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EXECUTIVE SUMMARY 

 
 
Introduction.  This report contains the results of our audit of The Ivy Academia Charter School 
(“Charter School”). We performed the audit in response to a request from the Los Angeles Unified 
School District’s (“LAUSD”) Charter School Division. 
 
Objectives.  The audit objectives were to (i) provide reasonable assurance that funds were not co-
mingled between the charter school and other for profit entities, (ii) provide reasonable assurance 
that attendance apportionment data is correctly reported, (iii) review the enrollment policies and 
procedures, and (iv) to ensure compliance with the LAUSD charter and applicable laws. 
 
Results in Brief. We found that controls over fiscal management, attendance accounting and 
enrollment procedures needed improvement.  As more fully outlined in the attached report, we noted 
the following conditions: 
 
(i) Book balances reported on the Charter School’s bank reconciliations did not match the ending 
book balances reflected on the register. 
 
(ii) The Executive Director, through online banking access, transferred funds to and from the Charter 
School and other affiliated entities. Most of these transfers were not recorded in the books of the 
Charter School. 
 
(iii) The Charter School paid in advance the salaries and benefits of Ivy Pre-School staff, which were 
reimbursed at a later date. Prior to September 1, 2005 Ivy pre-school was a privately-owned affiliate 
known as EGeneration LLC, dba Academy Just for Kids. 
 
(iv) Fee based after school programs and summer camp activities held in the Charter School 
campuses (Fallbrook and DeSoto) received free use of school facilities and amenities, and no cost 
allocations were charged to these privately run businesses. 
 
(v) The Charter School did not get reimbursed for lease payment of Ivy Pre-school rent on a monthly 
basis. 
 
 (vi) There was a lack of segregation of duties over various financial transactions. 
 
(vii)  The Charter School did not participate in the voluntary National Free and Reduced Lunch 
Program as required under the Charter Agreement. 
 
(viii) Data used for Classification and Statistical Reports needed to be properly controlled. 
 
(ix) Enrollment procedures needed to be strengthened. 
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While no conditions were noted that appeared to be an explicit violation of applicable law, our audit 
was not intended or designed to be a comprehensive review of the Charter School’s legal 
compliance.  In addition, a condition does not need to represent a violation of a specific law in order 
for it to be a cause for concern.  Finally, we believe that certain conditions noted were potentially 
problematic in that they appeared to involve a co-mingling of public funds or use of Charter School 
resources with entities separate from the Charter School. 
 
Summary of Recommendations.  We recommended that the Charter School Executive Director,    
(i) instruct the Accounting Manager to record all cash deposit transactions on the actual date of 
receipt and to  reconcile bank account to reflect the correct book balance, and monitor bank balances 
to ensure that they are within the maximum FDIC insured amount, (ii) instruct the Accounting 
Manager to record all online fund transfers, provide adequate  documentation, and to ensure that all 
fund transfers are appropriately accounted for, (iii) review other options to segregate Ivy Pre-school 
payroll expenses from co-mingling with the Charter School bank account, (iv) coordinate with the 
private entities providing fee-based programs to determine an equitable and fair share of cost 
allocations, and direct the Accounting Manager to prepare and deposit the monthly lease payment of 
Ivy Pre-school on or before the due date,  (v) establish segregation of duties over accounting 
functions by delegating various fiscal responsibilities to other school staff, (vi) direct the third party 
contractor for food services to immediately participate in Federal Lunch Program and to ensure that 
all eligible students are provided with free or reduced rate meals, (vii) direct all teachers to certify 
students’ attendance, (viii) assign a school staff to follow-up on students’ absences and tardiness, 
and to verify that all required information is completely filled out on all enrollment and attendance 
forms, and (ix) establish proper guidelines for conducting the enrollment lottery process to ensure 
equity and fairness, and maintain proper records of all actions taken. 
 
Charter School Comments.  The Charter School agreed with most of our recommendations and 
stated that corrective actions have been taken or were planned. The Charter School’s specific 
comments are presented in the Recommendations and Comments section and its’ verbatim response 
is shown in Annex A of this report. 
 
Inspector General Response: The Charter School’s comments and corrective actions taken or 
planned on mutually agreed upon issues were generally responsive to our recommendations. On 
issues of disagreement, we have reiterated our findings and recommendations which we believe are 
supported by the results of the audit fieldwork performed. 
 
We would also like to comment on certain other matters raised by the Charter School’s outside 
counsel.  
 
Our comments on these matters begin on the following page. 
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Right to Audit  
 
The Charter School, through its outside counsel, asserted the following in a revised letter to the OIG 
dated October 20, 2006: 
 
 “The District’s legal right to ‘audit’ the Charter School is derivative of its right to oversee and 
monitor the Charter School; there is no independent statutory or regulatory right of a granting 
agency to ‘audit’ a charter school.”   
 
We are unclear as to why this point was raised so prominently by the Charter School’s counsel in its 
response to our tentative findings and recommendations. In a subsequent communication to the OIG 
dated December 4th, 2006, the Charter School’s counsel also expressed concern about the scope of 
our audit, asserting the position that the District’s authority is limited to “making sure the Charter 
School does not: (1) Commit a material violation of it’s charter; (2) fail to meet or pursue the pupil 
outcomes identified in the charter; (3) fail to meet generally accepted accounting principles or 
engaging [sic]fiscal mismanagement; or (4) violate law.” 
 
We consulted our own counsel on these matters.  Based upon their extensive research, as well as an 
evaluation of the arguments presented by the Charter School’s counsel, our counsel concluded the 
following: 
 

o The Charter School is subject to District Supervision even if operated as, or by, a non-public 
benefit corporation. 

 
o The State constitution requires the District to exercise sufficient control over the Charter 

School to ensure that the school remains under the “exclusive control” and jurisdiction of the 
Public School System. 

 
o The District’s statutory oversight and monitoring powers are continuous and authorize the 

District to audit the Charter School and to require the Charter School to cure deficiencies.  
The District’s responsibilities and statutory mandate regarding oversight is much broader 
than that claimed by the Charter School’s counsel. 

 
o The OIG has authority to conduct audits of charter schools. 

 
o The District has authority to impose corrective actions. 

