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EXECUTIVE SUMMARY 

P u r p o s e 

The Office of the State Auditor received allegations from the North Carolina Department of Public 
Instruction (DPI) regarding potential misspending by administrators at Kinston Charter Academy (School). 

B a c k g r o u n d 

The School opened in 2004 and served students from Lenoir, Pitt, and Greene counties in kindergarten 
through eighth grade. The School relinquished its charter on September 4, 2013, in response to DPI's 
concerns about the School's finances and administrative oversight. 

K e y F i n d i n g s 

• School received $666,818 of state appropriations despite multiple citations for fiscal 
mismanagement. 

• School overstated attendance estimate which inflated state funds received by more than $300,000. 

• Inexperience and limited participation led to inadequate board and administrative oversight of 
School. 

• School employed Chief Executive Officer/Principal's (CEO) unqualified relatives, at a cost of 
$92,500 in the School's final year. 

• Despite ultimately owing more than $370,000 in payroll obligations, questionable payments of more 
than $11,000 were made to the CEO and his wife. 

• Declining student attendance, unrealized private donations, and high operating costs contributed to 
School's insolvency. 

K e y R e c o m m e n d a t i o n s 

• The State Board of Education (State Board) should establish guidelines regarding the frequency 
and significance of financial performance/compliance issues that are allowed before a school 
charter is revoked or not renewed. 

• The State Board should seek legislative changes to revise Its annual funding model to require 
documentation from schools to support projected attendance increases, especially for schools with 
financial performance or compliance issues. 

- The State Board should require charter schools to include at least one board member with training 
and/or experience in school administration, one board member with a business background, and 
one senior administrator with a school administration background. 

• The State Board should prohibit familial relationships at charter schools between board members 
and senior administrators. 

• DPI should consider pursuing civil action to recover any misspent funds Including more than 
$11,000 of vacation payouts to the CEO and his wife. 

• The State Board should closely review a school's projected financial solvency when approving the 
initial charter or renewing charters. 

The key findings and recommendations in this summary may not be inclusive of all the findings and recommendations 
in this report. 
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AUDITOR'S TRANSMITFAL 

January 28, 2015 

The Honorable Pat McCrory, Governor 
Members of the North Carolina General Assembly 
Dr. June St. Clair Atkinson, State Superintendent of Public Instruction 
Mr. William Cobey, Chairman, State Board of Education 
Mr. Ozie Lee Hall, Jr., Chief Executive Officer/Principal, Kinston Charter Academy 
Demyra R. McDonald Hall, Chairman of the Board, Kinston Charter Academy 

Ladles and Gentlemen: 

Pursuant to North Carolina General Statute §147-64.6(c)(16), we have completed an 
Investigation of allegations concerning Kinston Charter Academy. The results of our 
investigation, along with recommendations for corrective action, are contained in this report. 

Copies of this report have been provided to the Governor, the Attorney General and other 
appropriate officials in accordance with G.S. §147-64.6(c)(12). We appreciate the 
cooperation received from management and the employees of Kinston Charter Academy 
and the North Carolina Department of Public Instruction during our investigation. 

Respectfully submitted, 

Beth A. Wood, CPA 
State Auditor 
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INTRODUCTION 

The Office of the State Auditor received allegations from the North Carolina Department of 
Public Instruction (DPI) concerning the operations of Kinston Charter Academy (School) 
which relinquished its charter on September 4, 2013. DPI suspected potential misspending 
of state and federal funds by the School's Chief Executive Officer/Principal. 

Our investigation of these allegations included the following procedures; 

• Review of North Carolina General Statutes, North Carolina Administrative Code, a n d 
State Board of Education and DPI policies and procedures 

• Interviews of DPI's Office of Charter Schools and Division of School Business 
Services staff, School employees and board members, local school systems officials, 
public accounting firm representatives, various bank/credit union officials, and other 
state government representatives from the North Carolina Department of 
Commerce's Division of Employment Security and the North Carolina Department of 
State Treasurer's State Health Plan and State Retirement System 

• Examination and analysis of the School's available financial documents and records 

• Examination of charter school financial and academic summary data 

• Forensic examination of selected School computers 

This report presents the results of our investigation. The investigation was conducted 
pur suan t to North Carolina General Statute §147-64.6(c)(16). 
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Charter Schoo ls 

The North Carolina General Assembly ratified House Bill 955 on June 21, 1996,1 which 
established charter schools in North Carolina. A board of directors of a non-profit entity 
operates each charter school and submits an application for its charter to the North Carolina 
Charter School Advisory Board2 with final approval by the State Board of Education (State 
Board). Each charter school's board of directors makes decisions regarding each school's 
operations, budget, and curriculum. 

Charter schools are public schools and are accountable to the State Board for compliance 
with applicable laws and the provisions of their charters. Charter schools are publicly-funded. 
The State Board provides funding based on an allocation per student a s required by law. 

Kinston Charter Academy 3 

A Kinston businessman founded Kinston Charter Academy (School) in 2004 with the 
assistance of the Greater Kinston Community Development Corporation to provide more 
educational opportunities for local children. The School purchased a vacant manufacturing 
building in Kinston and retro-fitted it into an academic building with multiple classrooms, a 
library, and cafeteria. The School served children from kindergarten through eighth grade 
and provided transportation for students from Lenoir. Pitt, and Greene counties. 

The School was led by a Chief Executive Officer/Principal (CEO) under the direction of a 
volunteer board of directors. In accordance with the Charter School Act, the board was 
responsible for operations including budgeting and curriculum. The CEO acted as both the 
financial and academic leader of the School. 

The School experienced financial solvency problems from its inception. The CEO said that 
the School would have closed due to financial problems in 2007 if not for personal loans that 
five of the eight board members took out. The North Carolina Department of Public 
Instruction (DPI) cited the School on multiple occasions from 2008 through 2013 regarding 
financial deficiencies. DPI raised the warning status in 2010 and began to take more serious 
actions against the School in 2013. 

In August 2013, DPI notified the School of its intention to recommend that the State Board 
revoke the School's charter. On September 4, 2013, the State Board planned to initiate 
revocation but the School surrendered its charter voluntarily at the State Board meeting. The 
School's last day of classes was September 6, 2013. The existing students transferred either 
to other charter schools, such a s Children's Village Academy in Kinston, or to public schools 
in Lenoir and Pitt counties. 

State Board of Educat ion5 

The State Board consists of the Lieutenant Governor and the State Treasurer who serve a s 
ex-6fficio members with 11 other members appointed by the Governor and confirmed by the 

1 North Carolina General Statute §115C-238.29A 
2 The Charter School Advisory Board makes recommendations to the State Board on the adoptions of rules 

governing charter schools; approval of charters; and renewal, non-renewal, or revocations of charters. 
3 http://www.kinstoncharter.com/ 
4 The CEO's wife (board chair) was one of three board members who did not secure a personal loan to keep the 

School open in 2007. 
5 http://stateboard.ncDublicschools.Qov/ 

http://www.kinstoncharter.com/
http://stateboard.ncDublicschools.Qov/
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General Assembly. Pursuant to the State Constitution, "State Board of Education shall 
supervise and administer the free public school system and the educational funds provided 
for its support, and shall make all needed rules and regulations subject to laws enacted by 
the General Assembly." The State Board establishes official policies specific to charter 
schools. 

Nor th Carol ina Depar tment of Publ ic Ins t ruc t ion 6 

DPI is charged with implementing the State's public school laws and the State Board's 
policies and procedures governing kindergarten through 12th' grade public education, 
including charter schools. The elected State Superintendent of Public Instruction leads DPI 
under the policy direction of the State Board. 

Office of Charter Schools7 

The Office of Charter Schools provides guidance, support, and oversight for 126 approved 
charter schools.8 The Office of Charter Schools included a director and five other positions 
when Kinston Charter Academy dosed . These employees provide training and 
programmatic oversight of charter schools and coordinate financial oversight with DPI's 
Division of School Business Services. 

