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April 6, 2009

Sheila Jordan, Superintendent
Alameda County Office of Education
313 West Winton Avenue
Hayward, California 94544

Dear Superintendent Jordan:

In June 2008, the Fiscal Crisis and Management Assistance Team (FCMAT) and the Alameda County 
Office of Education entered into an agreement for FCMAT to conduct an AB 139 extraordinary audit 
of the FAME Public Charter School. FCMAT provides a variety of services to school districts and 
county offices of education upon request. Based on Assembly Bill 139 and Education Code Section 
1241.5 (c), a county superintendent of schools may review or audit the expenditures and internal 
controls of any charter school in his or her county if he or she has reason to believe that fraud, misap-
propriation of funds, or other illegal fiscal practices have occurred that merit examination. The review 
or audit conducted by the county superintendent shall be focused on the alleged fraud, misappropria-
tion of funds, or other illegal fiscal practices and shall be conducted in a timely and efficient manner. 
This review is to determine if sufficient evidence exists to further investigate the findings, or if there is 
evidence of criminal activity that should be reported to the local district attorney’s office.

The study agreement specifies that FCMAT will perform the following:
1. Examine the contract and related Personnel Action Transmittal (PAT) for the charter director 

to confirm the provisions by which the director would be eligible for additional compensation 
in the form of a stipend(s) or salary increase. Confirm the method of payment for additional 
compensation, allowances and stipends and whether income taxes and statutory deductions 
were withheld and processed appropriately. Confirm the approval process for the contract and 
PAT, which are inconsistent on the area of additional compensation.

2. Examine petty cash and accounts payable disbursements and supporting documentation 
from July 1, 2006 to the present. Identify any purchases, payments, donations, contributions, 
or reimbursements to current or former employees or other individuals or entities that may 
represent a misuse of public funds or be inconsistent with board policies, bylaws, or board 
authority of the FAME Public Charter School.

3. Examine payments or cash withdrawals from financial accounts held in the name of the 
FAME Public Charter School from July 1, 2006 to the present. Identify any purchases, pay-
ments, donations, contributions, or reimbursements to current or former employees or other 
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individuals or entities that may represent a misuse of public funds or be 
inconsistent with the board policies, bylaws, or board authority of the FAME 
Public Charter School.

4. Examine credit card records, if applicable, for July 1, 2006 to the present. 
Identify any purchases, payments, donations, contributions, or reimburse-
ments to current or former employees or other individuals that may represent 
a misuse of public funds or be inconsistent with the board policies, bylaws, or 
board authority of the FAME Public Charter School.

5. Examine all forms of payment for compensation or reimbursement to 
specific current and former employees to confirm if the payments are con-
sistent with authorized employee contracts or goods and services purchased 
for the direct benefit of the charter school program and its operations.

6. Confirm board policy and operational procedures related to where the 
authority to approve personnel transactions, including changes in compensa-
tion, assignment, work year, etc. are vested; and whether the policies and 
procedures are followed.

7. Review the charter’s policy on conflict of interest and the requirements 
under the Fair Political Practices Commission related to the disclosure of 
certain financial interests and sources of income to the public. Confirm 
whether any actions by the executive director related to changes in the level 
of compensation or payment to an employee(s) in any form resulted in a 
personal or financial benefit to the director.

According to Education Code Section 42638 (b), action by the County 
Superintendent shall include the following: 

If the county superintendent determines that there is evidence that fraud or 
misappropriation of funds has occurred, the county Superintendent shall 
notify the governing board of the school district, the State Controller, the 
Superintendent of Public Instruction, and the local district attorney. 

We appreciate the opportunity to serve you and we extend our thanks to all the staff 
of the Alameda County Office of Education and the FAME Public Charter School.

Sincerely,

 

Joel D. Montero
Chief Executive Officer

c: Carlene Naylor, Associate Superintendent, Business Services
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Foreword
FCMAT Background
The Fiscal Crisis and Management Assistance Team (FCMAT) was created by 
legislation in accordance with Assembly Bill 1200 in 1992 as a service to assist local 
educational agencies in complying with fiscal accountability standards. 

AB 1200 was established from a need to ensure that local educational agencies 
throughout California were adequately prepared to meet and sustain their financial 
obligations. AB 1200 is also a statewide plan for county offices of education and 
school districts to work together on a local level to improve fiscal procedures and 
accountability standards. The legislation expanded the role of the county office in 
monitoring school districts under certain fiscal constraints to ensure these districts 
could meet their financial commitments on a multiyear basis. AB 2756 provides spe-
cific responsibilities to FCMAT with regard to districts that have received emergency 
state loans. These include comprehensive assessments in five major operational areas 
and periodic reports that identify the district’s progress on the improvement plans.

Upon request, FCMAT also provides extraordinary audits in accordance with 
Assembly Bill 139 and Education Code Section 1241.5 (b) and (c), which authorize 
county superintendents of schools to conduct or request a review or audit of the 
expenditures and internal controls of any school district or charter school in their 
county if there is reason to believe that fraud, misappropriation of funds, or other 
illegal fiscal practices have occurred.

Since 1992, FCMAT has been engaged to 
perform more than 600 reviews for local edu-
cational agencies, including school districts, 
county offices of education, charter schools 
and community colleges. Services range from 
fiscal crisis intervention to management review 
and assistance. FCMAT also provides profes-
sional development training. The Kern County 
Superintendent of Schools is the administra-
tive agent for 
FCMAT. The agency 
is guided under the 
leadership of Joel 
D. Montero, Chief 
Executive Officer, 
with funding derived 
through appro-
priations in the state 
budget and a modest 
fee schedule for 
charges to requesting 
agencies.

Management Assistance............................. 675 (94.9%)
Fiscal Crisis/Emergency ................................ 36 (5.1%)

Note: Some districts had multiple studies.  
Districts (7) that have received emergency loans from the state. 
(Rev. 7/30/08)

Total Number of Studies.................... 711
Total Number of Districts in CA .......... 982
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Introduction
Background
California Education Code Section 47600, also known as the Charter Schools Act of 
1992, was enacted “to provide opportunities for teachers, parents, pupils, and com-
munity members to establish and maintain schools that operate independently from 
the existing school district structure.” Charter schools are a part of the public school 
system, but differ from traditional public schools because they are exempt from many 
state laws relating to specific educational programs. Specific goals and operating 
procedures for a charter school are detailed in an agreement, or charter, between the 
authorizing agency and the charter school organizers.

Charter schools offer a more flexible school governance model, but remain account-
able for student achievement and sound fiscal practices similar to traditional K-12 
school agencies. The chartering or sponsoring agency is responsible for adequate 
and appropriate oversight; this includes determining whether a charter is following 
prudent fiscal practices and generally accepted accounting principles (GAAP) when 
accounting for revenues and expenditures and preparing required financial reports.

The Families of Alameda for Multi-Cultural/Multi-Lingual Education (FAME) 
Public Charter School was authorized in May 2005 by the Alameda County Office 
of Education (county office). The FAME Public Charter School is a direct-funded 
charter school governed by a five-member board. The board seat reserved for 
the county office representative is vacant at this time. The charter school serves 
approximately 1,422 students in kindergarten through grade 12 in classroom and 
non-classroom settings.

Education Code Section 1241.5(c) states that a county superintendent may review 
or audit the expenditures and internal controls of any charter school in his or her 
county if he or she has reason to believe that fraud, misappropriation of funds, or 
other illegal fiscal practices have occurred that merit examination. The review or 
audit conducted by the county superintendent shall be focused on the alleged fraud, 
misappropriation of funds, or other illegal fiscal practices and shall be conducted in a 
timely and efficient manner. 

In June 2008, the Fiscal Crisis and Management Assistance Team (FCMAT) received 
a request from the Alameda County Office of Education for an Assembly Bill (AB) 
139 extraordinary audit of the FAME Public Charter School. The county office had 
received complaints and allegations regarding the alleged misuse of public funds and 
other illegal fiscal practices.

FCMAT and the county office subsequently entered into a study agreement which 
specifies that FCMAT will perform the following:

1. Examine the contract and related Personnel Action Transmittal (PAT) for 
the Charter Director to confirm the provisions by which the Director would 
be eligible for additional compensation in the form of a stipend(s) or salary 
increase. Confirm the method of payment for additional compensation, 
allowances and stipends and whether income taxes and statutory deductions 
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were withheld and processed appropriately. Confirm the approval process 
for the contract and PAT, which are inconsistent on the area of additional 
compensation.

2. Examine petty cash and accounts payable disbursements and supporting 
documentation from July 1, 2006 to the present. Identify any purchases, 
payments, donations, contributions, or reimbursements to current or former 
employees or other individuals or entities that may represent a misuse of 
public funds or be inconsistent with the board policies, bylaws, or board 
authority of the FAME Public Charter School.

3. Examine payments or cash withdrawals from financial accounts held in the 
name of the FAME Public Charter School from July 1, 2006 to the present. 
Identify any purchases, payments, donations, contributions, or reimburse-
ments to current or former employees or other individuals or entities that 
may represent a misuse of public funds or be inconsistent with the board 
policies, bylaws, or board authority of the FAME Public Charter School.

4. Examine credit card records, if applicable, for July 1, 2006 to the present. 
Identify any purchases, payments, donations, contributions, or reimburse-
ments to current or former employees or other individuals that may represent 
a misuse of public funds or be inconsistent with the board policies, bylaws, 
or board authority of the FAME Public Charter School.

5. Examine all forms of payment for compensation or reimbursement to spe-
cific current and former employees to confirm if the payments are consistent 
with authorized employee contracts or goods and services purchased for the 
direct benefit of the charter school program and its operations.

6. Confirm board policy and operational procedures related to where the 
authority to approve personnel actions, including changes in compensation, 
assignment, work year, etc. are vested; and whether the policies and proce-
dures are followed.

7. Review the charter’s policy on Conflict of Interest and the requirements 
under the Fair Political Practices Commission related to the disclosure of 
certain financial interests and sources of income, to the public. Confirm 
whether any actions by the Executive Director related to changes in the level 
of compensation or payment to an employee(s) in any form resulted in a 
personal or financial benefit to the Director.
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Study Guidelines
FCMAT provides a variety of services to local educational agencies upon request. 
This review is to determine if sufficient evidence exists to further investigate the find-
ings, or if there is evidence of criminal activity that should be reported to the local 
district attorney’s office.

FCMAT visited the Alameda County Office of Education and the FAME Public 
Charter School in October 2008 to conduct interviews, collect data and review 
documentation. This report is the result of those activities and is divided into the 
following sections:
 I. Executive Summary

 II. Cash Flow and Loans

 III. Executive Director’s Compensation

 IV. Other Expenditures

 V. Right Start Foundation

 VI. Conflict of Interest

 VII. Board Meetings

 VIII. Appendices

Study Team
The FCMAT study team was composed of the following members:
Diane Branham    Jim Cerreta
Fiscal Intervention Specialist  Fiscal Intervention Specialist
FCMAT    FCMAT
Bakersfield, CA    Bakersfield, CA

Karen Cox*    John Lotze
Director, Business Services  Public Information Specialist
Standard School District  FCMAT
Bakersfield, CA    Bakersfield, CA

*As a member of this study team, this consultant was not representing her employer but was working solely 
as an independent contractor for FCMAT.