 
Accordingly, we reiterate our position that the LAUSD has a statutory obligation to provide 
oversight over schools to which it has granted a charter; and one of the ways in which the LAUSD 
has chosen to carry out this responsibility is to use the services of the Internal Audit Division of the 
Office of the Inspector General, over which the LAUSD Board of Education has authority.  In the 
future, a specific right to audit clause may be included in all charter agreements so there is no 
question as to the authority of the LAUSD to perform the audits it deems necessary to discharge its 
oversight responsibilities. 
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Commingling of Funds and Space Allocation 
 
The Charter School, through its outside counsel, implied that our findings A-3 and A-4, which 
addressed matters related to the commingling of funds and the allocating of space [between itself, 
the Ivy Pre-School which was privately owned prior to September 1, 2005, and other for-profit 
entities , namely Edupartners, an after school program and the Camp Academia, a summer camp 
program] were without basis in that there is, per the Charter School’s Counsel, nothing in the law 
that “prevents a charter school from operating an entrepreneurial – based program that generates 
additional income for the charter school.  Moreover, and contrary to the conclusions in the report, 
there is nothing in the law, the charter, or regulations that would prevent the Charter School from 
funding and paying the expenses of such a program.” The Charter School’s Counsel; further stated: 
“There is nothing illegal or inappropriate with the Charter School allocating space under its 
current lease to the Pre-school that it operates.” 
  
As discussed in the preceding section, it is our position, and that of our counsel, that the District has 
broad authority to audit the Charter School’s fiscal and accounting practices and record keeping and 
to demand that deficient practices be cured.   
 
Based upon this understanding, it is our view that the relationships described in findings A-3 and A-
4 warranted discussion in the report and are potentially problematic for several reasons. First of all, 
while it is acknowledged that there may not be any state law that precludes a non-profit corporation 
(“NPC”) from operating a for-profit trade or business; under federal law, a NPC must meet certain 
operational tests in order to obtain and maintain tax-exempt status. A NPC may operate a trade or 
business if (a) operating the trade or business is in furtherance of the organization's tax-exempt 
purpose; and (b) the organization is not organized and operated for the primary purpose of carrying 
on an unrelated trade or business. This is a federal standard that goes to whether or not a 501(c)(3) 
organization may obtain and retain its tax-exempt status.  
 
Further, when a tax-exempt organization realizes income from a for-profit "unrelated trade or 
business,” that income is subject to federal income tax, and at the point where the carrying on of the 
unrelated trade or business becomes the primary purpose of the NPC, the tax exempt status is 
threatened. So the connection between the NPC and the for-profit enterprises is one that could be 
reviewed at some point by an appropriate third party to decide whether they constitute unrelated 
trades or businesses. A decision would need to be made whether these enterprises further the Charter 
School's purposes and whether the income derived from those enterprises may indicate too 
significant an involvement with the Charter School. Therefore, the relationships described in the 
report in findings A-3 and A-4 could be problematic for Federal tax reasons. 
  
Beyond this, we maintain that, notwithstanding the comments of the Charter School’s outside 
counsel, that the commingling of funds is problematic because even though the Charter School is 
formed as a nonprofit benefit corporation, it is publicly funded and it must follow public agency 
accounting standards and other rules and concepts applicable to public funds.  
 
Education Code section 47633 provides that a charter school's "general purpose entitlement funding 
may be used for any public school purpose determined by the governing body of the charter school." 
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That requirement could be compromised by commingling the funds of the charter school with for-
profit businesses.  In addition, general prohibitions on the making of gifts or loans for the benefit of 
private individuals would apply to a charter school's funds, as would restrictions on how the funds 
are invested, as would prohibitions on the misappropriation of public funds, all of which suggest that 
commingling would threaten the integrity of the funds and their accounting.  
 
Accordingly, while it may not be unlawful for the for-profit enterprises to make donations to the 
charter school NPC, we believe that great prudence and care needs to be exercised to insure that 
proper legal standards and accounting standards are followed, and it is not altogether clear that such 
was the case for some of the transactions reviewed as part of this audit.  
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INTRODUCTION 

 
 
Background.  The Charter Schools Program was authorized in October 1994, under Title X, Part C of 
the Elementary and Secondary Education Act of 1965, as amended. The program was amended in 
October 1998 by the Charter School Expansion Act of 1998 and in January 2001 by the No Child Left 
Behind Act of 2001. The program, which provides support for the planning, program design and initial 
implementation of charter schools, is intended to enhance parent and student choices among public 
schools and give more students the opportunity to learn to challenging standards.1

 
Ivy Academia Entrepreneurial Charter School (“Charter School”) is a site-based school (K-12) 
designed to address the critical need for innovative educational alternatives for students in the Los 
Angeles community. Ivy Academia shall be a public school operated by a duly constituted California 
Public Benefit Corporation and governed in accordance with applicable California Corporations Code 
sections. The school started its operations on September 7, 2004. As of school year 2005-2006, the 
Charter School has an average daily attendance of 372 students in grades kindergarten through seven. 
 
Their goal is to provide students with a rigorous standards-based program while engaging students in 
community studies and entrepreneurial education. The culture of the school will work to create self-
motivated, competent, life-long learners. 
 
As provided for in the California Corporations Code, The Charter School will be governed by its 
Board of Directors whose members have a legal fiduciary responsibility for the well-being of the 
organization. The Charter School believes that the school’s internal accountability structure and 
decision-making process, if strong and clear, will make the school self-sustainable throughout the 
years. 
 
