seven years).
We found that one of the School Trustees was a manager of LLC 2
and also one of the investors. For purposes of Article 18, the lease
agreement and amendments are “contracts” between the School and
LLC 1.
This Trustee would have an “interest” in the contracts if, as appears
to be the case, this individual received an indirect monetary benefit
as a result of the lease agreement and its amendment.21 As a Board
member, the Trustee also possesses one or more powers or duties that
could give rise to a prohibited interest.
We did find that the Trustee disclosed, in writing, the potential
conflict of interest to the Board. However, disclosure does not cure
an otherwise prohibited interest in a contract. Therefore, it appears
the Trustee has a prohibited interest in the School’s contracts.
Service Agreement — For purposes of GML, the service agreement
between the School and the Company is a contract. As officers or
employees of the not-for-profit corporation during this time, each
California Board member would be deemed to have an interest in the
_____________________
20

21

According to the Trustee’s OSC disclosure form, it appears the purpose of the
loans were to finance the purchase and rehabilitation of the property used by the
School.
It is our understanding that LLC 1 uses the rental payments to pay debt service
on its loan from LLC 2 which, in turn, uses those monies to make regular
distributions to the Trustee, which includes interest on the Trustee’s loan to LLC
2. In this case, it appears that the Trustee receives an indirect pecuniary benefit
as the result of the leases between the School and LLC 1.
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contract. However, each Board member’s interest in the contract is
not prohibited, because there is a statutory exception for interests in
contracts with a voluntary nonprofit corporation or association.
Both individuals were required to disclose their interests, in writing,
to the Board with the written disclosure being made part of the record
of the Board’s proceedings. Although the California-based Board
members completed OSC-requested conflict of interest forms, the
School did not obtain written disclosures. Also, the disclosures were
not provided as part of the School’s annual New York State Education
Department (SED) filing.22
Furthermore, we found that the service agreement was signed
on behalf of the Company by a School Board member23 who also
was a Company officer or Board member at the time. Although the
Board member abstained from voting on the contract, under such
circumstances the Board member should not have been involved
in matters pertaining directly to the service agreement with the
Company, including signing the contract.
School officials are accountable to the public, especially when the
expenditure of taxpayer money is involved. When School officials act
in their capacities as Company Board members and conduct business
with the School in which they serve, the public may question the
appropriateness of the transactions. Such transactions create the
appearance of impropriety and may result in the improper enrichment
of the Company at taxpayer expense.
Recommendations

The Board should:
1. Actively monitor the School’s financial condition and develop
a plan to improve its current condition.
2. Ensure that the School has sound budgets that are clearly
adopted and included in the minutes.
3. Actively monitor the adopted budget and approve all budget
transfers and modifications as necessary.
4. Require adequate monthly financial reports, including a
balance sheet, statement of revenues and expenditures, cash
flow statement and budget to actual information. The Board
_____________________
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Charter schools are required to submit an annual report to SED. One of its
components includes a requirement that trustees disclose their financial interests
in the School’s contracts and transactions.
The School Board President also signed the services agreement.
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should regularly and carefully review these reports to help
ensure fiscal issues are discovered and addressed appropriately.
5. Consider updating its contract for services to clearly identify
the information that the monthly reports should contain.
6. Ensure that its service provider responds to the Board’s
information requests and to those directed by the Board, in a
timely and accurate manner.
7. Ensure that the Board minutes include all appropriate Board
resolutions and actions and are on file at the School.
8. Ensure that School officials approve financial transactions,
especially payments to any provider of financial services.
9. Ensure that School officials have access to the School’s
computerized accounting records and bank accounts to allow
them to routinely review and monitor Company-recorded
activity and bank reconciliations.
10. Familiarize itself with the provisions of GML Sections 800806 and, if necessary, consult with legal counsel to address
any potential conflicts of interest.
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APPENDIX A
RESPONSE FROM SCHOOL OFFICIALS
The School officials’ response to this audit can be found on the following pages.
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See
Note 1
Page 23
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See
Note 2
Page 23
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See
Note 3
Page 23
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See
Note 4
Page 23

See
Note 5
Page 24
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See
Note 6
Page 24
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See
Note 1
Page 23