Reviewed by Frank Fekete
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Executive Summary
In June 2008, FCMAT entered into an agreement with the 
Alameda County Office of Education to conduct an AB 139 
extraordinary audit of the FAME Public Charter School. 
Following completion of phase one of the study agreement, 
FCMAT conducted on-site visits at the charter school in 
October and November, 2008. As the report was drafted, 
FCMAT continued to correspond with the charter school 
regarding clarification of the documentation provided, and 
made requests for additional information. On March 4, 2009, 
the county office provided a copy of the draft report to the 
charter school. County office representatives and FCMAT 
team members met with the charter school’s executive director 
on March 16, 2009 to review the draft and answer questions 
regarding the report. At the executive director’s request, the 
county office provided the charter school five additional busi-
ness days to provide any factual information related to the 
report but not provided previously. After reviewing the addi-
tional documentation provided by the charter school, FCMAT finalized the report.

The Bay Area School for Independent Study, Inc. (BASIS), a nonprofit Public Benefit 
Corporation, operated a charter school in the Sunol Glen Unified School District 
from 2001 through 2005. In 2005, BASIS then applied to the Alameda County 
Office of Education for a new countywide charter to operate the Families of Alameda 
for Multi-Cultural/Multi-Lingual Education (FAME) Public Charter School. The 
charter school began operation in the fall of 2005 for students in grades K-12, with 
the Alameda County Office of Education as the sponsoring agency.

The charter school leases facilities in the cities of Newark, Dublin, Brentwood, San 
Leandro and Fremont for administrative services and student programs. The charter 
school also has an agreement with the Fremont Unified School District for use of 
school facilities on one of the district’s Fremont campuses. 

The charter school and the county office entered into an agreement on July 1, 2005 
for the county office to provide human resources and payroll processing services to 
the charter school. A new agreement dated July 1, 2008 and subsequently signed by 
both parties provided for these services to continue through December 31, 2008. 
Charter school staff members provide all other administrative functions for the 
charter. 

The charter school has experienced significant enrollment growth since its inception 
in 2005. The school had 785 students in 2005; enrollment has increased to more 
than 1,400 students in the 2008-09 school year, resulting in cash flow challenges. 
State apportionments for the current year are based on prior year average daily atten-
dance (ADA) data until current year ADA is certified in February. Thus, if a local 
educational agency is growing rapidly, revenues generated from the prior year ADA 
may not keep pace with current year expenditures.

If the county superintendent 
determines that there is 
evidence that fraud or 

misappropriation of funds 
has occurred, the county 
Superintendent shall notify 
the governing board of the 
school district, the State 

Controller, the Superintendent 
of Public Instruction, and 
the local district attorney.
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To meet cash flow needs created by this funding dilemma as well as those created 
by the charter school’s own spending patterns, the FAME charter school solicited 
loans from many sources, including private individuals. Private individuals who 
provided short-term loans to the charter included board members, employees and 
their relatives, and relatives of the executive director. The loan fees and interest rates 
paid to private individuals were higher than those paid to commercial lenders. The 
charter school also obtained revenue anticipation notes (RANs) in June 2007 and 
July 2008. However, a large portion of the proceeds from the RANs were used to 
pay off prior loans rather than to resolve cash flow issues in the current year. This 
supports the conclusion that the RAN is being used for operating capital rather than 
to meet short-term cash flow needs. In addition, other than information provided 
to the county office regarding the two commercial loans obtained in 2005 and an 
email sent one business day prior to FAME’s governing board approval of the 2008 
RAN, FCMAT found no evidence indicating that the charter school complied with 
the memorandum of understanding (MOU) with the county office, which states that 
the charter school is to notify the county office in advance of its intent to apply for a 
loan.

Based on the information provided to FCMAT, two of the 1099 forms filed in the 
2006 and 2007 tax years did not report the correct dollar amounts for one private 
individual who provided loans to the charter school. These forms need to be cor-
rected and re-filed with the federal and state taxing authorities.

Employers are required to track the wages paid and taxes withheld for each employee 
and provide each employee with a Form W-2 (Wage and Tax Statement) by January 
31 of each calendar year. Employers are also required to submit copies of the W-2 to 
the Social Security Administration and the Employment Development Department 
by the last day of February, or by March 31 if filing electronically. The charter 
school did not properly report the wages of its executive director on Form W-2. A 
number of payments for items subject to federal and state payroll taxes were made 
to the executive director through the charter school’s accounts payable system in 
2006, 2007 and 2008, but amounts were not recorded on the 2006 and 2007 forms 
W-2. These forms need to be corrected and re-filed with the federal and state taxing 
authorities. The charter school should also ensure that all wages are reported correctly 
on the 2008 Form W-2 and that wages are paid through the payroll system rather 
than through accounts payable.

The vehicle provided to the executive director has also not been reported by the 
charter school on the executive director’s 2007 Form W-2. The charter school should 
work with its independent auditors to determine the value of the vehicle provided 
to the executive director and the amount that is to be reported on Form W-2, and 
include this correction on the 2007 Form W-2 when it is re-filed. The charter school 
should also ensure that the vehicle is included on the 2008 Form W-2.

The executive director’s employment agreement includes language regarding when 
a bonus is to be paid. A December 2007 personnel authorization transmittal (PAT) 
contained language that was not consistent with the employment agreement. 
Although the PAT was signed by the board president, FCMAT found no evidence 
that the bonus was approved at a meeting of the board of directors. While it is within 
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the discretion of the charter school’s governing board to raise salaries, it is not within 
its discretion to give employees a reward for work already performed because this 
may constitute a gift of public funds. The charter school should ensure that any 
bonuses paid to the executive director are consistent with the employment agreement 
and are approved by the board of directors.

The charter school does not track or report the executive director’s leave time for 
vacation. The charter school needs to develop a policy and procedures requiring that 
all leaves be documented and tracked. The executive director has been overpaid for 
vacation accrued during the 2006-07 fiscal year. The charter school needs to recon-
cile all vacation earned, used and paid to the executive director and recapture any 
amounts that were overpaid.

Expense claims submitted by employees do not always include itemized supporting 
documentation. These items should be required on all expenditures to ensure that 
only appropriate charter school-related expenses are reimbursed. Article 16, Section 6 
of the California Constitution prohibits any gift of public funds. The charter school 
should establish a board policy with guidelines regarding allowable and prohibited 
expenditures to help ensure that the charter school’s expenditures are in accord with 
the law. The executive director’s expense claims contained some questionable expen-
ditures and some duplicate items. The charter school should review the executive 
director’s expense claims and recover any amounts that were paid in error or that did 
not have a legitimate business purpose.

Statutory provisions, including Government Code Section 1090, and Section 81000 
and following, outline California’s conflict of interest laws. The executive director 
may have violated conflict of interest statues by promoting and raising the salary 
of an employee who shortly thereafter moved into a home owned by the executive 
director and was allowed to live in the home in exchange for payments made to the 
executive director.

The county superintendent of schools should notify the charter school’s board 
of directors and the local district attorney that a violation of Government Code 
Sections 1090 and 87100 may have taken place. The governing board should ensure 
that all designated employees and board members complete Form 700 and submit it 
to the proper county agency. Ethics training is also recommended.

The executive director indicated that the charter school’s board of directors held a 
retreat/conference in Orlando, Florida in October 2008. An agenda was not posted 
for this event. Board information sessions were also held in Fremont during October 
and November 2008; agendas were not posted for these meetings. The board of 
directors should conduct all governing board meetings in accordance with the Ralph 
M. Brown Act, including meeting within the required geographic boundaries and 
posting board agendas. The board should also receive training regarding the Brown 
Act.

During the review, charter school staff stated that they were unable to locate some of 
the board minutes, including those for October 23, 2007, May 22, 2008 and June 9, 
2008. The executive director reported that these minutes had to be reconstructed or 
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retyped because they, along with other documents, may have been taken by a former 
employee.

In accordance with Education Code Section 42638 (b), action by the County 
Superintendent shall include the following: 

If the county superintendent determines that there is evidence that fraud or 
misappropriation of funds has occurred, the county Superintendent shall 
notify the governing board of the school district, the State Controller, the 
Superintendent of Public Instruction, and the local district attorney.
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Findings and Recommendations
Cash Flow and Loans
The FAME Public Charter School has experienced significant enrollment growth 
during its first four years of operation. This situation presents unique challenges 
because the majority of funding received from the state for the current fiscal year is 
based on the prior school year’s period two (P-2) average daily attendance (ADA). 
The funding based on the current school year’s ADA is not certified until February, 
following submission of the period one (P-1) report. Thus the funding or revenue 
schedules by which public schools, including charter schools, receive state apportion-
ments differ from the operating schedules, creating a significant demand on cash.

Table 1 provides the California Basic Educational Data System (CBEDS) student 
enrollment counts for the charter school since its inception.

Table 1: FAME Public Charter School Enrollment
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This condition, coupled with the charter school’s spending patterns, has continued to 
place a significant demand on cash. The charter school was forced to seek loans from 
outside sources to maintain sufficient cash flow to meet its monthly payments. After 
reportedly being turned down by many lending institutions, the charter succeeded in 
acquiring loans from private parties and a revenue anticipation note (RAN).

Cash Flow
The purpose of a cash flow statement is to project the timing of receipts and expenses 
so that an organization can understand its cash needs on a monthly or even daily 
basis. The cash flow statement reflects the charter’s liquidity and ability to meet its 
current payroll and other required financial obligations. As an analytical tool, the 
cash flow analysis should not be confused with the charter school’s budget and fund 
balance; it excludes transactions that do not directly affect cash receipts and pay-
ments. Any forecast of financial data for cash flow purposes has inherent limitations, 
including issues such as unanticipated changes in enrollment trends and changing 
economic conditions at the state, federal and local levels. Therefore, the cash flow 
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forecasting model should be evaluated as a trend based on certain criteria and 
assumptions rather than a prediction of exact numbers. Multiyear cash flow projec-
tions help provide for more informed decision making and the ability to forecast the 
fiscal impact of current decisions. The cash flow projections should be updated each 
month to accurately account for all revenues, expenditures and other changes related 
to cash.

In reviewing the charter school’s 2008-09 cash flow statement, 
dated October 9, 2008, FCMAT noted that certificated salaries are 
projected to be the same amount each month from August through 
June, and classified salaries and all employee benefits are projected 
to be the same each month from July through June. This is not 
indicative of local educational agency payroll cycles because costs for 
salaries and benefits typically vary throughout the year.

It does not appear that the cash flow statement has been updated monthly based 
on actual revenues received and payments posted to the charter’s financial records. 
However, the largest concern noted on the statement was that the proceeds of $2 
million from the July 2008 revenue anticipation note (RAN) were used to repay 
prior loans of $1,398,584. The 2008 RAN matures on September 1, 2009; however, 
the charter school has only included a repayment amount of $1.1 million in 2008-
09, leaving a balance of $900,000 to be paid in 2009-10. Given the charter school’s 
projected June 2009 cash balance of $20,340, it does not appear that the charter 
school will have sufficient cash resources to repay the loan on time without borrow-
ing additional funds. 