Alternative Schools, Inc., d.b.a. Ivy Academia was incorporated as a non-profit public benefit 
corporation and shall be solely responsible for the legal obligation and financial debts of the Charter 
School. The guiding body in the direction and accountability for the program is the Charter School 
Governing Board.

2  The day-to-day management and operation of the Charter School was the 
responsibility of the Executive Director, the President and the Principal. 
 
Objectives.  The audit objectives were to (i) provide reasonable assurance that funds were not co-
mingled between the charter school and other for profit entities, (ii) provide reasonable assurance that 
attendance apportionment data is correctly reported, (iii) review the enrollment policies and 
procedures, and (iv) to ensure compliance with the Los Angeles Unified School District (‘LAUSD”) 
charter and applicable laws. 
  
Scope.  We performed the audit from June 2006 to August 2006.  We performed the audit in 
accordance with generally accepted government auditing standards (“GAGAS”) and included tests of 
accounting and management controls that we considered necessary under the circumstances.  The 
audit covered transactions representing operations for school year 2005-2006. 
  

                                                 
1 Department of Education – Charter Schools Program Title V, Part B Non-Regulatory Guidance 
2 Ivy Academia approved Charter Petition page 43 Letter B - Section IV Legal Issues and Governance Structure 

1 



 

Methodology.  To accomplish the audit objectives we: 
 

• Reviewed applicable state laws and the LAUSD Charter School Division policies and 
procedures. 

 
• Tested selected transactions and verified internal controls in the areas of fiscal management, 

attendance accounting, and enrollment procedures. 
 

• Reviewed compliance on some provisions of the Charter School’s approved by-laws. 
 
• Interviewed LAUSD and the Charter School Division personnel as applicable. 
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FINDINGS AND RECOMMENDATIONS 
 
 
FINDING A: FISCAL MANAGEMENT 
 
   For the Executive Director 
 
SUMMARY 
 
The Ivy Academia Charter School (“Charter School”) needed to enhance controls over fiscal 
management to ensure that public funds were properly managed and accounted for, disbursements 
were proper, and accounting and reporting requirements were complied with. Specifically, we noted 
the following: 
 

• Although the bank reconciliation statements were prepared and reviewed monthly, ending 
book balances shown on bank reconciliation statements did not match the ending book 
balances recorded in the register. 

 
• The Executive Director through the online banking access transferred funds to and from 

the Charter School and other affiliated entities.  Most of these fund transfers were not 
recorded in the books of the Charter School.  

 
• The Charter School paid in advance the salaries and benefits of Ivy Pre-School staff, which 

were reimbursed at a later date. Prior to September 1, 2005 Ivy pre-school was a privately-
owned affiliate known as EGeneration LLC, dba Academy Just for Kids, 

 
• Fee based after school programs and summer camp activities held in the Charter School 

campuses (Fallbrook and DeSoto) received free use of school facilities and amenities, and 
no cost allocations were charged to these privately run businesses. 

 
• The Charter School did not get reimbursed for lease payment of Ivy Pre-school rent on a 

monthly basis. 
 

• There was a lack of segregation of duties over various financial transactions. 
 

These conditions occurred because (i) according to the Accounting Manager, the Executive Director 
had given instructions to change the dates of some transactions after the reconciliation was made, (ii) 
according to the Executive Director, online banking access was convenient for him and the transactions 
were limited only to provide emergency cash flow to the Charter School to cover some check 
payments,  (iii) the Ivy Pre-School now operates as a Division of the Alternative Schools, Inc. and has 
the same Employer ID number (E.I.N.); payroll for the pre-school covers only three staff and payroll 
services provider will not create a separate payroll account if they have the same E.I.N., (iv) the pre-
school enrollment was reduced to 15 students for school year 2005-2006 from about 35-40 in 2004-
2005, thus, a gross lease rate was determined instead,  and (v) the Charter School is a relatively small 
organization that needs to balance the benefits of additional control versus financial expenses.   
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As a result, the Charter School was not in compliance with generally accepted standards of fiscal 
management. 
 
Our recommendations to correct these conditions begin on page 13. 
 
BACKGROUND______________________________________________________ 
 
Alternative Schools, Inc., d.b.a. the Ivy Academia Charter School was incorporated as a non-profit 
public benefit corporation and is solely responsible for the legal obligation and financial debts of the 
Charter School. The guiding body in the direction and accountability for the program is the Ivy 
Academia Governing Board. The fiscal management of the Charter School is the responsibility of the 
Executive Director, who is authorized to enter into contracts, hire and evaluate personnel and maintain 
facility operations. A five member Board offers expertise and evaluates educational and business 
strategies. The Charter School uses the accounting software QuickBooks for non-profit organizations to 
record their financial data. 
 
The Charter School administrator needs to ensure that the funds which are entrusted to the school by 
the public are being handled properly. Sound fiscal internal controls should be established by policy 
and need to be regularly monitored for compliance with these policies. Generally accepted standards of 
fiscal management requires accounting records to be properly and accurately recorded, documentation 
that outlines internal controls on business practices and operations, funds, property and other assets to 
be safeguarded against loss from unauthorized use or disposition. 
 
DISCUSSION________________________________________________________
  
This section discusses these areas: 
 
• Bank Reconciliation 
• Online Banking Transactions 
• Payroll Transactions  
• Common Use of School Facility 
• Internal Controls  
 
Bank Reconciliation 
 
Book balances reported on the Charter School’s bank reconciliations did not match the ending book 
balances reflected on the register. 
 
Generally accepted standards of fiscal management require accounting records to be properly and 
accurately recorded. 
 
We reviewed 10 bank reconciliation statements for the period September 2005 to June 2006. Bank 
reconciliations were prepared and reviewed monthly with the ending cash balances on bank 
reconciliation statements matching ending cash balances on the bank statements. However, ending 
book balances shown on bank reconciliation statements did not match the ending book balances on the 
register. In addition, the bank balances for 7 out of 10 months had exceeded the maximum FDIC 
insured amount of $100,000. 
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These conditions occurred because according to the accounting staff, the Executive Director had given 
instructions to change the posting dates of some transactions after the bank reconciliation was 
completed, and the excess cash in bank was only temporary and would decrease once the outstanding 
checks cleared within a week or two. 
 