Division of School Business Services 
The Division of School Business Services is responsible for monitoring all financial, salary, 
student accounting, and allotment laws and policies for public and charter schools. This 
division also works with local school districts and charter schools to ensure compliance with 
state and federal laws. The division has 30 positions. Its employees collect, compile, 
analyze, and report financial, student, and personnel data for all 115 local school districts 
and 126 charter schools9 throughout the State. 

6 httD://wvAV.ncDublicschQols.orQ/oraanization/ 
7 h t tD: / /www-ncpubl icschools .orq /char terschools / 
8 A s of S e p t e m b e r 2 0 1 3 
0 Ibid. 
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FINDINGS, RECOMMENDATIONS, AND R E S P O N S E S 

1. SCHOOL RECEIVED $666,818 OF STATE APPROPRIATIONS IN 
DESPITE MULTIPLE CITATIONS FOR FISCAL MISMANAGEMENT 

JULY 2013 

The North Carolina Department of Public Instruction (DPI) cited Kinston Charter 
Academy (School) for financial deficiencies multiple times over six years. However, the 
State Board of Education (State Board) did not initiate revocation of the School's charter 
until after the School received $666,818 of state-appropriated funds in July 2013. As a 
result, the Chief Executive Officer/Principal (CEO) was able to spend state funds 
appropriated for the 2013-14 school year to pay expenses incurred during the prior 
school year. For example: 

• On July 22, 2013, the School paid off two $100,000 loans obtained on May 31, 2013, 
and June 27, 2013. These loans were paid in full after the School received its initial 
installment of state funds for 2013-14. (See Finding 6) 

• After receiving its initial 2013-14 installment from DPI, the School paid the 
Department of State Treasurer's State Health Plan $80,731 for unpaid contributions 
from the previous school year. (See Finding 5) 

State law10 and the State Board's Policy Manual outline the actions DPI may take 
including recommending termination or nonrenewal of a charter to the State Board for 
"failure to meet generally accepted standards of fiscal management." However, state law 
and State Board policies do not have established criteria for recommending revocation of 
a school's charter specific to the length or magnitude of financial issues. Instead, DPI 
takes action on a case-by-case basis through the annual review of audited financial 
statements and the charter renewal process.11 

Under state law and State Board policy, circumstances such as repeated deficit fund 
balances or declining financial ratios do not automatically initiate the charter revocation 
process. Even though the School accumulated deficit fund balances during six of seven 
years, these financial deficiencies were not enough to initiate charter revocation. 

DPI cited the School multiple times for financial Issues beginning in 2008 but the State 
Board did not initiate revocation of the School's charter until 2013. (See Appendix A) 

• On June 5, 2008, DPI placed the School on "Financial Probationary Status" due to 
the School's $354,292 deficit fund balance for the fiscal year ended June 30, 2007. 
(See Appendix B) 

• On March 24, 2010, DPI raised the action to the highest level, "Financial Disciplinary 
Status." 

• On March 8. 2012, DPI notified the School that the remaining allotments for the 
2011-12 school year would be provided in monthly installments rather than a lump 
sum installment for the final third of the academic year.12 However, during Ihe 

10 North Carolina General Statute § 115-238.29G 
11 The State Board may grant a charter lasting up to 10 years with renewal of the original charter to last a s long 

as 10 years. 
12 Charter schools typically receive allotments In three installments per year with 34% provided after the General 

Assembly adjourns. 34% in October, and the remaining 32% in Febnjary. 
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2012-13 and 2013-14 school years, DPI returned the School to the three Installments 
per year schedule rather than keeping it on a monthly installment schedule. 

• On June 5, 2013, DPI placed the School on "Governance Cautionary Status" for 
failure to submit employee benefit contributions.13 

• On August 2, 2013, the Office of Charter Schools sent the School a letter warning of 
the potential closing of the School. 

• On August 16, 2013, the Office of Charter Schools raised the disciplinary status to 
"Governance Noncompliance Status" and sent another letter indicating DPI's 
intention to recommend initiation of revocation of the School's charter at the next 
State Board meeting on September 4, 2013, for failure to respond to or resolve 
issues identified in the June 2013 letter. 

During the final year of the School's operation, DPI exchanged multiple communications 
with the School regarding concerns about finances, programmatic issues, and academic 
performance. (See Appendix C) In a March 12, 2013 phone call, the CEO acknowledged 
that the School had "budgeting concerns" and mentioned "the possibility that the school 
would be closing." Nevertheless, DPI provided the full initial Installment of $666,818 in 
July 2013. 

DPI could not recover any of the state-appropriated funds. In July, August, and 
September 2013, the School spent the entire first installment of the allotment for the 
2013-14 school year even though it closed on September 6, 2013, the ninth day of 
classes. (See Appendix D) The funds were intended to last until the School's next 
installment was paid in October. However, the School voluntarily sunrendered its charter 
at the State Board meeting on September 4. 2013. 

R E C O M M E N D A T I O N S 

The State Board should establish guidelines regarding the frequency and significance of 
financial performance/compliance issues that are allowed before a charter is revoked or 
not renewed. 

The State Board should establish criteria to consider taking more prompt action if a 
charter school experiences financial performance issues. 

The State Board should consider requiring any charter school on financial probationary, 
financial disciplinary, governance cautionary, or governance noncompliance status to 
submit monthly financial statements to DPI's Division of School Business Services for" 
review. 

For schools cited for financial performance/compliance issues, the State Board should 
consider only permitting monthly installments rather than the larger, three installments 
per year. The charter school should demonstrate and document significant financial 
improvements over a full academic year prior to reinstating the larger installment 
schedule. 

1 The School withheld funds from employee paychecks but did not submit health insurance premiums to the 
Department of State Treasurer 's State Health Plan and retirement contributions to the Department of State 
Treasurer 's State Retirement System. 
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The State Board should adopt policies and procedures for recovery of state funds w/hen 
a school's charter is revoked or relinquished prior to the end of the academic year. 

The State Board and DPI should seek legal counsel regarding potential civil action 
conceming the CEO's mismanagement of the $666,818 initial installment of the 2013-14 
allotment. 

Note: This f i nd ing referred to the State Bureau of Invest igat ion and the Dis t r ic t 
A t torney for Lenoi r County. 

2. SCHOOL OVERSTATED ATTENDANCE ESTIMATE 
FUNDS RECEIVED BY MORE THAN $300,000 

WHICH INFLATED STATE 

Kinston Charter Academy (School) estimated its initial Average Daily Membership 
(ADM)14 by 20% more than the previous year's planning ADM. 5 (See Table 1) The 
School received $666,818 in July 2013 for an estimated initial ADM of 366 students even 
though the School's ADM decreased each of the previous three years. As permitted by 
state law, the estimated ADM of 366 for 2013-14 is exactly 20% greater than the 
planning ADM of 305, which was the higher of the first two months' ADM for the prior 
school year. 

TABLE 1 
ESTIMATED AVERAGE DAILY MEMBERSHIP 

Academic Planning Est imated 
Year ADM Init ial ADM % Increase 

2009-10 362 381 5.2% 
2010-11 358 387 8.1% 
2011-12 344 413 20.1% 
2012-13 310 372 20.0% 
2013-14 305 366 20.0% 

Actual attendance on September 3, 2013, was 189 students, according to the Chief 
Executive Officer/Principal (CEO). The School provided no evidence supporting an 
estimated student attendance increase. As shown in Table 2, the ADM actually 
decreased each of the prior three school years. 

Because the CEO overstated ADM by 177 students, the School received an initial 
installment of its allotment of state-appropriated funds which was inflated by more than 
$300,000. Because the North Carolina Department of Public Instruction (DPI) does not 

14 Each charter sdiool ' s allocation is provided according to its ADM and the dollars per ADM for the local school 
district in which the charter school is located. According to the 2013-14 Allotment Policy Manual. ADM is "the 
sum of the number of days in membership for all students in Individual Local Education Agencies (LEAs), 
divided by the number of school days in the term." Average daily membership provides a more accurate count 
of the number of students than enrollment. 