This analysis supports the conclusion that despite the use of a RAN, the charter 
school continues to suffer from cash flow deficiencies. The purpose of a RAN is to 
provide for cash flow needs when the receipt of revenues does not match expendi-
tures. The RAN should be retired from future revenue receipts and should not be 
used to provide operating capital. In the charter school’s case, approximately $1.4 
million of the $2 million RAN proceeds for the 2008-09 fiscal year were used to 
retire the RAN borrowing and other loans from the 2007-08 year, leaving approxi-
mately $600,000 to apply to cash flow needs of the 2008-09 fiscal year. Repayment 
of the RAN appears to create new cash flow deficiencies, indicating that the loan is 
being used as operating capital, which is not consistent with the purpose of a RAN.

This condition cannot continue without some adverse effect on the charter school’s 
ability to operate as a going concern. The condition is exacerbated by the current 
state of the banking and financial industries and the severe tightening of credit mar-
kets in the US and around the world. The ability of the charter school to continue 
borrowing for cash flow or other purposes may be very limited in the future.

The charter school must pay careful attention to its cash flow and monitor it 
monthly. The economic crisis at the state and national levels and the continued 
cash deferrals and conditions passed on to local educational agencies by the state, 
coupled with the dire cash situation at the charter school, make this task extremely 
important.

Despite the use of a 
RAN, the charter school 
continues to suffer from 
cash flow deficiencies.
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Borrowing
As a result of the enrollment growth and other factors noted above, charter school 
officials reported experiencing significant cash flow deficiencies that necessitated 
borrowing from outside parties. Charter school officials indicated that they sought 
numerous loans from a variety of public and private entities. However, the charter 
school did not apply for a California Charter School Revolving Fund loan from the 
state.

Two loans totaling $750,000 were secured from lending institutions during 
the 2005-06 fiscal year: a $250,000 line of credit with Placer Sierra Bank and a 
$500,000 loan from the Nonprofit Finance Fund. These loans were short-term and 
set to mature in the fall of 2006. In the meantime, the charter school reportedly 
continued to solicit new lenders who could provide longer term cash flow financing.

Charter school officials indicated to FCMAT that a number of banks and other 
lending institutions denied the charter school loans, and thus the school was forced 
to turn elsewhere to meet its cash flow needs in the fall of 2006 when the outstand-
ing loans were due for repayment. The due dates passed and nearly $200,000 of 
these loans remained unpaid. The charter school then solicited loans from a variety 
of private individuals throughout the 2006-07 fiscal year, including relatives of the 
executive director, board members, employees and their relatives.

According to the executive director, the board of directors authorized her to secure 
loans for the school in 2002 when the Bay Area School for Independent Study 
(BASIS), was initially established. The board minutes of September 19, 2006 indi-
cate that this authority was reauthorized and the director could secure loans for the 
charter school. The executive director indicated that she was not involved in acquir-
ing loans from private individuals; rather, these were transactions between the charter 
school board and the individuals. However, no specific approvals of any of the above 
loans were included in the board meeting minutes provided to FCMAT. Many of the 
loan payments were authorized by the executive director.

Minutes of the board of directors of B.A.S.I.S. (the previous charter school) dated 
May 20, 2002 indicate that the board provided authority to the program director to 
authorize purchases of services and products up to $5,000 per single order; purchases 
over $5,000 would require signature of the board president. Minutes were not 
provided indicating that this authority was reauthorized for FAME Public Charter 
School.

Copies of the following loan agreements with private individuals were provided to 
FCMAT and were signed by the board president on behalf of the charter school:

MA - September 1, 2006; not to exceed $300,000 and •	
May 29, 2008; not to exceed $500,000
AA - May 15, 2007; not to exceed $60,000•	
SH - April 24, 2008; not to exceed $250,000•	
OA - June 20, 2008; not to exceed $100,000•	
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In March 2009, the charter school provided the following loan agreements with 
private individuals; the agreements were signed by the board president on behalf of 
the charter school:

JC - November 1, 2006; not to exceed $500,000•	
MA - May 1, 2007; not to exceed $500,000 and November 1, 2006; not to •	
exceed $500,000 and October 15, 2006; not to exceed $400,000 and July 
10, 2006; not to exceed $350,000.

Copies of the following loan agreements with private individuals were provided to 
FCMAT and were signed by the executive director on behalf of the charter school:

OA - January 25, 2007; not to exceed $100,000•	
AS - February 6, 2007; not to exceed $300,000•	
SH - February 19, 2007; not to exceed $100,000•	

In March 2009, the charter school provided the following loan agreement with a 
private individual; the agreement was signed by the executive director on behalf of 
the charter school:

RC - December 1, 2006; not to exceed $500,000•	

A loan agreement was provided to FCMAT for a loan from the spouse of a board 
member. However, the payments were made in the name of the board member rather 
than the spouse.

The charter school continued to solicit loans from a variety of lending institutions 
and on June 29, 2007 secured a $1.8 million revenue anticipation note (RAN) with 
Wells Fargo Institutional Securities. The proceeds of this loan were used to retire all 
of the outstanding loans from private individuals as well as the outstanding balance 
of the previous short-term loan that had been extended beyond its original due date. 
Net proceeds remaining from the RAN were approximately $653,000.

Despite securing the $1.8 million RAN in 2007, the charter school continued to 
obtain loans from private individuals during the 2007-08 fiscal year, as indicated 
above. The charter school was also successful in obtaining a $2 million RAN in July 
2008, but did not provide FCMAT with all of the detail regarding the use of pro-
ceeds from this RAN. However, information was provided indicating that $819,000 
was used to pay the remaining principal on the 2007 RAN, and staff indicated that 
some of the proceeds were used to retire the outstanding balances on loans from 
private individuals and address the charter school’s cash flow needs.
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Comparison Loan Data 
The terms of the loans from the various private individuals were fairly consistent. 
Except for one of the loan agreements provided to FCMAT, the agreements specify 
an annual interest rate of prime plus 2%, with a minimum interest rate of 10%. The 
documentation provided to FCMAT did not include information about the prime 
rate in effect at the time payments were made to the lenders. The terms also included 
a 10% loan/transaction fee, except for one of the private lenders who provided 
several loans to the charter and whose terms included 1.5-10% loan/transaction fees. 
Based on the short terms of the loans from private individuals, ranging from 30 days 
to five months, the loan fees are high compared to the loans from commercial lend-
ers. Table 2 provides a summary of the loans obtained from private individuals, based 
on loan and payment documentation provided by the charter school.

Table 2: Private Individual Loan Data 

Lender
Loan
Proceeds

Days
Outstanding

Interest
Paid

Loan Fees
Paid

Interest &
Fees Paid

2006-07
AA $58,000 21 $342 $5,800 $6,142

MA (5 loans) $1,792,000 39-132 $41,277 $104,950 $146,227

OA $65,000 71 $961 $6,500 $7,461

MC $50,000 116 $1,573 $5,000 $6,573

RC $100,000 29 $814 $10,000 $10,814

SH $77,000 130 $1,220 $7,700 $8,920

AS $300,000 149 $11,303 $30,000 $41,303

2007-08
MA $400,000 40 $3,145 $40,000 $43,145

OA $30,000 32 $0 $3,000 $3,000

SH $175,000 82 $2,551 $17,500 $20,051

 
The above rates compare very unfavorably to interest rates and fees that were paid 
through the loans from commercial lenders. The terms for the RANS included loan/
transaction fees of 3.916-4%. Table 3 provides a summary of the commercial loan 
terms based on documentation provided by the charter school.
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Table 3: Commercial Lender Loan Data 

Lender
Type of 
Loan

Date of
Loan

Maturity
Date

Principal
Amount

Interest 
Rate

Interest
Paid

Loan
Fees 
Paid

Interest 
&
Fees Paid

Placer Sierra 
Bank

Line of 
Credit 9/16/2005 9/1/2006 $250,000 8.11% Unknown Unknown Unknown

 

Nonprofit 
Finance Fund

Short 
Term 9/16/2005 10/1/2006 $500,000 9.25% Unknown Unknown Unknown

 

Wells Fargo 
IS RAN 6/29/2007 8/1/2008 $1,800,000 6.25% $104,455 $70,500 $174,955

 

Wells Fargo 
IS RAN 7/9/2008 9/1/2009 $2,000,000 5.00%

None to 
10/08 $80,000 Unknown

While the difficulty of acquiring a commercial loan created the need to access funds 
from private individuals, the differences in interest rates and loan fees between the 
two sources created a significant increased expense for the charter school while pro-
viding the lenders with rates of return that exceeded that of commercial lenders.
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Form 1099 Reporting
FCMAT compared reportable interest earnings and loan fees for the loans from the 
various private individuals to the amounts reported on Form 1099 for the 2006 and 
2007 calendar years. FCMAT’s review did not include verifying that the Forms 1099 
were filed with the federal and state taxing authorities.

Based on information provided by the charter school for the 2006 and 2007 calendar 
years, six of the seven private individuals received correct 1099 forms, but one did 
not. One individual received a Form 1099 that overstated their earnings in 2006 and 
understated their earnings in 2007 by a like amount. Table 4 provides a summary of 
the 1099 information.

Table 4: Form 1099 Reporting for Loans from Private Individuals 

Calendar Year 2006 Calendar Year 2007 
Lender Paid Reported Difference Paid Reported Difference
AA $0 $0 $0 $6,142 $6,142 * $0

MA $46,044 $69,750 -$23,706 $100,183 $76,477 ** $23,706

OA $0 $0 $0 $7,461 $7,461 $0

MC $0 $0 $0 $6,573 $6,573 $0 

RC $0 $0 $0 $10,814 $10,814 $0 

SH $0 $0 $0 $8,920 $8,920 $0

AS $0 $0 $0 $41,303 $41,303 $0

* In March 2009 the charter school provided Form 1096, Annual Summary and Transmittal of U.S. 
Information Returns, with an attached spreadsheet reflecting that $6,142 was included in the 2007 annual 
filing. However, a copy of the 2007 Form 1099 was not provided.

** In March 2009 the charter school provided a copy of the 2007 Form 1099. 

Section 5, Fiscal Relationships, D, of the memorandum of understanding (MOU) 
dated August 23, 2005 between the Alameda County Office of Education and 
FAME Public Charter School, states, in part, the following:

The School shall establish a system for internal fiscal management and 
a calendar for fiscal services. A written description of this plan/system 
shall be provided to the County Superintendent within a reasonable time 
after both parties have signed this Agreement but in no event later than 
September 30, 2005. This system shall include the following: . . . 7. Prior 
notification to borrowing and identification and written plan for repay-
ment of loans.

Section 5, Fiscal Relationships, H, goes on to state the following: 

The School shall provide advance written notice to the County Board and 
the County Superintendent specifying its intent to apply for a loan. The 
School shall also provide advance written notice of deposit of any sums 
which are loans and the plan for repayment.

FCMAT found no evidence in the charter school board minutes that the charter 
school complied with these terms of the MOU. The executive director acknowledged 
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that formal notification regarding many of the loans was not provided to the county 
office, and provided a copy of an e-mail to the county office dated January 11, 2007 
stating that all loans would “be paid down within 24 hours of receipt of our February 
apportionment.”