As a result, there was no assurance that the records reflected the accurate cash balances for the period 
under review. 
 
We discuss the actions needed to correct these conditions in Recommendation A-1.  
 
Online Banking Transactions 
 
The Executive Director through online banking access transferred funds to and from the Charter School 
and other affiliated entities. Most of these fund transfers were not recorded in the books of the Charter 
School. 
 
According to accounting experts Mosich and Larsen, “if the accounting process is to provide the users 
of accounting information with reliable, timely reports, transactions during the period must be 
interpreted in conformity with generally accepted accounting principles and recorded promptly and 
accurately.”3  This is to ensure accounting records are complete and that funds are safeguarded against 
loss from unauthorized use or disposition.  The complete recording of transactions is an accepted 
general accounting rule that is part of the groundwork for the application of generally accepted 
accounting principles. 
 
On several occasions, a total of $195,000 was credited to the Charter School’s bank account via online 
transfers, while a total of $235,000 was taken out from the account via online transfers. These 
transactions were not properly supported and recorded in the books of the Charter School. Table 1 
below summarizes the total of transactions: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
3 Intermediate Accounting, Mosich and Larsen, 5t Edition, McGraw Hill, p.37. 
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Table 1 

Summary of Online Banking Transactions [Other than payroll and taxes] 
(Details as per bank statements) 

 
 Description (Deposits) (Withdrawals) Remarks 

 
Transfer from/to 
Ivy Support Fund  

 
$ 60,000.00 

 
$ 80,000.00 

These online fund transfers were not 
recorded in the books;  excess $20,000 
was applied as loan payment to 
EGeneration LLC  
 

 
Transfer from / 
to Academy Just 
For Kids 
(“AJFK”) 
 

 
$ 65,000.00 

 
$ 85,000.00 

These online fund transfers were not 
recorded in the books; excess $20,000 was 
applied as loan payment to EGeneration 
LLC 
 

Transfer from / to 
undisclosed bank 
account 

 
$ 70,000.00 

 
$ 70,000.00 

Fund sources were not identified, 
transactions not recorded in the books. 
 

 
Total 

 
$ 195,000.00 

 
$235,000.00 

Excess $40,000 was applied as loan 
payment to EGeneration, LLC d.b.a. 
Academy Just For Kids.4

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
According to the Charter School, these transactions were between the Ivy Academia and EGeneration 
LLC only, with net payment of $40,000 recorded on the books of Ivy Academia as a reduction of Ivy 
Academia’s liability to EGeneration LLC.  According to the Executive Director, online banking access 
was convenient for him and the transactions were limited only to provide emergency cash flow to the 
Charter School to cover some check payments while waiting for their funding check from the District. 
Most of these transactions were supposedly “washed-out” or paid back within a month, thus, not 
recorded in the books. 
 
Lack of adequate internal controls over banking transactions create a higher probability of 
unauthorized use and/or misappropriation of funds. 
 
We discuss the actions needed to correct these conditions in Recommendation A-2. 
 
Payroll Transactions 
 
The Charter School paid in advance the salaries and benefits of Ivy Pre-school staff, which were 
reimbursed at a later date. Prior to September 1, 2005 Ivy Pre-school was a privately owned affiliate 
known as  EGeneration LLC, dba Academy Just For Kids. 
 
A review of the payroll transactions for the school year 2005-2006 showed that the Ivy Charter School 
processed and paid in advance the salaries and benefits of Ivy Pre-School staff.  Total salaries and 
benefits advanced was $67,847.43. Reimbursements amounted to $65,309.62 with $2,537.81 
remaining unpaid as of July 31, 2006. The Charter School gets reimbursed on an average of 31 days 
from payroll date.  

                                                 
4 Represents start up money advanced by EGeneration LLC d.b.a.AJFK to Charter School in 2004, total advanced 
amount was $397,007.58, outstanding loan balance as of 6/30/06 is $76,201.04. 
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This condition occurred because according to the Executive Director of the Charter School, Ivy Pre-
school (which charges tuition fee) now operates as a Division of the Alternative Schools, Inc. (free -
tuition) and has the same Employer ID number (E.I.N.).  Payroll for the pre-school covers only three 
staff and the payroll services provider will not create a separate payroll account if they have the same 
E.I.N. Additionally, the pre-school enrollment was reduced to 15 students for school year 2005-2006 
from about 35-40 in 2004-2005. 
 
As a result, public funds were used to benefit a private entity prior to September 1 2005 and the 
payroll funds were not available for the Charter School’s use until repaid. 
 
We discuss the actions needed to correct this condition in Recommendation A-3.  
 
Common Use of School Facility 
 
Fee based after school programs and summer camp activities held in the Charter School campuses 
(Fallbrook and DeSoto) received free use of school facilities and amenities and no cost allocations 
were charged to these privately run businesses. These programs were run by EGeneration LLC, dba 
Academy Just For Kids, a for-profit entity owned by the Charter School founders. In addition, the 
allocated monthly lease payment of Ivy Pre-school in the amount of $708.75 was not remitted 
monthly. Verification showed that Ivy Pre-school paid the Charter School a one time payment of 
$7.087.50 on June 26, 2006 to cover the previous ten months of lease payments.  
 
These conditions occurred because according to the Executive Director of the Charter School, Ivy Pre-
School now operates as a Division of the Charter School’s parent company, Alternative Schools, Inc., 
and the EGeneration LLC, dba Academy Just For Kids is the main lessor of both campuses, as the 
Charter School credit history was insufficient to both the landlords at the time the leases were 
executed. Therefore, the Charter School allows EGEneration LLC rent free use of the facility in 
accordance with the sub-lease agreement approved by the Charter School’s Board of directors.  
 