15 Planning ADM Is the higher of the first two months ADM of the prior year. Charter schools are penmitted to 
request an initial installment for the planning ADM plus a 20% Increase. 
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correct an overstated initial ADM until the second Installment is adjusted In October,16 the 
School was able to spend the Initial installment before DPI could recover the funds. 

TABLE 2 
OVERSTATEMENT OF ESTIMATED ADM 

Est imated % Init ial 
Academic Init ial ADM 

Year ADM1 7 ADM18 Overstated 
2009-10 346 381 10.1% 
2010-11 331 387 16.9% 
2011-12 296 413 39.5% 
2012-13 274 372 35.8% 
2013-14 189 i a 366 93.7% 

The School took advantage of the State's annual funding model20 to pay existing 
financial obligations rather than costs related to the upcoming school year. The CEO said 
that the School's financial situation caused It to regularly pay existing obligations with 
each year's Initial Installment. For example, the School used the Initial Installment in July 
2013 to pay off short-term loans that had excessive fees. (See Findings 1 and 6) 

The State's funding model allowed the School to receive the maximum amount the State 
allows for the first funding Installment each school year without documenting any actual 
increase In student attendance or seeking approval from the State Board of Education 
(State Board). According to state law21 and the Allotment Policy Manual, charter schools 
estimate their ADM prior to each school year's start. Each school's Initial installment Is 
based on this estimate. The existing policy allows a school to estimate attendance that Is 
20% higher than the prior year's planning ADM. State law and the Allotment Policy 
Manual only requires that charter schools obtain approval from the State Board if the 
estimated student attendance Increases are more than 20%. 

R E C O M M E N D A T I O N S 

The State Board should seek legislative changes to revise the annual funding model to 
require documentation supporting Increases over prior-year ADM, especially for schools 
with financial performance/compliance Issues, to provide a more realistic estimate of 
expected student attendance. 

Note: This f i nd ing referred to the State Bureau of Invest igat ion and the Distr ic t 
A t torney for Lenoi r County. 

17 

DPI recalculates the ADM after the first month's totals are submitted and decreases the second installment if 
that first month ADM is lower than originally estimated. 
Year-end ADM based on School's statistical profile on DPI website: 
httD://aDPs. schools, no. Q0v/pls/apex/f?D=1:71:0::NO::: 

18 Estimated Initial ADM provided by DPI's Division of School Business Services 
19 Amount provided by CEO. This amount is not indicative of a full school year but rather the nine days of 

operation during the 2013-14 school year. 
20 North Carolina General Statute § 115C-238.29H 
21 North Carolina General Statute § 115C-238.29D(e). (f) 
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3. INEXPERIENCE AND LIMITED PARTICIPATION LED TO INADEQUATE BOARD AND 
ADMINISTRATIVE OVERSIGHT OF SCHOOL 

Kinston Charter Academy's (School) volunteer board and Chief Executive 
Officer/Principal (CEO) lacked experience in school administration. In addition, board 
members frequently did not attend board meetings. Their lack of experience and 
involvement resulted in insufficient oversight, 

Board and CEO Lacked Background/Exper ience t o Proper ly Oversee Schoo f 

The School's board did not include individuals with education degrees or prior experience 
in teaching or school administration and the CEO had no prior experience in education 
until joining the School a s a contractor in 2007. The School's board included individuals 
with experience in social work, private law practice, military, and law enforcement. 

Although the CEO received degrees in education and administration,22 his background 
lacked key qualifications for the position a s specified in the School's 2004 charter. He 
told investigators that he "ran an alternative school" in Wilmington, Delaware from 1986 
to 1990.23 However, the CEO provided no documentation (no information on students, 
teachers, curriculum, address, hours of instruction) to support that claim. The Delaware 
Department of Education and Delaware Public Archives could not verify the school's 
existence. 

While some charter schools may be successful with boards or administrators without 
education or experience in academics or finance, the lack of education or experience 
increased the risk that the School would not be properly managed. According to the 
Business Plan in the School's charter application, the School's "governance will be 
entirely in the hands of the Board of Directors." Further, the charter states the board "will 
be responsible for the curriculum and overall management, including hiring staff, the 
budget, and school operations." 

Despite the School's dire financial situation, the board approved several expenses 
already paid by cashier's check and often with limited supporting documentation. These 
expenses included vacation leave payouts to the CEO and his wife, who was serving as 
the board chair, and a new laptop computer for the CEO. The board's lack of business 
judgment was demonstrated by a board member who told investigators the board 
approved the vacation payouts to the CEO and his wife to retain the CEO. Those 
payouts were made even though the School was unable to pay teachers and other 
school administrators in its final month of operation. (See Finding 5) State law and State 
Board of Education (State Board) policies did not require charter school boards or 
administrators to have education or experience in teaching, school administration, or 

22 Master of Arts in Education and Master of Science in Administration through Central Michigan University's 
program at Seymour Johnson Air Force Base in Goldsboro, NC 

23 The CEO's resume' Indicates that he had a high school degree at the time that he said he ted the alternative 
school. 
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finance. The School's charter application requires the CEO to have "experience In 
teaching and school administration" and prefers a "doctorate in administration." 

Limi ted Board Meet ing At tendance Led to Inadequate Overs ight 

During the final year of operation, board meetings sometimes Included only two of five 
members In physical attendance;24 the chair and an original member. The other three 
members, with a year or less tenure on the board, were routinely either absent or 
attended via telephone. 

An inactive or inattentive board increases the risk of poor management oversight. 
Because the board chair married the School's CEO, she recused herself from voting on 
many issues, leaving only two board members to vote on important matters such as 
obtaining short-term financing, determining which expenses to pay, and ultimately 
deciding to relinquish the charter. 

The General Statutes and State Board policies did not specify board member attendance 
requirements. The School's charter and by-laws also did not Include attendance 
requirements for board members. 

R E C O M M E N D A T I O N S 

The State Board should require all charter school boards to have at least one member 
with training and/or experience in school administration a s well as one member with a 
business background. Strong consideration should be given to charter school 
applications that include multiple board members and senior administrators with school 
administration backgrounds. Preferably, the State Board should require at least one 
member of a charter school's senior administration to have a background In school 
administration. 

The State Board should establish attendance requirements for all charter school boards. 
Failure to document active board participation should be considered when determining 
whether to. renew or revoke a school's charter. 

For charter schools under financial probationary or disciplinary status, DPI should require 
that board members certify their review of expenditures and comparison of expenditures 
to the school's budget on a monthly basis. 

4. SCHOOL INCURRED UNNECESSARY EXPENSES DUE TO THE EMPLOYMENT OF 
CEO'S UNQUALFIED RELATIVES 

Despite its strained finances, Kinston Charter Academy (School) paid the Chief 
Executive Officer/Principal's (CEO) family members $92,500 during its final year of 
operation. Because these family members had limited related educational or work 
experience for the duties they performed, these payroll expenses appeared unnecessary 
and contributed to inadequate school administration. 

Initially, the board consisted of 1,0 members but membership decreased to five during the final years of 
operation. 
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According to the CEO, a board member, and the board minutes, the board approved the 
hiring of all staff in one motion at a board meeting. However, the CEO's wife was the 
board chair and his first cousin held another board position. 

In addition to serving as board chair, the CEO's wife held the position of "Dean of 
Students." However, she was a licensed attorney who did not have a degree in education 
nor any experience a s a teacher or school administrator. The CEO's wife received 
$50,000 in salary during the 2012-13 school year. In addition, the wife received $2,000 
for "contracted legal services" from the School from June through August 2011. The 
CEO said those payments were not necessarily "legal services" but rather 
"reimbursements" because she "handled some matters for the School such a s Lenoir 
County and Acadia Northstar litigation." 