Recommendations
The charter school should:

1. Review and update its cash flow analysis at least monthly to reflect the most 
current information as well as actual receipts and expenditures for prior 
months.

2. Review spending patterns and expenditure allocations and make adjustments 
necessary to address the cash flow deficiency so that RAN proceeds can be 
used for cash flow needs and not as operating capital.

3. Determine if an additional loan from the RAN lender is needed to cover 
cash flow needs for the remainder of the 2008-09 fiscal year, rather than 
borrowing from private individuals.

4. If cash flow needs in future years warrant, obtain a RAN or other similar 
funding sufficient to meet the needs of the charter school without resorting 
to borrowing from private individuals.

5. If loans from private individuals are necessary for cash flow purposes, offer 
market-rate loan fees and other terms that reflect an appropriate formal busi-
ness relationship with lenders.

6. Seek cash flow and other loans from the state of California specifically for 
charter schools, if the state makes such loans available and if continued 
assistance with cash flow is needed.

7. File corrected 2006 and 2007 Forms 1099 for the private individual whose 
information was not reported properly.

8. Follow the terms of the MOU with the Alameda County Office of 
Education regarding advance written notification of intent to apply for a 
loan and the repayment plan.
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Executive Director’s Compensation
The current executive director has been employed by the Bay Area School for 
Independent Study (BASIS), the charter school’s non-profit corporation, since 2002.

BASIS entered into an “at will” contract with the current executive director on April 
15, 2002. The title of the position at that time was Program Director, and the con-
tract included the following article regarding compensation:

The School agrees to pay Employee for services rendered pursuant to this 
agreement, an annual salary of $88,000 plus performance pay as deter-
mined by the Board of Directors on an annual basis. Employee will receive 
all employee benefits available to any and all employees as determined by 
the Board of Directors, i.e., STRS, Health, etc. Applicable compensation 
shall be payable in equal bi-monthly installments according to the Schools’ 
payroll calendar and continue until the termination date of this contract. 
Payment will be over a 12 month contract cycle beginning annually on July 
1 and run on a fiscal year basis. Any compensation received prior to the 
formal start of the compensation period will be in addition to the salary, 
not part of the salary.

A separate article stated the following:

This contract is for basic salary only. Any performance and/or incentive pay 
for this position will be established annually by the Board of Directors and 
administered under separate performance agreement. Failure to agree on 
performance/incentive pay will have no effect on the terms of this agree-
ment.

A new employment agreement with the executive director was signed on March 20, 
2007 and provides for a four-year term, “…commencing July 1, 2006, and ending 
June 30, 2010, or the life of the charter, with renewal of this agreement being 
automatic if the charter is renewed and subject to the terms and conditions set forth 
herein.” Based on the documentation provided to FCMAT, the agreement was signed 
more than eight months after its effective date. Following are pertinent articles of the 
agreement.

The article regarding compensation states the following:

For the period of July 1, 2006 through June 30, 2007, the Executive 
Director’s gross base salary per year will be $120,000 and is to be paid 
in equal monthly payments, subject to all regular withholdings. For the 
period of July 1, 2007, to June 30, 2010, the Executive Director’s gross 
base salary will be $165,000, and is to be paid in equal monthly payments, 
subject to regular withholdings.  Additionally, effective April 1st of each 
year, should the School meet enrollment and growth expectations and 
be deemed financially stable, the Executive Director shall receive a bonus 
in an amount no less than one-month’s salary. During the term of this 
Agreement, following a receipt of a lease for a residence within the Bay 
Area, the Board shall pay to the Executive Director a rent reimbursement 
in the amount of $2,500 per month.
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The article regarding benefits states the following:

FAME shall be pay * $1,000 per month to purchase health and dental 
benefits of the Executive Director’s choice.  This is the sole amount pro-
vided by the School for this purpose. The Executive Director is entitled 
to up to eight (8) work weeks (40 days) of paid time off for vacation each 
school year. Such time off should be requested from the Board President in 
advance to ensure minimal impact upon the School. These days do accrue 
or carry over and are paid out as wages if unused, however no more than 
four weeks per year may be accrued over a two year period. The Executive 
Director is also entitled to up to (14) days of time off each school year for 
personal illness/injury. These days do accrue and carry over if unused, but 
they are not paid out upon termination. FAME shall also pay a monthly 
fee towards the purchase of an annuity type of life insurance policy that 
carries a surrender value of no less than $1,000,000 (based on 30 years).

The Board shall also purchase a vehicle for use by the Executive Director 
to be selected by the Executive Director, not to exceed a purchase price 
of $75,000. The Board may finance the vehicle by paying for it outright 
or financing it over time.  The vehicle shall be titled in the Executive 
Director’s name and the Executive Director shall keep and maintain 
adequate insurance on the vehicle. However, the Executive Director 
will be reimbursed for insurance through the school’s standard expense 
reimbursement procedure. If the Executive Director is released from her 
employment with cause, the vehicle will be surrendered to the President of 
the Corporation.

* This phrasing is in the original document

The charter school also entered into an independent contractor agreement with the 
executive director to provide grant writing services, effective July 1, 2007. This agree-
ment ended on June 30, 2008 and provided remuneration to the executive director 
equal to 10% of the total grant dollars received as a result of her grant writing ser-
vices. According to the executive director, this was the only independent contractor 
agreement made between her and the charter school.
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Total Compensation
Table 5 provides a summary of the compensation paid to the executive director 
during the entire 2006-07 and 2007-08 fiscal years, and through November 3, 2008 
of the 2008-09 fiscal year, via both the charter school’s payroll and accounts payable 
(operating account) systems.

Table 5: Executive Director Compensation

Fiscal Year Salary Bonus Vacation

Grant 
Writer 
Stipend

Mileage 
Stipend Housing

In-Lieu 
Benefits Total

2006-07 $131,203 $     -  $28,700  $30,000 $7,000 $32,500 $     - $229,403

2007-08 $165,000 $13,750  $41,250  $  7,600 $      - $30,000 $22,000 $279,600

2008-09* $55,000  $     -  $27,500  $32,358 $     - $12,500 $10,000 $137,358

Total  $351,203  $13,750 $97,450  $69,958 $7,000 $75,000 $32,000 $646,360

*through 11/3/08.  • Amounts rounded to nearest dollar.

W-2 and 1099 Reporting
Tables 6 and 7 compare the amounts paid to the executive director via payroll with 
the amounts reported by the charter school on Form W-2 for the 2006 and 2007 
calendar or tax years.

Table 6: Payroll Payments vs. Form W-2, Calendar Year 2006

Payroll Payments - 2006

Date Base Salary Bonus Vacation Payout Total

1/31/2006 $10,000.00 $        -   $         - $10,000.00 

2/28/2006 $10,000.00 $20,000.00 $         - $30,000.00 

3/31/2006 $10,000.00 $         -   $         - $10,000.00 

4/28/2006 $10,000.00 $         -   $         - $10,000.00 

5/31/2006 $10,000.00 $         -   $         - $10,000.00 

6/30/2006 $10,000.00 $         -   $         - $10,000.00 

7/31/2006 $10,000.00 $         -   $5,000.00 $15,000.00 

8/31/2006 $10,000.00 $         -   $5,000.00 $15,000.00 

9/29/2006 $10,000.00 $         -   $         - $10,000.00 

10/31/2006 $10,000.00 $         -   $         - $10,000.00 

11/30/2006 $10,000.00 $         -   $        - $10,000.00 

12/29/2006 $10,000.00 $         -   $         - $10,000.00 

Total 2006 $120,000.00 $20,000.00 $10,000.00 $150,000.00 

Per 2006 W-2 (Medicare Wages & Tips) $149,966.19

Difference $(33.81)
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Table 7: Payroll Payments vs. Form W-2, Calendar Year 2007

Payroll Payments - 2007

 
Date Base Salary Bonus

Vacation 
Payout

 
Total

1/31/2007 $10,000.00 $      -        $      -   $10,000.00

2/28/2007 $10,000.00 $      -        $      -   $10,000.00

3/30/2007 $10,000.00 $      -   $      -   $10,000.00

4/30/2007 $13,702.53 $      -   $      -   $13,702.53

5/31/2007 $13,750.00 $      -   $      -   $13,750.00

6/29/2007 $13,750.00 $      -   $      -   $13,750.00

7/31/2007 $13,750.00 $   13,750.00 $      -   $27,500.00

8/31/2007 $13,750.00 $      -   $      -   $13,750.00

9/28/2007 $13,750.00 $      -   $      -   $13,750.00

10/31/2007 $13,750.00 $      -   $13,750.00 $27,500.00

11/30/2007 $13,750.00 $      -   $13,750.00 $27,500.00

12/31/2007 $13,750.00 $      -   $      -   $13,750.00

Total 2007 $153,702.53 $13,750.00 $27,500.00 $194,952.53

Per 2007 W-2 (Medicare Wages & Tips) $194,557.37

Difference $(395.16)

 
The difference between the total compensation paid through payroll and the amount 
reported via form W-2 for 2006 and 2007 is due to the reported nontaxable contri-
butions made to an Internal Revenue Code Section 125 Plan. 
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Payments via Accounts Payable System
A number of payments for items subject to federal and state payroll taxes were 
made to the executive director through the charter school’s accounts payable system. 
Therefore, these amounts were not shown on Form W-2. FCMAT 
could find no evidence that a Form 1099 was prepared or filed to 
report these payments to the federal and state taxing authorities in 
2006 or 2007. These payments were as follows:

Calendar Year 2006

Housing Allowance: $15,000•	

Calendar Year 2007

Net Vacation Payout: $18,700•	
Grant Writer Stipend: $30,000•	
Housing Allowance: $32,500 •	
In-Lieu Benefits: $6,000 •	
Mileage Stipend (one-time): $7,000•	

The vacation payout of $18,700 provided through accounts payable represents the 
estimated net pay for two months of vacation. The gross amount, $27,500, should 
have been paid through the payroll system and reported on Form W-2 (see the sec-
tion below regarding vacation).

Calendar Year 2008
FCMAT was unable to compare the payments made to the executive director in 2008 
to forms W-2 and 1099 because the tax year had not yet ended and the forms were not 
yet due to the federal and state taxing authorities at the time fieldwork was completed.

According to the Internal Revenue Code, the above payments made via the charter 
school’s accounts payable system are considered taxable income and are subject to 
applicable income and payroll taxes. Thus these payments should have been reported 
on the employee’s W-2 in the year paid. IRS Publication 15 states the following: 

Wages subject to federal employment taxes generally include all pay that 
you give to an employee for services performed. The pay may be in cash or 
in other forms. It includes salaries, vacation allowances, bonuses, commis-
sions, and fringe benefits. It does not matter how you measure or make the 
payments.

FCMAT also observed that a number of other employees received payments via the 
accounts payable system for salary amounts that should be paid through the payroll 
system. These payments would then be netted against the payroll check. FCMAT’s 
review did not include confirmation that all of these payments were appropriately 
netted or reported on each employee’s Form W-2.