As a result, public funds were used to benefit a private entity without receiving fair remuneration.  
 
We discuss the actions needed to correct these conditions in Recommendation A-4. 
 
Internal Control 
 
There was a lack of segregation of duties over various financial transactions. 
 
According to the Committee of Sponsoring Organizations’ Internal Control Framework, an important 
component of internal control includes control activities, which in turn includes, among other things, 
the proper segregation of duties.5 This involves the separation of the functions of authorization, record 
keeping and asset custody so as to minimize the opportunities for a person to be able to perpetrate and 
conceal errors or fraud in the normal course of his or her duties. 
 
In the course of our audit, we noted that the Accounting Manager handled all the cash and accounting 
transactions [i.e. from opening mail, to receiving cash, making the deposits, posting the transactions, 
writing checks, preparing reports and bank reconciliations]. The Executive Director of the Charter  

                                                 
5 http://www.coso.org/publications/executive_summary_integrated_framework.htm 
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School prepared the budget, reviewed and approved all expenditures and contracts, signed all checks 
and reviewed the bank reconciliation. At the same time, the Executive Director managed and oversaw 
fiscal management of other organizations, namely: Ivy Support Fund and E-Generation LLC, d.b.a. 
Academy Just for Kids, service provider for Ivy Camps, and EduPartners (after school program). 
 
These conditions occurred because according to the Executive Director: (i) the Charter School is a 
relatively small organization that needs to balance the benefits of additional controls versus financial 
expenses, (ii) the Executive Director only implements the budget approved by the Board, (iii) there 
were no vendor relationships between the Charter School and the other organizations the Executive 
Director personally manages. 
 
As a result, there was a potential conflict of interest issue, and a higher probability of unauthorized use 
and/or misappropriation of funds. 
 
We discuss the action needed to correct these conditions in Recommendation A-5. 
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FINDING B: CHARTER VIOLATION 

 
For the Executive Director 

 
SUMMARY:________________________________________________________ 
 
The Charter School did not participate in the voluntary National Free and Reduced Lunch Program as 
required under the Charter Agreement. 
 
This condition occurred, according to the Executive Director, because the LAUSD failed to provide 
the technical support needed for setting up the National Lunch Program in spite of repeated requests. 
 
As a result, the Charter School did not comply with the charter provision and eligible students were 
deprived of free or reduced price meals. 
 
Our recommendations to correct these conditions begin on page 15. 
 
BACKGROUND_____________________________________________________ 
 
In accordance with the Federal Lunch Act, eligible students will be provided breakfast and lunch free 
of charge or at reduced rates. For the first year of operation, Ivy Academia (“Charter School”) may 
contract with LAUSD to use their food service program.  
 
DISCUSSION_______________________________________________________ 
 
Free and Reduced Price Lunch and Breakfast 
 
The Charter School did not participate in the voluntary National Free and Reduced Lunch Program as 
required under the Charter Agreement. 
 
As part of their approved charter petition, Section XVII Additional Conditions and General 
Assurances, Sub-section J Food Service Program states in part “In accordance with the Federal Lunch 
Act, eligible students will be provided breakfast and lunch free of charge or at reduced rates.”  
 
From school year 2004 to present, the Charter School contracted an outside vendor to provide students 
with breakfasts and lunches for a fee and did not provide eligible students with breakfast and lunch 
free of charge or at reduced rates.  
 
This condition occurred, according to the Executive Director, because the LAUSD failed to provide 
the technical support needed for setting up the National Lunch Program in spite of repeated requests. 
 
As a result, the Charter School did not comply with the charter provision and eligible students were 
deprived of free or reduced price meals. 
 
We discuss the action needed to correct this condition in Recommendation B-1. 
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FINDING C: ATTENDANCE ACCOUNTING AND ENROLLMENT 

PROCEDURES 
 
For the Executive Director 

 
SUMMARY________________________________________________________ 
 
Ivy Academia Charter School (“Charter School”) uses the software Power School to handle their 
attendance accounting. Although, attendance accounting reports were generated by this software, there 
were internal control issues that needed to be strengthened. Specifically, we noted the following: 
 

• Teachers were not signing  the students’ attendance cards (aka Pink Card) on a monthly basis. 
• Follow-up on students’ absences and tardiness were not documented on the attendance card 

a.k.a. Pink Card. 
• Attendance Cards were not completely filled-out with the basic student information (i.e. grade 

level, teacher in-charge, room number, entrance date). 
• Attendance records of 7 out of 42 students tested showed a total of 13 data entry discrepancies 

on dates of absences recorded on the attendance cards compared to the absence dates recorded 
on  the Monthly Attendance Report . 

• Enrollment procedures were not properly managed and controlled. 
• Several required enrollment documents were not on file.  

 
These conditions occurred because according to the Executive Director (i) teachers electronically 
entered students’ daily attendance on the Power School program database and signed the attendance 
documents for their classes at P1 (September to December), P2 (September to March) and P3 
(September to June) state reporting periods, (ii) the student’s absences were recorded and excuse 
letters from parents were filed. However, this information was not documented on the individual 
attendance card, and (iii) as a start up school, they only maintained minimum staffing to control 
expenditures. 
 
As a result, there was a lack of control over the attendance accounting and enrollment procedures, and 
required information or documents were not available. 
 
Our recommendations to correct these conditions begin on page 15. 
 
BACKGROUND_______________________________________________________
 
Title 5, Section 11960 of the California Code of Regulations defines the charter school average daily 
attendance calculation. The calculation divides the total number of pupil-days attended by the total 
number of days school was actually taught. In order for a charter school to receive full apportionment 
funding, a charter school must offer a minimum of 175 days of instruction.  In order to ensure equity 
and fairness, a public random drawing shall be used when admission requests exceed the available 
space, as expressly described in CA Education Code  47605 (d)(2).  
 