The CEO's daughter was hired as the School's academic officer despite a lack of 
teaching or school administration experience. She received $40,000 in salary during the 
2012-13 school year. The CEO said her duties included monitoring lesson plans for 
elementary school classes and helping with implementation of Common Core standards. 
The daughter was a recent college graduate with a degree in American Studies. The 
CEO told us that she had never worked in a school previous to her employment at the 
School. She replaced the associate principal who had over 20 years of experience in 
public schools with her most recent job a s "an assistant to the Superintendent" according 
to the CEO. 

Another daughter of the CEO received $2,500 for website re-design in August 2013. 
However, the CEO acknowledged that the new website never became operational. 

The School did not have a nepotism policy In its original 2004 charter. The North 
Carolina Department of Public Instruction (DPI) did not require one until 2012. According 
to DPI officials, the School would have been required to develop a nepotism policy a s 
part of the charter renewal process. 

Nepotism may conflict with hiring and promoting the most qualified candidate for a job.25 

In publicly-funded organizations, nepotism may create the appearance of impropriety. 
Hiring someone based on familial relationships rather than credentials and experience 
may lead to inferior service.26 

R E C O M M E N D A T I O N S 

The State Board of Education (State Board) should prohibit familial relationships at 
charter schools between board members and senior administrators. 

The State Board should consider prohibiting the employment of family members at 
charter schools. At a minimum, the State Board should require that the hiring of family 
members of charter school administrators or board members be specifically approved by 
the charter school's board. 

Charter schools should be required to notify the Office of Charter Schools of the hiring of 
family members. 

2 5 httD://sm a llbusiness.chron.com/b usiness-ethics-nepotism-72225.htm I 
26 http://www.scu.6du/ethics/Dracticina/fbcusareas/Q0vernment ethics/lntroduction/cronvism.html 

10 
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Each charter school's board should ensure that family members hired or appointed have 
the necessary qualifications. 

5. DESPITE ULTIMATELY OWING MORE THAN $370,000 IN PAYROLL OBLIGATIONS, 
QUESTIONABLE PAYMENTS MADE TO SCHOOL'S CEO AND HIS WIFE 

Kinston Charter Academy (School) regularly missed salary payments to teachers and 
staff and failed to submit required employee benefit payments to state and federal 
agencies. The School's payroll obligations totaled more than $370,000 as of July 2014. 
(See Table 3) 

• From December 2009 through July 2012, the School repeatedly failed to submit 
required unemployment tax payments to the North Carolina Department of 
Commerce, Division of Employment Security (DES). The School entered into a 
payment arrangement with DES and submitted payments for the next five months 
until stopping in January 2013. 

• The School repeatedly missed monthly salary payments to teachers and staff and 
then made up those payments at a later date. The CEO said that teachers "made 
sacrifices" when "the School had cash flow issues" and "worked like May and 
June without pay." He said that alleged bonus payments in July 2011 were 
payments to make up for when "one month there was no payroll and the other 
month...only maybe the bus drivers got paid." The CEO said similar delayed 
salary payments "happened almost every year" with teachers and staff receiving 
payment once the next year's first installment of state funds arrived in July. 

• Due to spending its entire initial 2013-14 installment, the School did not pay 
salaries or benefits to employees for September 2013 and did not submit required 
payroll taxes (state and federal). These amounts remained unpaid as of July 
2014. 

• The School also failed to submit State Retirement System contributions on 20 
occasions during its last four years of operation with the last submission in July 
2013. After receiving its initial 2013-14 installment from the North Carolina 
Department of Public Instruction (DPI), the School submitted $80,731 for State 
Health Plan contributions not paid during the 2012-13 school year. The School 
still owes interest on the delinquent balance. 

TABLE 3 
UNPAID PAYROLL OBLIGATIONS2 7 

Unemployment Taxes $285,290 
Salaries (for September 2013) 30,261 
Federal Tax Withholdings 34,592 
State Tax Withholdings 6,312 
Retirement Contributions 11,256 
Life, Accident, and Disability Insurance 2,483 
State Health Plan (interest accrued as of June 2014) 631 
Total $370,825 

Amounts still owed as of July 2014. 
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FINDINGS, RECOMMENDATIONS, AND R E S P O N S E S 

The lack of employee benefit submissions resulted In DPI Issuing another financial 
disciplinary status notification and "governance" notification, which led to the School 
surrendering its charter in September 2013. (See Finding 1) 

Despite the potential closing of the School and Its financial problems, the School paid the 
Chief Executive Officer/Principal (CEO) and his wife more than $11,000 for vacation 
leave during the last month of operation. According to the board minutes, the CEO 
received $9,943 for unused annual leave and the board chair/CEO's wife received 
$1,155 for "an advance from her annual leave" in August 2013. The Board approved 
these payments at Its meeting on September 12, 2013, eight days after the School 
relinquished its charter. 

The CEO gave conflicting statements regarding why he and his wife accepted these 
payments given the financial situation. First, he said "we were going to leave" because 
he said he had secured a management team to keep the School open while he 
transitioned out of its management. Next, he said they requested the payments because 
they were due to them but he admitted the vacation payouts had not been sought In 
previous years when due. Then, he said that the board wanted to make the "records 
clear" since the CEO was leaving. The CEO stated he and his wife "[didn't] need the 
money" before contradicting himself by saying that they "needed the money." Finally, he 
said the word "advance" In the board minutes was used in error, because the CEO's wife 
was "owed the funds." 

During the 2012-13 school year, the School's teachers and staff signed a document titled 
"Consent to Payroll Benefits Delay." That document stated, "The Undersigned hereby 
acknowledges that Kinston Charter Academy, in an effort to meet Its cash flow needs 
and remain open, has experienced delays in payment of health Insurance premiums and 
retirement contributions. This will acknowledge that I have been made aware of this 
Issue...and consent to the same with the understanding the school will get this resolved 
by July 30, 2013." Despite the employees signing those releases, the School had no 
authority to skip these required submissions of employee withholdings. 

North Carolina General Statute §115C-238.29F(e}(4) requi res that cha r t e r school 
employees "be deemed employees of the local school administrative unit for purposes of 
providing certain State-funded employee benefits, Including membership In the Teachers' 
and State Employees' Retirement System and the State Health Plan for Teachers and 
S t a t e Employees ." North Carolina General Statute §105-163.2 r equ i res t he submiss ion 
of state payroll taxes. IRS Publication 15 (Circular E) requires that employers submit 
federal payroll taxes on a regular basis. North Carolina General Statute §96-9.2 and §96-
9.6 require employers to submit contributions to the Unemployment Insurance Fund each 
calendar year. 

R E C O M M E N D A T I O N S 

DPI should actively monitor whether charter schools are submitting payments on behalf 
of employees for unemployment, health Insurance, federal and state payroll taxes, and 
retirement contributions, especially for schools on financial probationary or disciplinary 
status. 
The State Board in conjunction with DPI should consider pursuing civil action to recover 
vacation payouts to the CEO and his wife. 
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FINDINGS, RECOMMENDATIOI^S, AND R E S P O N S E S 

Note: This f i nd ing referred to the North Carol ina Depar tment of Commerce 's 
Div is ion of Employment Secur i ty ; Nor th Carol ina Depar tment of State Treasurer 's 
State Retirement System; Nor th Carol ina Depar tment of State Treasurer 's State 
Health Plan; Nor th Carol ina Department of Revenue; Internal Revenue Serv ice; 
State Bureau of Invest igat ion; and the Distr ict A t to rney for Lenoi r County. 

6. DECLINING STUDENT ATTENDANCE. UNREALIZED PRIVATE DONATIONS, AND 
HIGH OPERATING COSTS CONTRIBUTED TO SCHOOL'S INSOLVENCY 

Kinston Charter Academy's (School) attendance declined 21% between 2009 and 2013 
which reduced its annua! state appropriations. In addition, the School never received 
promised private donations and incurred significant expenses that drove up its operating 
costs. 