See
Note 7
Page 24
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APPENDIX B
OSC COMMENTS ON THE SCHOOL’S RESPONSE
Note 1
The Board conceded management of the School to the Company with limited oversight. The Company
performed all aspects of the School’s financial transactions, which School officials could not monitor.
They did not have access to the accounting records and bank accounts and did not regularly receive
adequate monthly financial reports from the Company that accurately detailed the School’s revenue
shortages, cost overruns and cash flow issues.
Note 2
While the adoption of the budget was identified in the Board minutes, no identifying information
was included. When we requested the 2015-16 adopted budget, the Company gave us four different
versions of the Board’s adopted budget, each including slightly different figures.
Note 3
The Board did not receive adequate monthly financial reports, and the Company did not complete
bank reconciliations in a timely manner. In addition, because the Board only had access to reports
prepared by the Company, but not the computerized accounting records, the Board was limited in its
ability to ensure that the information provided was complete and accurate.
Note 4
The exception in GML Section 802(2)(a) does not apply in this instance because the Board member
did not have an “interest” in the lease agreement “by reason of stockholdings.” As indicated in the
report, it is our understanding that LLC 1 uses the rental payments to pay debt service on its loan from
LLC 2 which, in turn, uses those monies to make regular distributions to the Trustee, including interest
(either a 2 or 6 percent annual return) on the Trustee’s loan to LLC 2. In this case, the Trustee’s interest
in the contract would occur because of an apparent indirect monetary benefit as a result of the lease
between the School and LLC 1, and not “by reason of stockholdings.”24
Furthermore, the exception in GML Section 802(2)(a) applies to “[a] contract with a corporation in
which a municipal officer or employee has an interest by reason of stockholdings when less than five
per centum of the outstanding stock of the corporation is owned or controlled directly or indirectly by
such officer or employee” (emphasis added). In this case, the transaction involved a limited liability
company, not a corporation. Also, even though the Trustee, as a member of LLC 2, may have an
ownership interest in LLC 1 of approximately 3.7 percent, there is no analogous exception in GML for
interest by reason of an ownership interest of less than 5 percent in an entity other than a corporation.

____________________
24

Refer to GML Section 800[3] for further information.
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If the Trustee were to decide not to receive interest on the loan made to LLC 2, the Trustee would not
receive an indirect monetary benefit as a result of the lease between the School and LLC 1. Under such
circumstances, the Trustee would not have an interest in the contract prohibited by GML Article 18.
Note 5
Although the Trustee disclosed, in writing, the potential conflict of interest to the Board, that disclosure
does not cure an otherwise prohibited interest in a contract.25
Note 6
As indicated in the report, each Board member does not have a prohibited interest in the contract
because a statutory exception applies.26 However, GML still requires each Board member to disclose
to the Board, in writing, his or her “interest” in the service agreement. Also, the written disclosure
should have been included in the minutes of the Board’s proceeding.27 However, we did not find any
indication that either Board member made such written disclosure to the Board. In addition, written
disclosures were not included as part of the School’s annual SED filing.
Note 7
As indicated in the report, SUNY recommends that charter schools use the Fiscal Oversight Guidebook,
published by SED, while its handbook is updated.

____________________
25
26
27

Refer to the Opinions of the State Comptroller Nos. 83-168, 2000-7 for further information.
Refer to GML Section 802[1][f] for further information.
Refer to GML Section 803 for further information.
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APPENDIX C
AUDIT METHODOLOGY AND STANDARDS
To achieve our audit objective and obtain valid evidence, we performed the following procedures:
•

We interviewed School officials and employees to gain an understanding of the School’s
financial operations.

•

We reviewed Board minutes, Board policies, documented procedures and the manual and
guide.

•

We reviewed financial information for July 1, 2014 through October 2015.

•

We reviewed the 2015-16 budget.

•

We compared budget-to-actual figures on the Company’s October 2015 report to the Board.

•

We reviewed expenditures that cleared the bank statements during November 2014 and April
2015. We judgmentally selected these months due to the bank statement activity. We tested the
transactions for compliance with School policy, proper support, approvals and appropriateness.

•

We reviewed a judgmental sample of 17 transactions totaling $252,556 for compliance with
School policy, proper support, approvals and appropriateness. Our judgmental sample was
based on the payee and dollar value of the transactions.