The Classification Report is a document required monthly by the District from all charter schools. This 
report documents the actual number of enrolled students each month. Statistical Report (which is the 
basis for P1, P2 and P3) is a monthly report generated by the schools to document the total actual days 
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of instruction which was the basis for their funding apportionment. The period covered for the 
statistical report was referred to as “P-2”, where average daily attendance is taken for the months of 
September to March of each school year. 
 
 
DISCUSSION_______________________________________________________ 
 
This section discusses these two areas. 
 

• Attendance Accounting Documentation 
• Enrollment Procedures 

 
Attendance Accounting Documentation 
 
Data used for Classification and Statistical Reports needed to be properly controlled. 
 
According to the Committee of Sponsoring Organizations’ Internal Control Framework, an important 
component of internal control includes information and communication, which requires that pertinent 
information be identified, captured and communicated in a form and timeframe that enables people to 
carry out their responsibilities. Information systems produce reports, containing operational, financial 
and compliance-related information, that make it possible to run and control the business.6
 
A review of the attendance accounting documentation showed the following: 
 

• Monthly attendance documents were not signed by the teachers either on the attendance 
card/Pink cards or the Monthly Attendance Report.  

• Follow up on the students’ absences and tardiness was not documented on the attendance card. 
• Attendance cards aka. Pink cards of the 42 selected students from all grade levels were not 

completely filled out with basic information, i.e. grade level, room number and teacher 
assigned.  

• Attendance records of 7 out of 42 students tested showed a total of 13 data entry discrepancies 
on dates of absences recorded on the attendance cards compared to the absence dates recorded 
on  the Monthly Attendance Report. 

 
These conditions occurred because according to the Executive Director (i) the school staff was 
learning to use the new attendance software Power School and there was a turn-over of school staff 
assigned to attendance accounting, (ii) teachers had individual laptops to access the Power School 
program and control the data input, and (iii) the certifications from teachers were only documented 
after the P-2 report, (September to March). 
 
As a result, there was a lack of control over the attendance accounting process  and limited assurance 
that the information available was accurate and reliable. 
 
We discuss the actions needed to correct these conditions in Recommendation C-1. 

                                                 
6 http://www.coso.org/publications/executive_summary_integrated_framework.htm 
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Enrollment Procedures 
 
Enrollment procedures needed to be strengthened. 
 
A review of the public random drawing conducted for coming school year 2006 – 2007 showed some 
flaws that needed to be addressed immediately. Forms filled out by the parents used in the random 
drawings were not properly controlled. Students not picked on the random drawings were assigned a 
“waiting list number”. As a vacancy in each grade level exists, the top number from the waiting list 
becomes the 1st priority to be offered the slot.  
 
However, we noted some of the lower numbers in the waiting list were accepted over the higher 
numbers without any written note or explanation.   
 
Verification of the required documentation for enrollment showed that out of the 42 student files 
reviewed (i) 3 did not have ID pictures, (ii) 20 did not have copies of birth certificates, (iii) 17 did not 
have copies of Emergency Cards, and (iv) 2 did not have copies of immunization cards. 
 
These conditions occurred because (i) the present system did not provide for any trail to review 
previous actions taken, (ii) there was no logbook to trace the priority number of parents, (iii) according 
to the Executive Director, the school administrator gave priority to waiting list students who had 
siblings already enrolled in the school, children of developers, and if applicable, to students from 
specific ethnic groups to maintain a balanced ethnic diversification, and (iv) Emergency Cards of all 
students were filed separately, the staff assigned to handle the enrollment process had resigned and the 
new staff was in the process of updating the student files. 
 
As a result, there was an increased potential for complaints from the parents who were not aware of 
lottery enrollment exceptions, and a general lack of control over actions taken during the enrollment 
process. 
 
We discuss the actions needed to correct these conditions in Recommendation C-2. 
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RECOMMENDATIONS AND COMMENTS 
 
Recommendation A-1:  Instruct the Accounting Manager to record all cash deposit transactions on 
the actual date of receipt and to properly reconcile bank accounts to reflect the correct book balance. 
Monitor bank balances to ensure that they are within the maximum FDIC insured amount. 
 
Charter School Response: The Charter School agreed with this recommendation and has already 
corrected the discrepancies in the ending book balances.  The Charter School stated that this condition 
occurred because the dates of certain transactions were changed after the monthly reconciliations had 
been completed. For example, the date for the October lease payment was changed from September 23 
(actual date the check was written) to October 1 to insure that the expense is applied to the appropriate 
month. This helped to ensure the accuracy of the Charter School’s monthly Actual v. Budget reports. 
The school has now reversed all its adjustments to eliminate the discrepancy between the ending book 
balances on bank reconciliation statement and ending balances recorded in the register. Going forward, 
the school will use Accounts Payable account to ensure that discrepancies do not occur while 
transactions are posted in the appropriate periods.   
 
In addition, the Charter School has instructed the Accounting Manager to record all cash deposit 
transactions on the actual date of receipt and to properly reconcile the bank account to reflect the 
correct book balance.  Effective immediately, the Charter School will monitor bank balances to ensure 
that they are within the maximum FDIC insured amount.  Further, the Charter School will discuss 
these audit findings with its independent certified public accountant and/or FICMAT to ensure that 
appropriate fiscal controls and policies are developed to ensure compliance with this recommendation. 
  
Recommendation A-2:  Discontinue the use of online banking immediately to transfer funds between 
the Charter School and other affiliated organizations. In case of any online fund transfers, instruct the 
Accounting Manager to record all transfers, maintain adequate documentation, and to ensure that all 
fund transfers are appropriately accounted for. 
 