Decl in ing Student At tendance Resul ted in Decreasing State Appropr ia t ions 

The School's Average Dally Membership (ADM) decreased from a high of 346 In 2009-
10 to 274 in 2012-13. (See Exhibit 1) Because state appropriations (allotments) are 
based on a per-student allocation, ADM decreases led to smaller allotments. As a result, 
the decreased allotments were Inadequate to meet the budget given the high fixed costs 
the School needed to cover. 

EXHIBIT 1 
KINSTON CHARTER ACADEMY' 

A D M PER S C H O O L YEAR 

400 -
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Pi 200 
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2012-13 2013-14 

The CEO blamed the declining student attendance on public schools opening in the 
vicinity of the School, the retirement of experienced teachers in 2008 and 2009, a lack of 
extra-curricular activities, and an increase of students with disciplinary problems. North 
Carolina General Statute §115C-238.29E(d) states that attendance, staffing, budgeting, 
and operating issues are the responsibility of the School's board and administrative 
leadership. 
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Greater K ins ton Credi t Union Fai led to Honor Annua l $100.000 Commi tmen t 

The Greater Kinston Credit Union (Credit Union) never honored its commitment to 
provide $100,000 annually to the School. Review/ of banl< statements and general ledger 
accounts confirmed the lack of any donations from the Credit Union to the School over 
the last seven years of operation. 

Given the high administrative costs and unrealistic financial model, the unfulfilled 
donations placed the School's finances at higher risk. In the March 24, 2010 letter 
placing the School on financial disciplinary status, DPI officials warned the School's CEO 
not to depend on these unrealized donations when developing a "sound fiscal written 
plan to reduce [the School's] deficit." 

The School's charter included a commitment for $100,000 per year from the Credit 
Union. The School's founder was the president of the Credit Union prior to his death. 
After his death, the Credit Union's involvement with the School diminished. 

Excessive Fees for Shor t - term F inanc ing 

The School paid extremely high fees on two short-term loans obtained on May 31, 2013 
and J u n e 27, 2013. These loans were paid In full on July 22, 2013, after the School 
received Its initial installment for 2013-14. Because traditional financing was unavailable 
given the School's financial situation, the Chief Executive Officer/Principal (CEO) found 
financing through two companies that required $15,000 "financial services fees" and 
$15,000 "origination fees" on each $100,000 loan. 

The School actually received $170,000 but paid back $230,000. Given these fees and 
the short-term duration of the loans, the School ultimately paid interest rates of 515.29% 
on one loan (25 days) and 247.74% on the other loan (52 days). 

The CEO said he chose to pay those fees because no other financing was available to 
keep the School open. The board gave the CEO approval to obtain financing at its May 
6, 2013, meeting. DPI was unaware that the board gave the CEO approval to obtain 
these loans until July 29, 2013, after the loans had been repaid. Because charter school 
boards have ultimate authority over their finances and operations, no requirement exists 
to inform DPI that charter schools are incurring additional debt. 

Transpor ta t ion Costs Further Comprom ised the Budget 

The School's budget also had to accommodate transportation costs unlike many charter 
schools that do not provide transportation. The School purchased 12 buses to provide 
transportation to students from Lenoir, Pitt, and Greene counties. Transportation costs 
averaged more than $57,000 per year over the last five years of operation. Because the 
School served a large percentage of students from economically-disadvantaged 
backgrounds, the School's board chose to provide transportation to those students. For 
the 2013-14 school year, only 37 of 126 charter schools provided student transportation. 

Sign i f icant Maintenance Costs Cont r ibu ted t o Budget Problems 

Because the School's building was built in 1986. the School encountered significant 
maintenance costs that further strained its finances. During the last five years of 
operation, the School averaged more than $50,000 per year in maintenance costs. For 
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FINDINGS, RECOMMENDATIONS, AND R E S P O N S E S 

example, replacement of the heating, ventilation, and air conditioning (HVAC) units 
totaled $158,738 in school years 2007-08 and 2010-11. 

The CEO said that the School's founders knew that the two HVAC units would need 
replacement. He said the School should have initially budgeted for the replacement 
costs. DPI officials noted that the School's board and administrative leadership were 
responsible for budgeting for all known or expected costs. 

High Mor tgage Interest Rate Cont r ibu ted to Budget Prob lems 

The School's mortgage rate of 8.25% with Self-Help Credit Union resulted In higher 
mortgage payments. The School paid a s much as $286,232 
mortgage for the school building. 

26 annually on its 20-year 

The School could not refinance at a lower rate due to its financial situation. The CEO 
attempted to refinance the mortgage but could not find a willing lender as confirmed with 
a local bank and a local credit union. 

R E C O M M E N D A T I O N S 

The State Board of Education (State Board) should closely review a school's projected 
financial solvency when approving the Initial charter or renewing charters. 

The State Board should require charter schools to Immediately disclose any undertaking 
of debt, especially for schools on financial probationary or disciplinary status. 

28 Mortgage payment through June 30. 2008. which decreased to $229,846 after July 1, 2008, Two mortgages 
were payable to Self-Help Credit Union and the U.S. Department of Agriculture (USDA). The USDA mortgage 
was 20 years at 4.0%. 
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MATTERS FOR FURTHER CONSIDERATION 

The Department of Public Instruction (DPI) identified academic performance issues at 
Kinston Charter Academy (School) but the School closed before the State Board of 
Education (State Board) could revoke its charter for "inadequate performance." In 
Septerrrber 2012, DPI notified the School of its academic inadequacies for the prior 
school year. DPI warned that the School was in danger of having its charter revoked 
contingent on the results of its 2012-13 test scores. 

The School's academic composite29 for 2012-13 was 11.4% with only 18.1% of students 
scoring at or above grade level In reading and less than five percent of students scoring 
at or above grade level In math. However, the School met growrth targets during its final 
year of operation which would have prevented charter revocation based on academic 
performance. 

TABLE 4 
KINSTON CHARTER ACADEMY ACADEIV IC PERFORMANC p30 

School Year Math Reading 
Per formance 
Composi te 

Met 
Growth?3 1 

2008-09 53.7% 48.6% 50.1% Yes 
2009-10 53.9% 48.5% 49.4% Yes 
2010-11 51.3% 50.9% 51.8% Yes 
2011-12 36.4% 38.1% 36.8% No 
2012-13 <5% 18.1% 11.4% Yes 

The State Board may terminate or not renew the charter for schools with "inadequate 
academic performance" defined a s "no growth in student performance and [emphasis 
added]...annual performance composites below sixty percent (60%) in any two years in 
a three year period. ••32 

The closing of a charter school during the school year impacts the students, local public 
schools, and other charter schools. When a school closes, students are disrupted from 
their normal academic routine a s their parents must find a different school to attend. The 
children may also lose some academic progress in the transition to a new school and 
new teachers. The closure also affects teachers and staff who lose their jobs and 
vendors who go unpaid. 

Moreover, the public schools or charter schools to which the students ultimately transfer 
are impacted by the addition of students during the school year. Because the initial 
installment for Kinston Charter Academy was already spent, that $666,818 was not 
available for the public schools and the charter school that ultimately taught Kinston 
Charter Academy's former students during the 2013-14 school year. 

29 The State Board's Policy Manual defines composite score as the number of proficient scores on all tests for 
the current year divided by the number of all scores on all tests for the current year. 

