
Attachment 12.2 

Charter SELPA Criteria for Review of Annual Audit Reports 

W:\Charter SELPA\11-12 Charter SELPA\Charter SELPA CEO Council 2011-2012\9-16-11\12.2 CharterSelpaCriteriaAuditReview.doc 

1 

Issue  
The Charter SELPA requests (and receives) a copy of the annual audit from each Charter SELPA member.  
We do not have a clearly defined criteria and process for review and subsequent action at the SELPA 
level. 

Background 
As a charter joins the SELPA, we review two years of audit history and use this information to help 
determine whether the charter has major financial issues relative to internal controls and state and 
federal compliance.   We also measure debt ratios, adequate reserves, adequate cash balances, and 
deficit spending/going concern issues. We revised our Participation Agreement to require all charters in 
the SELPA (not just new members) to send a copy of the annual audit to EDCOE. 
 

In March of 2011, we completed our review of the 2009-10 audits.  Audits are typically accepted by 
Charter boards in December following the fiscal year and forwarded to us in January/February.  We 
found that many of our charters had deficit spending, lowered reserves, and lowered cash balances.  
This reflects the situation for all public schools in California.  The ongoing budget cuts and unfunded 
COLAs translate statewide to a deficit in funding of almost 20%.  This has left most districts and charter 
schools in the position of using reserves to slow down the pace of catastrophic cuts to program 
operations. 
 

In addition to these cuts in funding, the state of California has reduced the flow of cash.  In 2010-11, the 
state of CA deferred over 28% of funding at year end , to be paid after the close of the fiscal year in July, 
August, and September.  This deferral of cash means that most charters are struggling to maintain 
adequate cash reserves. 

 

Recommendation 
EDCOE will review 2010-11 annual audit reports and respond in writing if the following conditions occur: 

• The audit report contains material findings relative to internal control  
• The audit report contains material findings relative to state and federal program compliance  
• The audit report provides data that would lead EDCOE to believe the charter is in danger of 

closure due to fiscal failure as a result of high debt ratios, significantly low reserves, and minimal 
cash balances. 

EDCOE will hold a meeting with the CEO Executive Committee to discuss these letters and to make a 
recommendation if they believe further action is warranted.  Further action is defined below and may 
include one or more of the following: 

• EDCOE will make a site visit to the charter to review program and fiscal compliance relative 
to special education.   

• EDCOE may recommend the charter be given a one-year’s notice to leave the Charter SELPA. 

• EDCOE may develop a plan of action with the charter that provides the Charter SELPA with 
assurances that the charter’s fiscal solvency will improve over time. 