Charter school staff reported that this practice was necessary as the result of contin-
ued difficulty in getting the payroll administrator, the Alameda County Office of 
Education, to provide timely payroll checks to charter school employees. Alameda 
County Office of Education staff indicated that the delay in processing payroll 

“A number of payments 
for items subject to 

federal and state payroll 
taxes were made to 
the executive director 
through the charter 

school’s accounts payable 
system. Therefore, these 
amounts were not shown 

on Form W-2.”
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checks was due to poor communication and/or insufficient documentation submit-
ted by the charter school. FCMAT’s study did not include determining if these 
claims are correct.

Salary
The employment agreement effective July 1, 2006 established the executive director’s 
annual salary at $120,000 for the first year, with an increase to $165,000 effective 
July 1, 2007. 

A personnel authorization transmittal (PAT) form was prepared and signed by the 
charter school board president accelerating the effective date of the pay increase to 
April 1, 2007. The board meeting minutes that staff provided to FCMAT did not 
contain authorization by the full board of directors for this change.

Bonuses
Explanations of the bonuses paid to the executive director per the PAT forms are not 
consistent with language in the executive director’s employment agreement regarding 
bonuses. The employment agreement states:

Additionally, effective April 1st of each year, should the School meet 
enrollment and growth expectations and be deemed financially stable, the 
Executive Director shall receive a bonus in an amount no less than one 
month’s salary.

A bonus for two months’ salary was declared in February 2006; the PAT indicated 
that this was for “charter writing.” Another bonus of one month’s salary was declared 
in July 2007 and was described on the PAT as a “special stipend.” Both PAT forms 
were signed by the charter school board president, and both bonuses were reported 
on the executive director’s Form W-2. FCMAT reviewed the minutes of the board of 
directors’ meetings and found no specific authorization for the July 2007 payment; 
FCMAT did not review minutes prior to the 2006-07 fiscal year.

In December 2007, a PAT was processed and signed by the board president. 
Comments on this PAT state: “Board approved stipend equal to two month’s salary 
i.e. $27,000 for managing the growth of FAME and ensuring a clean audit. Already 
paid. Make formal entries in payroll over two months.” FCMAT did not find specific 
authorization for this stipend in the board meeting minutes provided by staff. In 
addition, the language on the PAT authorizing the stipend is inconsistent with the 
language in the executive director’s contract. Therefore, the charter school governing 
board needs to determine if the bonus as outlined on the PAT is in conformance 
with the employment contract. The payroll and accounts payable information pro-
vided to FCMAT did not indicate that this stipend had been paid as of November 
3, 2008. However, correspondence between the charter school and the county office 
indicates that the executive director was paid twice for two months’ vacation pay. 
The net amount was paid through the accounts payable system on June 12, 2007 for 
one month and on June 19, 2007 for the second month; the gross amount was paid 
through the payroll system on October 31, 2007 for one month and on November 
30, 2007 for the second month. As reported in the Vacation section of this report, 
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the executive director was paid twice for the 2006-07 vacation accrual rather than 
being paid for the vacation accrual and for the December 2007 bonus.

Although it is within the discretion of the charter’s governing board to raise salaries, 
it is not within its discretion to give employees a reward for work already performed, 
because this may constitute a gift of public funds. 

Housing Allowance
As indicated above, the charter school executive director’s employment agreement 
includes a housing allowance.

FCMAT reviewed a residential lease agreement that the executive director provided 
to the charter school, documenting that the lease commenced August 7, 2006 and 
terminated September 30, 2007, with a month-to-month provision thereafter. The 
executive director also claimed and was paid $2,500 for the month of July 2006; 
FCMAT was not provided a lease document supporting that month. The executive 
director reported verbally to FCMAT that she had a rental agreement in place for 
another location for July 2006.

Two $2,500 rent reimbursement payments were made to the executive director for 
the month of January 2008, one on December 4, 2007 and another on January 8, 
2008. All housing allowance payments were made through the accounts payable 
system, and none were reported to the federal and state taxing authorities on either 
Form W-2 or Form 1099.

Vacation 
The executive director’s employment agreement contains the following language 
regarding vacations:

The Executive Director is entitled to up to eight (8) work weeks (40 days) 
of paid time off for vacation each school year.  Such time off should be 
requested from the Board President in advance to ensure minimal impact 
upon the School. These days do accrue or carry over and are paid out as wages 
if unused, however no more than four weeks per year may be accrued over a two 
year period. 
(Emphasis added)

In FCMAT’s experience, the above italicized language is typically interpreted as 
providing the executive director with a payout of accrued but unused vacation at 
termination of the agreement, subject to the maximum specified accrual over a two 
year period. The interpretation and practice at the charter school has been to provide 
the executive director with periodic vacation payouts of the amount accrued.

Since 2006, the following payouts of accrued vacation have been made to the execu-
tive director:

July 31, 2006: two weeks•	
August 31, 2006: two weeks•	
June 12, 2007: four weeks•	
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June 19, 2007: four weeks•	
October 31, 2007: four weeks•	
November 30, 2007: four weeks•	
June 30, 2008: four weeks•	
September 30, 2008: eight weeks•	

A total of 32 weeks, or four full years of vacation accrual, have been paid to the 
executive director for the 2005-06, 2006-07, 2007-08 and 2008-09 fiscal years. This 
represents the entire amount earned during those four years. However, as reported in 
the Bonuses section of this report, the executive director was paid twice for the 2006-
07 vacation accrual rather than being paid for the vacation accrual and for the bonus 
shown on the December 2007 PAT. 

Table 8 summarizes the above information regarding vacation payouts.

Table 8: Vacation Payouts to Executive Director

Year Date Amount
Weeks
Paid

Accrual 
for Fiscal 
Year

Paid via 
Payroll 
or A/P

Reported 
via W-2 
or 1099

PAT  
Authorized 
By

7/31/2006 $5,000.00 2 2005-06 Payroll W-2
Exec 
Director

8/31/2006 $5,000.00 2 2005-06 Payroll W-2
Exec 
Director

6/12/2007 $9,350.00 4 2006-07 A/P No
Board 
President

6/19/2007 $9,350.00 4 2006-07 A/P No
Board 
President

2006-07 $ 28,700.00 12

10/31/2007 $13,750.00 4 2006-07 Payroll W-2
Duplicate 
Payment

11/30/2007 $13,750.00 4 2006-07 Payroll W-2
Duplicate 
Payment

6/30/2008 $13,750.00 4 Unknown Payroll
Not Yet 
Due

Board 
President

2007-08 $41,250.00 12

9/30/2008 $27,500.00 8 Unknown Payroll
Not Yet 
Due

Board 
President

2008-09* $27,500.00 8

Total $97,450.00 32

*Through November 3, 2008

The August 25, 2008 board meeting minutes indicate that the executive director 
requested “…the board to consider making an exception to her employment contract 
with the school in the area of in lieu of vacation time” and “…allow her to be paid 
out the remaining two months of vacation owed to her since 2007,” because work 
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demands made it impossible for her to use all her vacation time. The September 12, 
2008 minutes indicate board action to approve “In Lieu of Vacation for the School 
director.” 

Staff members reported that the charter school keeps no record of accrued vacation 
for its executive director, making it impossible to verify vacation used and available 
balances carried forward from year to year. The executive director’s employment 
agreement also states that vacation time should be requested in advance from the 
board president and that the executive director shall notify the board of her vacation 
schedule. The executive director reported that written requests were not submitted 
for the use of vacation time because a formal vacation was not taken. However, 
copies of e-mails between the charter school and county office were provided to 
FCMAT and indicate that the executive director used vacation time.

Expense claim documentation indicates that the executive director spent time away 
from the charter school during the 2006-07 and 2007-08 fiscal years. The executive 
director made the following notations on expense claims she submitted to the charter 
school, which imply that vacation time was used on some of these trips.

Tampa Bay, Florida •	
A $575.10 charge to the executive director’s personal VISA card for airline 
tickets includes the notation “50%,” initialed by executive director. The 
charter school reimbursed $287.55 in May 2007.
Tampa Bay, Florida, December 16, 2007 through January 6, 2008 •	
A $1,863.56 rental car receipt includes the notation, “5 days work - in lieu 
of pay while in Florida,” initialed by the executive director. The charter 
school reimbursed $1,863.56.
Tampa Bay, Florida, March 23, 2008 through April 1, 2008 •	
A $1,613.13 rental car receipt includes the notation, “reimburse 50% 
50-work, 50-pleasure.” The charter school reimbursed $806.57.

The executive director stated that it is assumed that the charter school employee 
handbook’s language regarding holidays applies to both exempt and non-exempt 
employees. However, the employee handbook provides for 10 holidays for both 
exempt and non-exempt employees. The handbook further states, “Other days 
during the school year such as days during the School’s “Spring Break” or February 
or October breaks shall be paid time for all non-exempt employees in active status.” 
The executive director is an exempt employee. In addition, the executive director’s 
employment agreement does not provide for holidays and does not make reference to 
the employee handbook.

Benefits
As indicated above, the executive director’s employment agreement provides for pay-
ments to purchase health and welfare benefits and life insurance.

FCMAT’s review of the documents provided by the charter school indicates that the 
payments for these benefits have not been made consistently. The first payment was 
on December 13, 2007 in the amount of $6,000, and varying amounts have been 
paid intermittently since that time. Based on the payments to date, it appears that 
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the benefits became effective on July 1, 2007; however, the employment agreement 
does not specify the start date for these benefits. The term of the agreement com-
menced on July 1, 2006, but it was not signed until March 20, 2007.

The above payments were provided to the executive director via the accounts payable 
system. None of these payments were reported on her Form W-2, and no Form 
1099 was prepared or filed. The executive director indicates she did not purchase any 
benefits because the payments were provided in lieu of such benefits. 

Auto Allowances
As indicated above, the executive director’s employment agreement provides for an 
automobile, not to exceed a purchase price of $75,000, as well as reimbursement for 
automobile insurance costs.

The charter school reimbursed the executive director for car rental intermittently 
during the first year of the agreement, including when her personal vehicle was under 
repair. In July 2007, the charter school purchased a 2007 Mercedes GL 450 for the 
executive director’s exclusive use, at a cost of $74,820. The charter school also paid 
$1,789 for a four year prepaid maintenance program for the vehicle.

The vehicle is registered in the name of BASIS and the name of the executive 
director, which is inconsistent with the agreement language. The executive director 
reported that the title was placed in both names to ensure that the vehicle could be 
secured by the school should her employment be terminated for cause as cited in the 
employment agreement language.

No amount indicating the value of the vehicle was reported on the executive direc-
tor’s Form W-2 for the 2007 calendar year.

According to IRS Publication 15-B, the value of a employer-provided fringe 
benefit, such as a vehicle, is the fair market value of that benefit. That is, the price 
an employee would incur to buy or lease the benefit in a standard business transac-
tion. Publication 15-B provides several rules an employer can use to determine the 
value of an employer-provided vehicle. Based on the information provided by the 
charter school, it appears that the IRS lease value rule applies in this circumstance. 
Publication 15-B also states, “If the automobile is used by the employee in your 
business, you generally reduce the lease value by the amount that is excluded from 
the employee’s wages as a working condition benefit. However, you can choose to 
include the entire lease value in the employee’s wages.” 