30 Data provided by DPI's Office of Charter Schools 
31 http://www.ncreportcards.orq/src/schDetails.isp?Paae=2&pSchCode=000&pLEACode=54B&pYear=2011-2012 
32 Senate Bill 8 of the 2011 Session (Session Law 2011^164), North Carolina General Statute § 115C-238-

29G(a)(1) 
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APPENDIX A 1 

F I N A N C I A L A N D G O V E R N A N C E D I S C I P L I N A R Y A C T I O N 

N O T I F I C A T I O N S B Y D E P A R T M E N T O F P U B L I C I N S T R U C T I O N 3 3 

D A T E S T A T U S R E A S O N ( S ) F O R A C T I O N 

6/5/2008 Financial 
Probationary Status 

(1) Failure to have fiscally sound budget and finances 
(General fund expenditures exceeded revenues by 
$112, 853 in FY 2005-06 and $335,130 in FY 2006-
07) 
(2) Did not have proper fixed asset listings 
(3) Did not have the required "state language" in its 
contracts 

(1) Failure to have fiscally sound budget and finances 
(General fund expenditures exceeded revenues by 
$112, 853 in FY 2005-06 and $335,130 in FY 2006-
07) 
(2) Did not have proper fixed asset listings 
(3) Did not have the required "state language" in its 
contracts 

5/5/2009 Financial 
Probationary Status 

(1) Failure to have fiscally sound budget and finances 
(Deficit of $283,825 assets to liabilities and fund 
balance improved only to $156,370) 
(2) Did not have proper fixed asset listings 
(3) Did not have the required "state language in Its 
contracts" 

3/24/2010 Financial 
Disciplinary Status 

(1) Net equity of ($325,304) 
(2) FY 2004-05 Deficit of ($18,901) 
(3) FY 2005-06 Deficit of ($112,853) 
(4) FY 2006-07 Deficit of ($310,997) 
(5) FY 2007-08 Deficit ($156,370), short-term 
borrovi/ing of $195,000 
(6) FY 2008-09 Deficit of ($174,837) 

3/8/2012 Financial 
Disciplinary Status-
i\/1odified Allotment 
Schedule 

Remaining allotments a s follov^s: 
(1) March 14, 2012 $108,152 ($177,038 less the 
$68,886 advance) 
(2) April 11, 2012 $108,152 
(3) May 23, 2012 $108,153 

1/8/2013 Financial 
Disciplinary Status 

Concerns remain over financial solvency due to 
(1)Delinquent reporting to State Treasurer Retirement 
System 
(2) Delinquent premium payments to State Health 
Plan 
(3)Unrestricted net assets deficit of ($66,604) 
(4)Food Service Fund decreased net assets and 
borrowed from General Fund 
(5)Cash flow issues 

6/5/2013 Governance 
Cautionary Status 

Not meeting "reporting requirements" and failing to 
ensure that needs of teachers are met due to 
delinquent employee contributions to the NC 
Retirement System and State Health Plan 

8/2/2013 Governance 
Cautionary Status 

Failure to provide all reports and payments to the 
State Treasurer's Office 

8/16/2013 Governance 
Noncompliance 
Status 

Intent to recommend Initiation of revocation of charter 
due to multiple years of negative fund balances and 
cash flow issues, delinquent payments to Retirement 
System and State Health Plan, and associated 
financial penalties 

Obtained from correspondence from DP! to the School. 
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APPENDIX B 

YEAR-END FUND BALANCES"'4 

Fiscal Year F u n d B a l a n c e 
2006-07 ($354,292) 
2007-08 (156,370) 
2008-09 (137,337) 
2009-10 (45,639) 
2010-11 (63,077) 
2011-12 49 ,986 
2012-13 (170,830) 

Amounts obtained from audited financial statements. 
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• S : APPENDIX C 
v \ IV' 

Summary of Communications be tween DPI and Kinston Charter Academy (September2012-September2013) 

Nor th Carolina State Board of Education - Kinston Charter Academy 

Inadequate Charter School Performance Notification 

September 26 ,2012 - SBE Chairman copied on th is le t ter 

The Office of Charter Schools sent a let ter t o Mr . Ozie Hall, Kinston Charter Academy CEO/Principal, 
as not i f icat ion that State assessment results f rom the last t w o years have put the school in danger 
of receiving the designation o f ' i nadequate charter school performance' . Kinston Charter Academy 
was in formed that EOG/EOCtest results fo r 2012-2013 wou ld determine the fu ture status of its 
charter. A request was made t o provide the Office o f Charter Schools w i th an academic 
intervent ion plan describing the instructional changes to be imp lemented by the charter school in 
order t o at tain the required academic performance. Kinston Charter Academy was given 30 days t o 
h o n o r t h e request. 

Senate Bill 8, which passed both chambers of the General Assembly and was signed by the 
Governor in June 2011, def ined inadequate charter school per formance as schools w i th "no g rowth 
in student performance and annual performance composites below sixty percent (60%) in any t w o 
years in a three year period." For schools that are deemed Inadequate, " the State Board is 
authorized t o terminate or not renew the charter." Further, in December 2009, the State Board of 
Education (SBE) modif ied policy TCS-U-010. This policy states: "The State Board of Education shall 
revoke the charter of any charter school when, fo r t w o of th ree consecutive school years, the 
charter school does not meet or exceed expected g rowth and has a Performance Composite below 
60%." The policy also st ipulated that test scores f r om the 2009-2010 school year wou ld be the f irst 
year of consideration, 

Financial Noncompliance Notification 

January 8, 2013 — Provided t o SBE as Board materials fo r the September 2013 meet ing 

The Division of School Business sent a let ter to Mr . Ozie Hall, Kinston Charter Academy 
CEO/Prlncipal, which detailed t he criteria for f inanc ia l noncompl iance status. From the Nor th 
Carolina State Board of Education policy fo r charter schools on f inancial and governance compl iance 
(TCS-U-006), a charter school may be placed on f inancial noncompliance status if the school shows 
signs of f inancial insolvency or weakness. It was stated tha t the school has been on financial 
noncompliance status since March 2010 due to mul t ip le years of negative fund balances and cash 
f l ow issues. Specifics of the school's f inancial si tuat ion were detai led In the letter. 

Improvement was noted in several areas fo l lowing a review of the June 30, 2012 financial 
statements; however, it was rei terated that the school still has severe f inancial instability. As 
concluded, Kinston Charter Academy should rernain on Financial D/sc/p///jory status. A detai led 
financial plan for the remainder of fiscal year 2013 as wel l as a prel iminary plan fo r 2013-2014 was 
requested f rom the school. 

March 2013 Meeting 

March 6 ,2013 - SBE meet ing 

Informat ion was presented t o the State Board as 'New Business' regarding the 3 charter schools tha t 
were on Disciplinary Financial Non Compliance financial: Kinston Charter Academy, Downtown 
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APPENDIX C 

Summary of Communica t ions b e t w e e n DPI and Kinston Char ter Academy (September 2012-September 2013) 

MIddle/STEAM, and Chi ldren's Vil lage Academy. From the report presented, Kinston Charter 
Academy was ci ted f o r f inancial noncompl iance due t o Issues w i t h cash f l ow , negat ive equ i ty , and 
academic status. The Board was also not i f ied tha t t he school was de l inquent w i t h the i r heal th and 
re t i r emen t payments. The school was no t r ecommended for revocat ion due t o t he posi t ive t rend In 
t he f inancial Indicators over t he last 3 years 

Unavailability for On-Site Monitoring Visit 

Apr i l 4, 2013 - Prov ided t o SBE as Board mater ia ls fo r t h e September 2013 m e e t i n g 

The NC Race to the Top Program and the Off ice of Charter Schools sent a j o i n t le t ter t o Ms. Demyra 
Hall, Kinston Charter Academy Board Chair, c i t ing cont inuous delays w i t h respect t o Race t o t he 
Top's on-si te mon i to r i ng visit . Five instances o f unsuccessful a t tempts t o schedule the visi t we re 
deta i led w i t h i n the le t ter . The last a t t emp t was descr ibed as fo l lows: "On March 12, 2013, NCDPI 
s taf f cal led Kinston Charter Academy to conf i rm the f o rma l mon i to r ing visit f o r t he fo l l ow ing day. 
Mr . Hall said he was not ready f o r a visit, c i t ing budget ing concerns and t he possibi l i ty t ha t t h e 

school w o u l d be closing." 

Kinston Charter Academy was reminded o f its previous Level Two Race to the Top sanct ion f r o m 
February 27 ,2013 . To avo id fu r the r sanct ions, t he school was instructed t o part ic ipate in t h e 
on-s i te mon i to r i ng visi t by Apr i l 17, 2013. Failure t o meet this obl igat ion wou ld result In f u r t h e r 
sanct ions wh ich could include all Race t o t he Top funds being f rozen fo r Kinston Charter Academy, 
t he remova l o f t he School f r o m the Race to t he Top program, and required payback o f all expended 
Race t o t he Top funding. 