Charter School Response:  The Charter School agreed with this recommendation and stated that 
effective immediately the use of online transactions will be discontinued. In case of any online 
transactions, the Accounting Manager has been instructed to record all online fund transfers, maintain 
adequate documentation, and to ensure that all fund transfers are appropriately accounted for. This will 
ensure that there is always a paper trail for each individual transaction and will minimize the 
probability of misappropriation of funds. 
 
The Charter School also stated that the intent of these online transactions was to provide an emergency 
cash inflow to the Charter School at times when the state funds were delayed (all charter schools need 
a secure cash flow source; charter schools do not have the ability to issue tax revenue anticipation 
notes like the school districts). At all times the funds were transferred between E-generation, LLC and 
the Charter School; no other organizations and their bank accounts were involved in these 
transactions. The supporting document for these transfers is a $250,000 revolving note between the 
Charter School and E-generation, LLC approved by the Charter School Board of Directors. The 
Charter School was not charged any interest for these temporary cash inflows. The net result of these 
online transfers was recorded on the books as the Charter School’s repayment of E-Generation, LLC’s 
loan principal. 
  
Recommendation A-3:  Review other options to segregate Ivy Pre-school payroll expenses from co-
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mingling with the Charter School bank account. In the meantime, require Ivy-Pre School to prepare 
and deposit payroll checks on or before the payroll dates. 
 
Charter School Comments: The Charter School disagreed with this recommendation and stated that 
the Ivy Pre-school (“Pre-school”) is not a “privately owned affiliate” of the Charter School. According 
to the Charter School’s outside counsel, the Charter School owns, runs, and operates the Pre-school 
(i.e., all employees of the Pre-school are W-2 employees of the charter school). The Pre-school is just 
one of many examples of supplemental services that a charter school may offer to its student 
population outside the primary educational program.  The Charter School also stated that there is 
nothing in the law that prevents a charter school from operating an entrepreneurial-based program that 
generates additional income for the Charter School. Moreover, and contrary to the conclusions in the 
Report, there is nothing in the law, the charter, or regulations that would prevent the Charter School 
from funding and paying the expenses of such a program.  
 
There are many examples throughout the state of California of charter schools operating fee-based 
programs, typically before and after school (or weekends and the summer session) that directly or 
indirectly support their educational programs. Indeed, the Nonprofit Public Benefit Corporations Law 
and the Internal Revenue Code specifically allow a nonprofit public benefit corporation to generate 
“profits” and operate other income programs outside its primary exempt purpose (here operating a 
California public charter school). Consequently, there is no prohibition on co-mingling of funds 
between these two activities, and sharing of expenses or revenue between these two activities.   
 
Inspector General Response:   Please refer to our comments included in the Executive Summary 
concerning this finding. 
 
Clarification:  According to the Charter School’s outside counsel (as noted above), the Charter 
School owns, runs and operates the pre-school.  However, per our discussion with the Executive 
Director, the pre-school is run under Alternative Schools, Inc., a not-for-profit corporation, and not 
under ivy Academia, public charter school. 
 
Recommendation A-4:    Direct the Accounting Manager to prepare and deposit the check for Ivy 
Pre-school check payment on or before the due date, and coordinate with the private entities providing 
fee-based programs to determine an equitable and fair share of cost allocations.  
  
Charter School Comments:  The Charter School disagreed with this recommendation and stated that 
there is nothing illegal or inappropriate with the Charter School allocating space under its current lease 
to the Pre-school that it operates. The lease rate established between the Pre-school and the Charter 
School is for internal accounting purposes only and is based on the actual $/sq. ft. lease rate for the 
Fallbrook facility. 
  
In addition, it must be noted that the master leases for both the Fallbrook and Desoto campuses are 
held by E-generation, LLC (d.b.a. Academy Just For Kids), because Charter School credit history was 
insufficient to both landlords at the time the leases were executed. The Charter School subleases the 
facility for a substantial savings (the lease rate is substantially below market rate). Therefore, the 
Charter School allows E-generation, LLC rental-free use of the facility to operate programs that 
support the educational activities of the Charter School. This two-year arrangement has been approved 
by the Charter School’s Board of Directors. The owners of E-generation, LLC disclosed their interests 
and did not participate in the voting as required by the Charter School’s Conflict of Interest policy. E-
generation, LLC has ceased to operate the after-school and summer camp programs effective 
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September 1, 2006. These programs are now operated by an independent entity not associated with 
any Board member.    
 
Inspector General Response:  Please refer to our comments included in the Executive Summary 
concerning this finding. 
  
Recommendation A-5:  Establish segregation of duties over accounting functions by delegating 
various fiscal responsibilities to other school staff. 

 
Charter School Response:  The Charter School agreed with this recommendation and stated that the 
Charter School will develop and maintain simple check requests and purchase order forms to 
document the authorization of all non-payroll expenditures.  All proposed expenditures must be 
approved by the Executive Director who will review the proposed expenditure to determine whether it 
is consistent with the Board-adopted budget and sign the check request form.  All check requests and 
purchase orders over $20,000 must be co-signed by the Director and countersigned by one Board 
member and copies of monthly bank statements will be mailed to the Board Chairperson. All 
transactions will be posted on an electronic general ledger.  The transactions will be posted on the 
ledger by the bookkeeper. To ensure segregation of record recording and authorization, the 
bookkeeper may not co-sign check requests or purchase orders. Further, the Charter School will 
discuss these audit findings with its independent certified public accountant and/or FICMAT to ensure 
that appropriate fiscal controls and policies are developed to ensure compliance with this 
recommendation. The additional controls will be implemented by March 1st, 2007. 

  
Recommendation B-1:   Direct the third party contractor for food services to immediately participate 
in the Federal Lunch Program and to ensure that all eligible students are provided with free or reduced 
rate meals. 