Table 9 shows that the estimated lease value is $8,471 for 2007 and $19,205 for 
2008. The 2008 value calculation assumes the vehicle is provided to the executive 
director for the entire 2008 calendar year. The charter school needs to work with its 
independent auditors to determine the value of the vehicle provided to the executive 
director and the amount that is to be reported on Form W-2.
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Table 9: Annual Lease Value of Employer-Provided Vehicle

Calendar Year

2007 2008

Purchase Price of Vehicle $74,820 $74,820 

Multiply by 25% $18,705 $18,705

Add $500 $500

Total $19,205 $19,205

Number of days provided 161 365

Number of days in calendar year 365 365

Proration factor (days provided/days in year) 0.4411 1

Reportable amount (Proration factor x Total) $8,471 $19,205

 
In February 2007, the executive director claimed and was provided a one-time 
$7,000 mileage stipend for several months’ mileage. The stipend covered the follow-
ing periods:

January 2006 through June 2006: one lump sum of $1,000.•	
September 2006 through February 2007: $1,000 per month.•	

No specific documentation was provided to support the mileage claim; rather, 
general examples were provided. The executive director indicated in her claim that 
the request was approved by the charter school board. However, FCMAT found no 
approval in the board meeting minutes provided by the charter school. The allow-
ances paid were not reported to the federal and state taxing authorities on either 
Form W-2 or Form 1099.

Payments for gasoline were also made from the petty cash bank account. A total of 
$4,520 was disbursed from this account for gasoline from April 5, 2007 through 
August 31, 2008. Supporting documentation indicates that $981 was charged by the 
executive director. The balance of these transactions was not supported by receipts or 
other documentation identifying the person who made the charge. 

Grant Writer Stipends
As noted previously, the executive director and the charter school entered into an 
independent contractor agreement for July 2007 through June 2008 that provided 
the executive director with a 10% stipend for successful grants written for the school. 
The agreement was signed by the board president on June 17, 2008. The following 
grant payments were made:

•	 June	18,	2008 •	
$76,000 program grant. Stipend amount: $7,600
•	 July	9,	2008 •	
$273,295 facility grant. Stipend amount: $27,329.50
•	 October	6,	2008 •	
$50,280 charter school facility grant. Stipend amount: $5,028
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FCMAT reviewed supporting documentation provided by the charter school indicat-
ing that the related grants were received. FCMAT was unable to determine who 
prepared the grant applications. The last two payments were made to the executive 
director after the term of the independent contractor agreement. The executive 
director reported that the grant payments were received by the charter school over a 
two-year period.

None of the payment authorizations were signed by a board member; they contained 
only notations of unidentified persons. The executive director reported that the 
board president authorized all such payments. No approval for the independent 
contractor agreement or any of the above payments was found in the charter school 
board of directors’ meeting minutes provided to FCMAT.

On March 14, 2007, the executive director was also provided a “Grant Property 
Reimbursement” stipend in the amount of $30,000. The executive director indicated 
that this payment was related to the start-up of FAME Public Charter School, but 
that payment was deferred because of cash flow issues. No supporting documenta-
tion to substantiate the purpose or authorization of this payment was provided to 
FCMAT. While it is within the discretion of the charter school’s governing board 
to raise salaries, it is not within its discretion to give employees a reward for work 
already performed, because this may constitute a gift of public funds. 

All of the payments were made via the accounts payable system and were not sub-
jected to income tax withholding or statutory payroll taxes and were not reported to 
the federal and state taxing authorities on either Form W-2 or Form 1099.

Except in a few extremely rare and limited circumstances, once an employer-
employee relationship is established it is common practice in public schools to treat 
the employed individual as an employee when compensating them for services 
provided. This helps ensure that the appropriate employee tax withholdings and 
employer payroll taxes are reported and paid. Once an individual is an employee, he 
or she is considered to be under the control and supervision of the employer and can 
no longer be independent; common legal definitions of an employer/employee rela-
tionship are met. Internal Revenue Service Revenue Ruling 87-41 provides further 
clarification regarding this issue.

The “duties and responsibilities” section of the executive director’s job description, 
provided by the charter school on December 16, 2008, lists the following: “Perform 
Grant writing as available or manage consultant who perform* such services.” This 
language further indicates that grant writing responsibilities are considered part of 
the employer-employee relationship between the executive director and the charter. 
*This wording is contained in the original document
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Expense Claims
FCMAT reviewed expense claims filed by the executive director from January 1, 
2006 through November 3, 2008, with a total value of $39,242. Several claims 
included questionable expenditures relating to the use of charter school funds. A list 
and narrative of these items follows.

Vehicle rental 
Reimbursement of $14,701 was provided for 12 car rentals. Notations on the sup-
porting documentation for some of these car rentals indicate that a portion of the 
time spent on these trips was for the executive director’s vacation. As noted in the 
Vacation section of this report, accrued vacation was paid to the executive director 
in lieu of time off. In addition, $3,781, of this reimbursement was for vehicle rentals 
that occurred after the charter school had provided the executive director with a 
vehicle. The executive director reported that these vehicles were rented for travel out 
of town.

Mileage 
As noted earlier, a one-time $7,000 mileage stipend for several months’ mileage 
was paid, and $1,721 in other mileage was also reimbursed. The latter mileage 
amount was claimed for periods outside the period of time noted for the $7,000 
reimbursement but was not included in the compensation tables above because it was 
appropriately documented and paid at or below the IRS mileage reimbursement rate 
in effect at the time.

Fuel  
A total of $2,391 was reimbursed for fuel for the executive director’s vehicle. Some of 
this fuel was claimed for time periods that were covered by the $7,000 mileage claim 
noted above. In addition, $4,520 in fuel costs was charged to the petty cash account, 
in part by the executive director, but none of these charges were made during the 
time period of the $7,000 mileage reimbursement (see Petty Cash Account section of 
this report). FCMAT did not observe an overlap in dates between the time gasoline 
was charged to the petty cash account by the executive director and the receipts for 
reimbursements to the executive director for expense claims she submitted. The 
executive director reported that the fuel was for rental vehicles while the director’s car 
was being repaired.

Vehicle repair 
A reimbursement of $450 was provided to settle damages to another party’s vehicle 
as a result of an automobile collision that occurred while the executive director was 
driving her school-provided vehicle.

Hotels 
Reimbursement of $2,859 was provided to the executive director for the executive 
director, one other employee and three board members’ attendance at a national 
charter school conference in New Orleans, Louisiana on June 21-24, 2007. Of this, 
$2,490 was for hotel rooms. The executive director was also reimbursed for restau-
rant and telephone charges incurred by the group, and lounge, bar, mini bar, and 
in-room movie charges to board member’s rooms. The executive director indicated 
that any personal expenses were charged to the school in error when the reimburse-
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ment claim was submitted and that these will be billed back to the individuals who 
made them.

Internet fees  
A reimbursement of $104 was provided for internet fees. According to the executive 
director, all such fees were incurred for business purposes. The executive director’s 
employment agreement contains no provision for reimbursement of internet fees.

Gift Cards and Cruise 
Reimbursement was provided for $150 worth of gift cards for staff appreciation 
and $68 for four persons to take a Hornblower Cruise in San Diego. According to 
the executive director, these were staff appreciation and team-building activities for 
charter school staff.

Article 16, Section 6, of the California Constitution provides that the state 
Legislature cannot authorize any county, city, or other political subdivision to make 
any gift of public funds to an individual or corporation. Charter schools are consid-
ered a component of a political subdivision for this purpose. If the expenditure does 
not fall under one of the two exemptions provided in the Constitution, it may be 
considered a gift unless the expenditure is for a public purpose. 

Credit Card Fees 
Reimbursement of $78 was provided for past due fees on a personal credit card. 
Errors in preparing the expense claim form resulted in a $39 fee being reimbursed 
twice.

Recommendations
The charter school should:

1. File with the federal and state taxing agencies corrected forms W-2 that 
include all reportable wages for the executive director for the 2006 and 2007 
calendar or tax years.

2. Ensure that reportable wages for all employees are paid through the payroll 
system rather than through accounts payable, and ensure that they are prop-
erly reported on Form W-2.

3. Ensure that all compensation changes for the executive director are approved 
by the board of directors.

4. Ensure that all payment authorizations for the executive director are signed 
by a member of the board of directors.

5. Ensure that any bonuses paid to the executive director are consistent with 
the employment agreement and are approved by the board of directors. 
Specifically, the December 2007 PAT should be reviewed to determine if it 
is consistent with the terms of the employment agreement.

6. Review the executive director’s housing allowance payments and recover any 
funds that have been paid in error. 

7. Reconcile all vacation earned, used and paid to the executive director, and 
recapture any overpayments.



alaMeda county oFFice oF education – FaMe Public charter school

31e x e c u T i v e  d i r e c T o r ’ s  c o m p e n s aT i o n

8. Develop a policy requiring that all accruals and use of vacation, sick leave 
and any other leaves be tracked for all employees, including the executive 
director.

9. Require the executive director to comply with the employment agreement 
regarding notifying the board of directors about vacation time.

10. Determine whether the medical, dental and life insurance benefits referred 
to in the employment agreement are intended to be provided in lieu of 
purchase, or if the executive director is to be reimbursed only if benefits are 
purchased.

11. Ensure that the automobile provided for the executive director in the 
employment agreement is reported correctly on the executive director’s Form 
W-2.

12. Refrain from entering into independent contractor agreements with the 
executive director or other charter school employees.

13. Require that all claims for reimbursement include itemized supporting docu-
mentation to ensure that only appropriate charter school-related expenses are 
reimbursed.

14. Review all prior expense claims filed by the executive director and recover 
any funds that were paid in error or that did not have a legitimate business 
purpose.

15. Ensure that all expense claims submitted by the executive director are 
reviewed and authorized by a member of the board of directors.

16. Establish a board policy with guidelines regarding allowable and prohibited 
expenditures.
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Other Expenditures
The charter school has three main bank accounts. The operating account (referred to 
in this report as accounts payable) is the charter school’s primary checking account. 
The Alameda County Office of Education account is a clearing account used to 
receive revenues passed through the county office. The petty cash account is operated 
in a manner similar to a revolving account in that it has a specified account balance, 
$3,000, which is periodically reimbursed from the operating account.

Petty Cash Account
The petty cash account was established to provide a convenient way for certain 
employees to access materials and supplies for the charter school. Employees access 
the account via bank debit cards issued to them. Charter school staff reported that 
debit cards are issued to the executive director and the office assistant. FCMAT 
found no evidence that individual employees’ charges against this account were 
authorized in advance by a charter school administrator. Documents provided indi-
cated that expenditures totaling $108,139 were charged to this account from July 1, 
2006 through August 31, 2008 (excluding an erroneous withdrawal of $25,000 by 
the bank, which was later reversed).

Numerous daily operational expenditures were charged to this account. Common 
practice in public schools is to use this type of account intermittently for small and/
or emergency purchases, and to use the accounts payable system for all other expen-
ditures. This helps ensure that proper internal controls are followed.