NC Retirement System and State Health Plan Delinquency Notice 

June 5 , 2 0 1 3 - Prov ided t o SBE as Board mater ia ls fo r t he September 2013 m e e t i n g 

A f te r be ing in fo rmed by t he NC Treasurer's Off ice tha t Kinston Charter Academy had no t ye t 
subm i t t ed its required March 2013 Employer and Employee contr ibut ions repor t t o t he NC 
Ret i rement System, t he Of f ice of Charter Schools sent a let ter o f not i f icat ion to Mr . Ozie Hall, 
Kinston Charter Academy CEO/Principal. The school was in fo rmed of the i r de l inquency status fo r 
March , Apri l , and May 2013. The let ter w e n t o n t o explain tha t any delay in submi t t ing 
cont r ibu t ions since March means tha t all par t ic ipat ing members at t he school w i l l not have 
accurate service and con t r ibu t ion records. As such, employees seeking re t i rement benef i ts w o u l d 
be delayed, as we l l as any beneficiaries request ing benef i ts on behalf o f a member . Accord ing t o 
t he NC Ret i rement System, Kinston Charter Academy had incurred a to ta l o f 19 penalt ies f o r late 
submissions. 

The Off ice o f Charter Schools was also contac ted by t he NC State Health Plan. Accord ing t o Its 
records, Kinston Charter Academy has not made cont r ibut ions since March and has only made 
part ial payments Into t he Plan since November 2012. As o f May 30, 2013, Kinston Charter 
Academy was said t o o w e more than $30,000 t o t he State Health Plan. The lack o f payment by the 
cha r te rschoo l means t ha t any employee heal th claims f i led a f te r November 1, 2012 are be ing 

held. 

20 



APPENDIX C . 

Summary of Communications b e t w e e n DPI and Kinston Charter Academy (September zoiz-September 2013] 

In fo l lowing State Board of Education Policy TCS-U-006, Kinston Charter Academy was not i f ied of its 
placement on Governance Cautionary Status fo r not meet ing " repor t ing requirements" and fall ing 
t o ensure that the needs of all teachers are being addressed. As explairwd, the school wou ld 
remain on this status f o r 3 0 calendar days and must comply w i t h necessary report ing requirements 
t o t h e N C RetirementSystem. 

Several crit ical questions were posed regarding the del inquent funds. A response was due t o the 
Office of Charter Schools by June 17, 2013. 

Response to NC Retirement System and State Health Plan Delinquency Notice 

June 1 7 , 2013 - Provided t o SBE as Board mater ia ls for the September 2013 meet ing 

Mr . Ozie Hall, Kinston Charter Academy CEO/Principal, provided this let ter in response t o the request 
made by the Office of Charter Schools on June 5, 2013. To begin, Mr. Hall communicated that 
employees and the board are in formed on matters o f del inquency w i t h regards t o ret i rement and 
health insurance contr ibut ions. Employee consent was obtained in November 2012. Mr . Hall 
attached documents signed by employees consenting t o a delay in health benefits. 

It was explained that health insurance payments fo r November 2012 through February 2013 were 
paid in March. Due t o unforeseen addi t ional penalties, Kinston Charter Academy was in formed tha t 
health insurance claims f r om November wou ld be held barring proper payment. The school 
Instructed Blue Cross and Blue Shield t o deduct the required penalty f r o m the funds already 
remi t ted so that claims c o u l d be honored through January or February. This action was not 
per formed, and the health insurance program has not paid claims f r om November th rough 
February. The school is current ly work ing on this issue and expects to pay the required addit ional 
Interest before June 30,2013. 

Mr . Hall then discussed a change in School Business policy w i t h respect t o char terschool a l lotment 
advances. According t o Mr. Hall, the le t ter announcing this policy change was dated In September 
but not received by Kinston Charter Academy unt i l mid-October. The policy change was disruptive 
t o the school's cash f low plan, resulted in impaired credit, and led t o late re t i rement and health 
insurance payments. Cash f low troubles were also at t r ibuted to an erroneous non-compl iant 
f inding received f r o m School Business that quest ioned approximately $285,000 of State funds. Mr . 
Hall charged that because creditors were given copies of the erroneous non-compliance report, the 
school's abil ity t o draw down equity f r om its facilit ies was impaired. 

It was anticipated that the school wou ld be able t o pay the health insurance and ret i rement 
payments through June f rom drawn down equity by June 30, 2013. As stated, the school is 
current ly negotiat ing refinancing that wi l l improve its cash posit ion and resolve any financial 
crisis. 
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Summary of Communicat ions be tween DPI and Kinston Charter Academy (Septe{nber20i2-September20i3] 

NC Retirement System and State Health Plan Delinquency Follow-up 

J u n e 1 9 , 2 0 1 3 - P r o v i d e d t o SBE a s B o a r d m a t e r i a l s f o r t h e S e p t e m b e r 2 0 1 3 m e e t i n g 

This let ter was sent by the Office of Charter Schools to Mr . Ozie Hall, Kinston Charter Academy 
CEO/Principal, In acknowledgement of Mr. Hall's June 17, 2013 correspondence. Because the 
response by Mr. Hall d id not provide answers t o specific questions posed In the June 5 ,2013 let ter, 
these questions were once again reiterated. Board minutes f r om October 2012 through June 2013 
were requested as proof tha t the board was ful ly aware of the del inquent payments t o the NC 
State Health Plan and NC Retirement System.'Addit ionally, Mr . Hall was asked to provide evidence 
that employees were In formed of the delinquency p r i o r t o November 2012. 

Kinston Charter Academy was in formed that they wi l l remain on Governance Cautionary Status unt i l 
the Office of Charter Schools receives verif ication f r o m the charter school and t he NC Treasurer's 
Off ice tha t all reports and payments have been proper ly submit ted. 

Response to NC Retirement System and State Health Plan Delinquency Follow-up 

Ju ly 2 9 , 2 0 1 3 - P r o v i d e d t o SBE a s B o a r d m a t e r i a l s f o r t h e S e p t e m b e r 2 0 1 3 m e e t i n g 

Mr. Ozie Hall, Kinston Charter Academy CEO/Principal, responded t o requests made by the Office 
of Charter Schools In its June 19, 2013 letter. Mr . Hall set out t o explain what was done w i t h funds 
deducted f r o m employee paychecks t o cover costs under the State Ret i rement System and Health 
Plan. According t o Mr. Hall, no such funds were ever deducted, as Kinston Charter Academy 
deferred payment unti l t he necessary funds were available. Addit ional ly, Mr . Hall conf i rmed that 
most communicat ions w i t h employees regarding the del inquent status of payments to t he NC 
State Health Plan and NC Ret i rement System were verbal in nature. Board minutes were provided 
for the Office of Charter Schools t o review. 

It was noted that Kinston Charter Academy is work ing t o stabilize finances and assure all obligations 
are met going fo rward . To achieve this goal, the school has a t tempted a refinance of its facilities. 
Mr . Hall concluded that If t he refinance is successful, Kinston Charter Academy wi l l cont inue 
operations. If unsuccessful, it w i l l be recommended t o the board that the school be closed. A f inal 
decision is expected w i th in the next 15 days. 

Intent to Refinance Inquiry 

A u g u s t 2 , 2 0 1 3 - P r o v i d e d to SBE a s B o a r d m a t e r i a l s f o r t h e S e p t e m b e r 2 0 1 3 m e e t i n g 

The Office of Charter Schools provided this letter in acknowledgrnent of the response received 
f r o m Kinston Charter Academy on July 29, 2013. It conf i rmed that explanations regarding 
del inquent payments t o t he State Health Plan and NC Retirement System were suff icient. The 
Office of Charter Schools understands that the school deferred health and ret i rement payments 
unt i l funds were available. 