•

We communicated with the Company to obtain financial reports, invoices, bank statements,
and reconciliations and canceled checks and to ask various financial questions.

•

We recalculated the management fees and reviewed other related-party transactions (such as
Board member and other nonprofit relationships).

We conducted this performance audit in accordance with GAGAS. Those standards require that we
plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis
for our findings and conclusions based on our audit objective. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objective.
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APPENDIX D
HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT
To obtain copies of this report, write or visit our web page:

Office of the State Comptroller
Public Information Office
110 State Street, 15th Floor
Albany, New York 12236
(518) 474-4015
http://www.osc.state.ny.us/localgov/

26

OFFICE OF THE NEW YORK STATE COMPTROLLER

APPENDIX E
OFFICE OF THE STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT
AND SCHOOL ACCOUNTABILITY
Andrew A. SanFilippo, Executive Deputy Comptroller
Gabriel F. Deyo, Deputy Comptroller
Tracey Hitchen Boyd, Assistant Comptroller

LOCAL REGIONAL OFFICE LISTING
BINGHAMTON REGIONAL OFFICE
H. Todd Eames, Chief Examiner
Office of the State Comptroller
State Office Building, Suite 1702
44 Hawley Street
Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313
Email: Muni-Binghamton@osc.state.ny.us
Serving: Broome, Chenango, Cortland, Delaware,
Otsego, Schoharie, Sullivan, Tioga, Tompkins Counties

NEWBURGH REGIONAL OFFICE
Tenneh Blamah, Chief Examiner
Office of the State Comptroller
33 Airport Center Drive, Suite 103
New Windsor, New York 12553-4725
(845) 567-0858 Fax (845) 567-0080
Email: Muni-Newburgh@osc.state.ny.us
Serving: Columbia, Dutchess, Greene, Orange,
Putnam, Rockland, Ulster, Westchester Counties

BUFFALO REGIONAL OFFICE
Jeffrey D. Mazula, Chief Examiner
Office of the State Comptroller
295 Main Street, Suite 1032
Buffalo, New York 14203-2510
(716) 847-3647 Fax (716) 847-3643
Email: Muni-Buffalo@osc.state.ny.us

ROCHESTER REGIONAL OFFICE
Edward V. Grant, Jr., Chief Examiner
Office of the State Comptroller
The Powers Building
16 West Main Street, Suite 522
Rochester, New York 14614-1608
(585) 454-2460 Fax (585) 454-3545
Email: Muni-Rochester@osc.state.ny.us

Serving: Allegany, Cattaraugus, Chautauqua, Erie,
Genesee, Niagara, Orleans, Wyoming Counties

Serving: Cayuga, Chemung, Livingston, Monroe,
Ontario, Schuyler, Seneca, Steuben, Wayne, Yates Counties

GLENS FALLS REGIONAL OFFICE
Jeffrey P. Leonard, Chief Examiner
Office of the State Comptroller
One Broad Street Plaza
Glens Falls, New York 12801-4396
(518) 793-0057 Fax (518) 793-5797
Email: Muni-GlensFalls@osc.state.ny.us

SYRACUSE REGIONAL OFFICE
Rebecca Wilcox, Chief Examiner
Office of the State Comptroller
State Office Building, Room 409
333 E. Washington Street
Syracuse, New York 13202-1428
(315) 428-4192 Fax (315) 426-2119
Email: Muni-Syracuse@osc.state.ny.us

Serving: Albany, Clinton, Essex, Franklin,
Fulton, Hamilton, Montgomery, Rensselaer,
Saratoga, Schenectady, Warren, Washington Counties

HAUPPAUGE REGIONAL OFFICE
Ira McCracken, Chief Examiner
Office of the State Comptroller
NYS Office Building, Room 3A10
250 Veterans Memorial Highway
Hauppauge, New York 11788-5533
(631) 952-6534 Fax (631) 952-6530
Email: Muni-Hauppauge@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison,
Oneida, Onondaga, Oswego, St. Lawrence Counties

STATEWIDE AUDITS
Ann C. Singer, Chief Examiner
State Office Building, Suite 1702
44 Hawley Street
Binghamton, New York 13901-4417
(607) 721-8306 Fax (607) 721-8313

Serving: Nassau and Suffolk Counties

DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

27
27