Effective internal controls are the foundation of sound financial management and 
allow educational agencies to fulfill their educational mission while helping to ensure 
efficient operations, reliable financial information and legal compliance. Internal 
controls also help protect educational agencies from material weaknesses, serious 
errors and fraud.

All educational agencies should establish internal control procedures that do the fol-
lowing: 

1. Prevent internal controls from being overridden by management.

2. Ensure ongoing state and federal compliance.

3.  Provide assurance to management that the internal control system is sound.

4.  Help identify and correct inefficient processes.

5. Ensure that employees are aware of the expectations for proper internal 
control.

FCMAT’s review of the petty cash documentation provided by the charter school 
indicates the following questionable expenditures.

ATM Withdrawal 
A withdrawal of $83 was made from an ATM in New Orleans, Louisiana on June 
24, 2008, with an additional ATM fee of $2.50. Documentation indicating the 
reason for this transaction was not provided to FCMAT. However, the executive 
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director indicated this was for lunch and other incidentals while at the charter 
schools conference.

PayPal Payments  
Withdrawals of $998 were made for PayPal payments. According to the executive 
director, these charges were incurred to pay day laborers who helped move items 
from the Newark office to storage. The charter school did not want to provide cash 
directly to the laborers and instead used the PayPal system to make these payments. 

Gift Cards  
From July 1, 2006 through August 31, 2008, $310 was withdrawn from the petty 
cash account to purchase gift cards. The cards were used to reward students for their 
performance at a spelling bee.

Flowers, Balloons, Gift Baskets, Party Supplies 
From July 1, 2006 through August 31, 2008, $4,097 was spent from the petty 
cash account for flowers, balloons, gift baskets and party supplies. These items 
may be considered a gift of public funds. Article 16, Section 6, of the California 
Constitution provides that the state Legislature cannot authorize any county, city, 
or other political subdivision to make any gift of public funds to an individual or 
corporation. Charter schools are considered a component of a political subdivision 
for this purpose.

If a charter school’s expenditure does not fall under one of the two exemptions pro-
vided in the California Constitution, it may be considered a gift unless the expendi-
ture is for a public purpose. If the funds are to be used for a public purpose, they are 
not a gift within the meaning of the constitutional prohibition (California Teachers 
Assn. v. Board of Trustees (1978) 146 Cal.Rptr. 850, 855). When an educational 
agency’s board of directors has determined that a particular type of expenditure serves 
a public purpose, the courts have often deferred to that finding. However, the charter 
school’s board of directors’ meeting minutes and board policies provided to FCMAT 
did not contain any such determination regarding the above-mentioned items. 

Meals 
From July 1, 2006 through August 31, 2008, $10,356 was spent from the petty cash 
account for meals for staff, board members and other individuals. In most cases no 
detail was provided regarding the number of staff members that participated or their 
names. In addition, the business purpose of the event was not always indicated.

Airfare, Travel and Professional Development 
$36,437 was spent for various items including conference registrations, lodging, car 
rentals and airline tickets. One hotel statement also contained charges for in-room 
movies.

Insufficient Funds Charges 
During the period reviewed, $956 was charged to the petty cash account for insuf-
ficient funds charges. Charter school staff stated that the original bank where this 
account was operated applied insufficient funds charges whenever the account was 
overdrawn. This occurred from time to time, yet staff members responsible for man-
aging the account were unaware of the overdrafts and did not act to correct them in 
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a timely manner. After the bank was purchased by a different financial institution in 
2007, electronic transfers were allowed to cover overdrafts.

Traffic Citation 
In December 2007, $958.00 was paid for a traffic citation. The executive director 
indicated that this citation occurred while she was driving her school-provided 
vehicle.  The citation alleged speeding, driving the vehicle without current evidence 
of insurance, and having a vehicle registration address that did not match either the 
address on the executive director’s driver’s license or the address on the expired proof 
of insurance form. The executive director reported that the board president approved 
the charter school’s payment of the citation because the insurance paperwork was the 
responsibility of the charter school. FCMAT did not observe any evidence of board 
approval for payment of the citation.

Other Items 
Numerous other expenditures were processed through the petty cash account during 
the period reviewed, including fuel charges, vehicle repairs and insurance for the 
vehicle provided to the executive director, computers, furniture, office supplies, 
instructional materials, postage, shipping and internet fees. Monthly bank statements 
and reconciliations provided by the charter school did not include itemized receipts 
for some of the items listed on the statements, making it impossible to determine the 
purpose for some of the charges.

Credit Card Accounts
Charter school staff reported that the charter school has two credit card accounts: an 
American Express account through Costco for the administrators at the Dublin site, 
and an American Express account through jetBlue for the executive director.

The American Express account through Costco was used to purchase items similar to 
those purchased through the petty cash account, such as gift cards (which notations 
state were for parent and staff awards), florist charges, shipping charges, a computer, 
office equipment and supplies, and travel and meals for staff. In addition, the state-
ments reviewed contained five late payment fees. Although two of the statements 
include a notation indicating that the late payment fee was waived, accounts need to 
be managed to ensure that late payment fees are not incurred.

Statements for the American Express account through jetBlue showed minimal activ-
ity. The last charges made to the account were in April 2008.
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Recommendations
The charter school should:

1. Cease using the petty cash account and credit card account for routine 
operating expenses; pay these expenses using the accounts payable system 
(operating account).

2. Require that all purchases using petty cash, credit card accounts or operating 
funds have properly authorized written purchase requisitions, and require 
itemized receipts and the signature of the employee for each purchase.

3. Assign a designated management employee responsibility for review and 
authorization of all requisitions against the petty cash and credit card 
accounts.

4. Prohibit all cash withdrawals from the petty cash account, including those 
using the PayPal system.

5. Prohibit payment for day labor from the petty cash account. Ensure that all 
employees, including day laborers, are paid through the payroll system and 
that IRS regulations and employment laws are followed.

6. Establish a board policy that identifies allowable and prohibited expenditures 
as well as the public purpose for purchases of items such as gift cards, flowers 
and gift baskets.

7. Indicate the business purpose and the participants when meals are provided 
as a part of staff development, staff appreciation or any other activity. 
Require itemized receipts for all meal purchases.

8. Seek reimbursement from employees for any in-room movie charges paid by 
the charter school. 

9. Ensure that all accounts are managed so that late fees and insufficient funds 
charges are not incurred.

10. As long as the vehicle provided to the executive director is registered in the 
name of the charter school, ensure that evidence of the vehicle’s insurance is 
kept in the vehicle and on file at the administrative office at all times.

11. Establish a board policy that prohibits using charter school funds to pay for 
citations, fines or other penalties incurred by employees.

12. Consider establishing accounts with vendors that accept purchase orders 
(such as those that provide office supplies) to take advantage of the conve-
nience, controls and cost savings that this arrangement provides.

13. Review shipping charges and consider establishing an account with the US 
Postal Service to lower costs.
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Right Start Foundation
Allegations made to the county office indicate that charter school funds were used to 
support or contribute to the Right Start Foundation, which was reportedly religious 
in nature. This raises the question of whether a charter school-sponsored event 
created a separation of church and state issue for the charter school. The principle 
of separation of church and state applies to all forms of government in the United 
States, including public schools because they are political subdivisions of the states. 
As a public school, the FAME Public Charter School is subject to this principle. 

In the course of FCMAT’s review, current and past employees of the charter school 
indicated that the charter school actively promoted a community event sponsored 
by the Right Start Foundation: a cruise on the San Francisco Bay on November 
11, 2007, featuring a speaker from the foundation. According to the charter school 
executive director, the event was designed to increase awareness, tolerance and under-
standing among multi-ethnic and multilingual groups and cultures, consistent with 
the mission of the charter school.

The executive director also reported that the event provided an opportunity for the 
school to network with a variety of local, state and federal public officials who were 
interested in the community event. A luncheon funded by the charter school was 
held at the charter school’s administrative offices to help promote the event to these 
officials. Further, it was hoped this activity would raise awareness of the charter 
school and its role in promoting multicultural and multilingual appreciation and 
understanding in the community. The event was reportedly one of several to be 
conducted in the Bay Area over a two week period. 

Financial records indicate that $6,252.50 in charter school funds was used to pay 
for the November 11, 2007 event involving the Right Start Foundation. The cost 
included service charges, port fees, non-alcoholic beverages, and food for 50 people. 
The Right Start Foundation USA paid $7,500 to the charter school on January 20, 
2008, and the check was deposited on January 23, 2008. According to the charter 
school’s executive director, this payment was to offset costs and provide a donation to 
the charter school from the activity as a small gesture of appreciation.

No approval of the charter school’s participation in this event was included in the 
charter school’s board of directors’ meeting minutes provided to FCMAT. However, 
the January 22, 2008 minutes include the director’s report, which states that the 
director, “…was also happy to announce that FAME has received a $7,500 dollar 
donation from the Right Start Foundation earmarked for Arabic curriculum.”

Based on the information provided, it does not appear that the event in question 
violated statutory provisions regarding the separation of church and state, including 
the First Amendment to the United States Constitution; California Constitution, 
Article 1, Section 4: Declaration of Rights; California Constitution, Article 9, 
Section 8: Education; and California Constitution, and Article 16, Section 5: Public 
Funds, Aid of Religious Purposes or Institutions. There is no evidence of a sectarian 
purpose, advancement of religion or excessive entanglement of charter school officials 
in religious activities. However, the governing board and staff of the charter school 
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need to be aware of these statutory restrictions and avoid anything that would appear 
to be a violation. 

Recommendation
The charter school should:

1. Ensure that administrators and board members are aware of the statutory 
provisions regarding the separation of church and state, and refrain from any 
activity that may violate these provisions.
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Conflict of Interest
A conflict of interest exists when an individual’s private interests, such as outside 
professional or financial relationships, might interfere with his or her professional 
obligations to a public employer. Such situations do not necessarily imply wrongdo-
ing or inappropriate activities. When faced with questions involving conflicts of 
interest caused by the employment or appointment of a public official, such as a 
board member or an administrator, it is important to consider the legal and ethical 
issues and to review applicable board policies and statutory mandates.

If a board member or administrator is in a meeting when the board intends to dis-
cuss, deliberate or gather information about a contract in which he or she has a per-
sonal financial interest, the board member or administrator should remove himself or 
herself from the meeting and ensure that the abstention and departure are recorded 
in the minutes. Even if a board member or administrator does not participate in the 
original contracting process, he or she may violate the law for taking subsequent 
action on the contract, such as authorizing payment under a contract or negotiating 
disputes over contract terms. Therefore, the board member or administrator should 
abstain from all discussions, negotiations and votes related to the contract in which 
he or she has a personal financial interest.

California Government Code Section 1090 states the following:

Members of the Legislature, state, county, district, judicial district, and 
city officers or employees shall not be financially interested in any contract 
made by them in their official capacity, or by any body or board of which 
they are members. Nor shall state, county, district, judicial district, and city 
officers or employees be purchasers at any sale or vendors at any purchase 
made by them in their official capacity.

As used in this article, “district” means any agency of the state formed 
pursuant to general law or special act, for the local performance of govern-
mental or proprietary functions within limited boundaries.