  
Charter School Response:  The Charter School agreed with this recommendation but stated that the 
Federal Lunch Program is an optional\voluntary program for charter schools. In this matter, the 
Charter School intended, but never received the cooperation from the District, to offer free and 
reduced price meals.  The Charter School will see if it is possible to implement a free and reduced 
price meal program in the middle of the school year. Otherwise, the Charter School will either 
implement the program in the subsequent school year or seek an amendment of its charter to recognize 
the volitional nature of this program during its upcoming charter renewal. This process should be 
completed by September 1st, 2007. 
 
Recommendation C-1: Direct all teachers to sign  students’ attendance card on a monthly basis. 
Assign a school staff to log and follow-up on students’ absences and tardiness, and to verify that all 
required information is completely filled out on all enrollment and attendance forms and maintained 
on file. 
 
Charter School Response: The Charter School partially agreed with our recommendation and stated 
that the school attendance is being maintained by Power School student information system. In 
addition, each teacher maintained a hard copy of Daily Attendance Card. Three times a year, at P1, P2 
and Year end, Power School reports are printed by grade level and each teacher certifies the accuracy 
of these reports vis-à-vis hard copy of Daily Attendance Card. Certified Power School attendance 
reports are used by the school in reporting ADA to the State.  This process complies with the only 
statutory attendance accounting provision applicable to charter schools (Education Code Section 
47612.5(a) (2)). There is no obligation for the Charter School to certify attendance reports on a 
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monthly basis; indeed, certification is done on a contemporaneous basis (the Pink Cards are filled out 
daily by the teachers).  While discrepancies between the Pink Cards and the Power School database 
had been noted, the Power School database (the primary source for teachers and administrators) was 
accurate and up-to-date. 
   
Effective immediately, the Charter School will instruct teachers to update both sources of information 
when changes occur. The net result of the discrepancies between the Power School database and Daily 
Attendance Cards was only one. The Charter School will instruct teachers to be more careful and 
ensure that both the Power School and Daily Attendance Cards show the same dates for the absence 
(not just the number of absences). Additional controls have already been implemented. 
 
Inspector General Response: The Charter School response as noted is responsive to our 
recommendation. 
 
Recommendation C-2:   Establish proper guidelines for conducting the enrollment lottery process to 
ensure equity and fairness, and maintain proper records of all actions taken.  

 
Charter School Response: The Charter School agreed with our recommendation and stated that 
while the Charter School will continue to improve its written policies and procedures surrounding its 
enrollment practices, the Charter School does not believe that it has violated its charter or the law. In 
accordance with state law and its charter, the Charter School engaged in a public random drawing for 
enrollment for the current school year. Thereafter, it created a wait list of students not enrolled to the 
public random drawing.  
 
The Charter School will develop a “log” of actions taken for future enrollment decisions and will 
improve its written policies and procedures.  The Charter School has submitted and will continue to 
willingly submit these written policies and procedures to the Charter School Division for review prior 
to approval by the Charter School Board of Directors. Additional controls will be implemented by 
March 1st, 2007.  
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ANNEX A 

VERBATIM RESPONSES 
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ANNEX B 
Members, Board of Education 
Superintendent of Schools 
Chief of Staff 
Chief Operating Officer 
Special Counsel to the Board of Education 
General Counsel 
Chief of Staff, Office of the General Counsel 
Chief Instructional Officer, Instructional Services, Secondary 
Chief Instructional Officer, Instructional Services, Elementary 
Associate Superintendent, Division of Special Education 
Assistant Superintendent, Student Integration Services 
Assistant Superintendent, Specially Funded and Parent Community Programs Division 
Assistant Superintendent, Adult & Career Education 
Assistant Superintendent, Student Health & Human Services 
Assistant Superintendent, Early Childhood Education 
Assistant Superintendent, Extended Day Programs 
Assistant Superintendent, Staff Relation 
Assistant Superintendent, Special Projects 
Assistant Superintendent, Instruction 
Assistant Superintendent, Secondary Instruction 
Assistant Superintendent, Instructional Support Services 
Assistant Superintendent, Office of School Redesign 
Assistant Superintendent, Planning, Assessment & Research 
Executive Administrator, Enterprise Resource Planning 
Executive Officer, Educational Services 
Staff Executive, Small Learning Communities & Innovations 
Provisional Personnel Director, Personnel Commission 
Local District Superintendents 
Chief Facilities Executive 
Chief Financial Officer 
Chief Information Officer 
Chief Administrative Officer, Charter Schools Division 
Interim Chief Human Resources Officer 
Director, Budget Services and Financial Planning 
Director, Communication & Media Relations Branch 
Director, Environmental Health & Safety 
Director, External Affairs & Administration 
Controller 
Business Manager 
Director, Division of Risk Management 
Director, Office of Legislative and Governmental Affairs 
Deputy Chief Facilities Executive, New Facilities 
Deputy Chief Executive, Existing Facilities 
Interim Chief of Police 
Executive Officer of the Board of Education 
Ex Officio Members, Business, Finance, Audit and Technology Committee 
General Manager, Educational Broadcasting, KLCS – TV 
Executive Director, Little Hoover Commission 
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ANNEX C 
 

AUDIT TEAM 
 
Bernard Duffy 
Jazz Ahmed 
Corazon Cenon 
 
 
 



 

  

 
 
 
 
 
Know about fraud, waste or abuse? 
 

Tell us about it. 
 
Maybe you are a School District   Call the Hotline: 
employee, or maybe you are a 
private citizen.  Either way, you   (213) 241-7778 
are a taxpayer.       or 
        1-866-LAUSD-OIG 
Maybe you know something 
about fraud, or waste, or some   Write to us: 
other type of abuse in the School 
District.       Fraud Hotline Center 
        333 S. Beaudry Ave., 12th Fl. 
The Office of the Inspector General   Los Angeles, CA  90017 
has a hotline for you to call.  You can 
also write to us. 
 
If you wish, we will keep your    Website: 
identity confidential.  You can    www.laoig.org
remain anonymous, if you prefer. 
And you are protected by law
from reprisal by your employer. 

 

http://www.laoig.org/
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