The Political Reform Act of 1974, Government Code section 81000 and following, is 
the starting point for any consideration of conflict of interest laws in California. The 
following declaration at the outset of the Political Reform Act forms the foundation 
of the conflict of interest provisions: “Public officials, whether elected or appointed, 
should perform their duties in an impartial manner, free from bias caused by their 
own financial interests or the financial interests of persons who have supported them” 
(Government Code 81001(b)). Chapter 7 of the Political Reform Act (Government 
Code sections 87100 and following) addresses conflict of interest situations.

The stated intent of the Political Reform Act was to establish a mechanism to identify 
and avoid conflicts of interest. The Act states: “Assets and income of public officials 
which may be materially affected by their official actions should be disclosed and in 
appropriate circumstances the officials should be disqualified from acting in order 
that conflicts of interest may be avoided” (Government Code 81002(c)).

The Fair Political Practices Commission (FPPC) is the agency primarily charged with 
advising officials, informing the public and enforcing the conflict of interest provi-
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sions of the Political Reform Act. In the state of California, state officers and certain 
state employees are required to file a Form 700, Statement of Economic Interests, 
issued by the FPPC. Each designated individual is to file an initial statement, a 
statement when assuming office, an annual statement, and a statement when leaving 
office. Once filed, the Statement of Economic Interests becomes a public document.

Article IX of the Bylaws of the Bay Area School for Independent 
Study (BASIS) and the charter school’s Board Policy #2005-14 
address the charter school’s policies regarding conflicts of inter-
est and statements of economic interest in accordance with the 
Political Reform Act of 1974 and Government Code sections 
87100 and following. The charter school’s charter petition also 
states that the charter school will comply with the Political 
Reform Act.

The Political Reform Act (Government Code Section 87100) 
prohibits public officers and employees from participating 
in or attempting to influence decisions that have a material 
effect on their sources of income. Based on the documentation 
provided and interviews conducted, the executive director may 

have violated the statute regarding conflict of interest because the executive director 
acted to promote and raised the salary of an employee who shortly thereafter moved 
into a home owned by the executive director. An additional salary increase was also 
approved by the executive director during the time the employee reportedly lived in 
the home.

Although FCMAT was not provided a rental agreement, the executive director 
reported that she purchased a condominium in April 2007 and that the employee 
was allowed to live there in exchange for payments made by the employee to the 
executive director for home improvements. The executive director reported that the 
employee lived in the home for approximately one year beginning in April or May 
of 2007 and made inconsistent payments totaling approximately $2,500 per month. 
The employee’s 2007 Form W-2 indicates that the employee’s home address was that 
of the condominium owned by the executive director. 

According to the bylaws of BASIS, Article VII, Section 2, the board of directors 
has the power to “appoint and remove, at the pleasure of the Board of Directors, all 
corporate officers, agents, and employees; prescribe powers and duties for them as 
are consistent with the law, the articles of incorporation, and these bylaws; fix their 
compensation; and require from them security for faithful service.”

According to the September 19, 2006 board minutes, the board of directors del-
egated to the executive director the authority to hire and dismiss staff and perform 
other human resources functions. The executive director is a member of the board, 
and the minutes indicate that all board members voted in favor of this agenda item.

The Political Reform Act 
(Government Code Section 
87100) prohibits public 
officers and employees 
from participating in or 
attempting to influence 
decisions that have a 
material effect on their 

sources of income.
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Personnel authorization transmittals (PATs) related to the aforementioned employee 
and signed by the executive director include the following:

Position Title: Office Clerk 
Date Service to Begin: 9/28/2006 (Late Start) 
Location: Fremont 
Type of Position: Full-time, classified, 12 months per year 
Comments: $15 an hour. See Late Start. 
Base Salary: $15 per hour

Position Title: Office Clerk 
Date Service to Begin: 2/1/2007 
Location: Fremont 
Type of Position: Full-time, classified, 12 months per year 
Comments: Status Change to Full Time. 
Base Salary: $35,000

Position Title: Office Manager 
Date Service to Begin: 2/1/2007 
Location: Fremont 
Type of Position: Full-time, classified, 12 months per year 
Comments: Salary adjustment effective February 1, 2007. Please adjust dif-
ference for previous month from 35K to 45K annual. (45K annually, 12/12 
versus 35K annually, 12/12) and continue correct salary of 45K annual for 
March 1st and beyond. 
Base Salary: $45,000

Position Title: Admin Assistant 
Date Service to Begin: 8/1/2007 
Location: Newark 
Type of Position: Full-time, classified 
Comments: Additional monthly stipend of $1,000 besides salary. This is 
based on additional work being completed in the accounting department, 
specifically processing and managing insurance.

An additional PAT was provided which was signed by the board president and shows 
the following:

Position Title: Office Manager 
Date Service to Begin: 7/1/2007 
Location: Fremont 
Type of Position: Full-time 
Comments: Special Stipend of $1,000 to be paid in month of July 2007.

According to a PAT dated June 11, 2008, and signed by the executive director, the 
employee was terminated.

In March 2009, the charter school provided FCMAT with a document titled List of 
Employees for Budget 2008, dated May 8, 2007. The document lists the above-refer-
enced employee as an office clerk with a current and revised gross salary of $45,000. 
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The May 8, 2007 board minutes indicate that the board took action “to approve the 
hires and positional changes” with a vote of 4 to 0.

Board Policy #2005-14 states that each designated employee, including governing 
board members, shall file an annual statement of economic interest. However, the 
executive director reported that statements have not been filed for 2006, 2007 or 
2008.

Board Policy #2005-14, VI, Disqualification, states, in part, the following:

No designated employee shall make, participate in making, or try to use 
his/her official position to influence any Charter School decision which he/
she knows or has reason to know will have a reasonably foreseeable material 
financial effect, distinguishable from its effect on the public generally, on 
the official or a member of his or her immediate family or on: A. Any busi-
ness entity or real property in which the designated employee has a direct 
or indirect investment or interest worth one thousand dollars ($1,000) or 
more. B. Any source of income totaling two hundred fifty dollars ($250) 
or more provided or promised to the designated employee within twelve 
months prior to the decision.

Board Policy #2005-14, VII, Manner of Disqualification, states, in part, the follow-
ing:

B. Governing Board Member Designated Employees. Governing Board 
members shall disclose a disqualifying interest at the meeting during which 
consideration of the decision takes place. This disclosure shall be made part 
of the Boards’ official record. The Board member shall then refrain from 
participating in the decision in any way (i.e., the Board member with the 
disqualifying interest shall refrain from voting on the matter and shall leave 
the room during Board discussion and when the final vote is taken) and 
comply with any applicable provision of the Charter School bylaws (see, 
Article IX, Contracts With Directors).

In reviewing the board minutes provided for the 2006-07, 2007-08, and 2008-09 
fiscal years, FCMAT found no indication that the executive director had disclosed 
her interest in the real property or refrained from participating in the decision to 
increase the salary and promote the employee who paid to live at the real property. 
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Recommendations
The county superintendent should:

1. Notify the governing board of the charter school and the local district attor-
ney that a violation of Government Code sections 1090 and 87100 may have 
taken place.

The charter school should:

2. Ensure that all employees and board members who are in the classifications 
which require them to complete Form 700 do so and submit the form to the 
proper county agency.

3. Ensure that the board members and designated employees complete ethics 
training regarding the roles and responsibilities of public officials in relation 
to conflicts of interest and the Fair Political Practices Act.
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Board Meetings
California Government Code Section 54950 and following, known as the Ralph M. 
Brown Act, regulates how meetings of public agencies are to be conducted and states, 
“In enacting this chapter, the Legislature finds and declares that the 
public commissions, boards and councils and the other public agen-
cies in this State exist to aid in the conduct of the people’s business. 
It is the intent of the law that their actions be taken openly and that 
their deliberations be conducted openly.”

Government Code Section 54952.2(a) states, “As used in this chapter, 
‘meeting’ includes any congregation of a majority of the members of a 
legislative body at the same time and place to hear, discuss, or deliber-
ate upon any item that is within the subject matter jurisdiction of 
the legislative body or the local agency to which it pertains.” Section 
54953(a) goes on to state, “All meetings of the legislative body of a 
local agency shall be open and public, and all persons shall be permitted to attend 
any meeting of the legislative body of a local agency, except as otherwise provided in 
this chapter.”

The government code also states that regular and special meetings of the legislative 
body are to be held within the boundaries of the territory over which the local 
agency exercises jurisdiction, with some noted exceptions, and that agendas must be 
posted at least 72 hours before a regular meeting and 24 hours before a special meet-
ing. Action or discussion may not occur on any item which is not on the agenda, 
except under limited circumstances. 

The Bylaws of BASIS, Article VII, Section 14, Place of Board of Directors Meetings, 
states, “Meetings shall be held at the principal office of the corporation. The Board 
of Directors may designate that a meeting be held at any place within California that 
has been designated by resolution of the Board of Directors or in the notice of the 
meeting. All meetings of the Board of Directors shall be called, held and conducted 
in accordance with the terms and provisions of the Ralph M. Brown Act, California 
Government Code Sections 54950, et seq., as said chapter may be modified by 
subsequent legislation.”

The charter school’s charter petition and the memorandum of understanding with 
the Alameda County Board of Education and the Alameda County Superintendent 
of Schools also state that the charter school will comply with the Brown Act.

Information from the charter school executive director indicated that the charter 
school governing board held a one-week retreat/conference in Orlando, Florida 
in October of 2008. An agenda was not posted for this event. Topics reportedly 
included information regarding board governance, presented by a consultant who 
was present for a portion of the time. Other topics included strategic planning, 
objectives of evaluating positions, evaluation of the current charter, and orientation 
for a new board member. It was reported that a lender also joined the board during 
the retreat/conference.

When a majority of 
the governing board 
meets to discuss mat-
ters concerning the 
charter school, it is 
considered a meeting 
under the Brown Act.
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In addition, board information sessions were reportedly held in Fremont during 
October and November of 2008, but board agendas were not posted for these meet-
ings.

When a majority of the governing board meets to discuss matters concerning the 
charter school, it is considered a meeting under the Brown Act. There is no basis for 
a distinction to be made between a meeting and sessions referred to as conferences, 
retreats, or workshops, unless the conference/workshop is put on by third parties 
and attendance is open to people outside the charter school, such as at the annual 
California School Boards Association (CSBA) conference. At such a conference, 
however, it is still not permissible for members of the charter school board to discuss 
matters concerning the charter school which they govern.

Recommendations
The charter school should:

1. Conduct all governing board meetings in accordance with the Ralph M. 
Brown Act, including meeting within the required geographic boundaries 
and posting board agendas.

2. Ensure that the governing board members receive training regarding the 
Ralph M. Brown Act from an agency that has expertise in this area, such as 
the CSBA.
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Appendix A

Study Agreement
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Appendix B
The FAME Charter School has provided responses to FCMAT’s findings and recommendations and 
they are included in this appendix and made part of this report for informational purposes only. 
FCMAT’s scope of our work was not sufficient to enable FCMAT to express an opinion on the 
attached responses from the FAME Charter School referred to in the appendix section. 

FAME Charter School’s Responses
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