Because Kinston Charter Academy's cont inued existence Is dependent on a ref inancing decision t o 
be received w i th in 15 days, a fo rmal update to the Office of Charter Schools was required no later 
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t han August 15, 2013. Should t h e school rel inquish its char ter , an immed ia te announcemen t t o 
parents, commun i t y , and The Off ice o f Charter Schools was emphasized. 

If operat ions cont inue, Kinston Charter Academy was rem inded tha t it is up f o r renewal by t h e 
State Board o f Educat ion at t h e end o f the academic year. The school was i n fo rmed tha t its 
academical ly inadequate status wi l l be assessed once test scores are received by The Off ice of 
Charter Schools. The le t te r conc luded by In fo rm ing Kinston Char ter Academy tha t t h e Governanc-e 
Warn ing f r o m June 19, 2013 remains intact unt i l all necessary repor ts and payments are prov ided 
t o t h e NCTreasurer 's Off ice. 

Notification of Intended Charter Revocation 

A u g u s t 1 6 , 2 0 1 3 - SBE a t t o r n e y s w e r e c o p i e d o n t h i s l e t t e r , a n d t h i s w a s p r o v i d e d t o SBE a s 
B o a r d m a t e r i a l s f o r t h e S e p t e m b e r 2 0 1 3 m e e t i n g . 

The Off ice o f Charter Schools sent a le t te r t o Ms. Demyra McDonald-Hal l , Kinston Charter Academy 
Board Chair, as w r i t t e n not i f i ca t ion o f The Depar tmen t o f Public Instruct ion's in ten t t o r ecommend 
t h e State Board o f Educat ion in i t iate revocat ion t h e school 's char ter . As explained, "G.S. 
l l S C - 2 3 8 . 2 9 6 grants t h e State Board o f Educat ion s ta tu to ry au tho r i t y t o t e rm ina te a char ter and 
enumera tes those reasons." Due t o con t inued f inancial d i f f icu l t ies , it was de te rm ined tha t Kinston 
Charter Academy has fa i led t o meet general ly accepted standards o f fiscal m a n a g e m e n t 

Several issues we re deta i led t o i l lustrate inadequate fiscal management . These inc luded mul t ip le 
years of negat ive fund balances and cash f l o w issues; fa i lure t o repor t , as required, t o the 
Ret i rement Division o f the NCTreasurer 's Of f ice f o r much o f t h e 2012-13 fiscal year ; fa i lure t o 
f o r w a r d t h e requi red p r e m i u m payments t o t h e State Heal th Plan In t h e NCTreasurer 's Off ice f o r 
much of t h e 2012-13 fiscal year ; and accrual o f numerous f inancia l penalt ies f r o m t h e NC 
Treasurer 's Off ice due t o the del inquency in repor t ing and payments . The le t te r no ted Kinston 
Charter Academy's p lacement on Financial Discipl inary Status in 2012 and 2013 and concluded tha t 
t h e a fo remen t i oned issues are inconsistent w i t h e f fec t ive ope ra t i on of a publ ic char ter school. 

Due t o lack of any apparent correct ive act ion by the nonpro f i t board t ha t holds the char ter , it was 
con f i rmed tha t t h e Depar tmen t o f Public Ins t ruc t ion intends t o r ecommend t o t h e State Board, at 
its September meet ing, in i t ia t ion of revocat ion in accordance w i t h G.S. 115C-238.29G and the 
signed Charter Agreement . 

Response to Notification of Intended Charter Revocation 

A u g u s t 2 7 , 2 0 1 3 — P r o v i d e d t o SBE a s B o a r d m a t e r i a l s f o r t h e S e p t e m b e r 2 0 1 3 m e e t i n g 

In response t o t h e le t te r sent by the Off ice o f Charter Schools o n August 16, 2013, t h e Kinston 
Charter Academy Board o f Directors me t in emergency session on Monday , August 2 6 , 2 0 1 3 t o 
consider the recommenda t i on tha t t h e board vo lun tar i l y re l inquish t h e school 's charter . It was 
requested tha t the Depar tmen t of Public Ins t ruc t ion delay in i t ia t ion o f the revocat ion process unt i l 
t he November State Board meet ing. If g ran ted t h e extra t ime , it was the board's in tent t o 
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comp le te its t rans i t ion and cor rec t ive act ion plans. Financial, academic, and demograph ic reasons 
f o r de lay ing t he in i t ia t ion w e r e deta i led w i t h i n n ine teen bul let points. 

A f ina l plea was made t o a l low the Kinston Charter Academy Board t i m e t o comp le te its t rans i t i on 
and cor rec t ive actions plans. The le t te r conc luded w i t h t h e de te rm ina t i on t ha t if a delay was no t 
g ran ted t he board w o u l d vo lun tar i l y re l inquish t he char te r and t h e Of f ice o f Char ter Schools w o u l d 
st i l l have t he op t ion to in i t ia te revocat ion. 

N o t i f i c a t i o n o f I n t e n d e d C h a r t e r R e v o c a t i o n F o l l o w - u p 

A u g u s t 2 9 , 2 0 1 3 — SBE a t t o r n e y s w e r e c o p i e d o n t h e l e t t e r , a n d t h i s w a s p r o v i d e d t o SBE a s B o a r d 
m a t e r i a l s f o r t h e S e p t e m b e r 2 0 1 3 m e e t i n g . 

The Off ice o f Charter Schools sent a le t te r t o Ms. Demyra McDonald-Hal l , Kinston Charter Academy 
Board Chair, acknowledg ing a le t te r received on August 2 7 , 2 0 1 3 wh ich requested the Depa r tmen t 
o f Public Inst ruct ion delay t h e r e c o m m e n d a t i o n o f revocat ion t o t he State Board. The le t te r 
i n f o r m e d t h e Board o f Kinston Charter Academy tha t t h e Depar tmen t w o u l d proceed as p lanned 
w i t h t h e i t em before t h e State Board o f Educat ion. 

It was de ta i led tha t t he Board w o u l d discuss t h e i t em at its September m e e t i n g and vo te on t h e 
in i t ia t ion o f revocat ion in October . Once a vo te was taken , a w r i t t e n no t i f i ca t ion o f the decis ion 
w o u l d be sent by t h e Off ice o f Char terSchools . 

Kins ton C h a r t e r A c a d e m y t o t h e S t a t e B o a r d ( L e a d e r s h i p f o r I n n o v a t i o n C o m m i t t e e ) 

S e p t e m b e r 4 , 2 0 1 3 - SBE m e e t i n g 

M r . Ozie Hall, Kinston Charter Academy CEO/Principal, sent a le t ter t o Ms. Rebecca Taylor, State 
Board o f Educat ion LICChair, da ted Sep tember 4, 2013. In t h e let ter, M r . Hall made his case against 
t h e p roposed revocat ion o f t he school 's char ter . Principal ly, Mr . Hall c i ted Inadequate no t i f i ca t ion o f 
changes t o t h e State a l l o tmen t pol icy f o r early d rawdowns as t he roo t cause o f a "cash crisis" t ha t 
led t o de l inquency w i t h payments t o t h e State Heal th Plan and Ret i rement System. Several 
add i t iona l compla in ts w e r e leveled against t h e Depa r tmen t o f Public Ins t ruc t ion re lated t o an 
e r roneous non- compl iance f ind ing, m iscommunica t ions w h e n schedul ing p roposed m o n i t o r i n g 
visi ts, and in t rus ion in t h e se lect ion p rocesso f a f inancial services vendor . The le t te r also t o u t e d 
unspeci f ied academic measures i m p l e m e n t e d in 2012-2013 as we l l as necessary repairs made t o 
faci l i t ies. A f ina l plea was made f o r t h e State board t o re ject t h e proposed revocat ion, preserve 
t eache rs ' j obs , and a l low the school t o con t inue its service t o t he commun i t y . 

September 2013 Meeting 

S e p t e m b e r 4 , 2 0 1 3 - SBE m e e t i n g 

As the f i rs t o rde r o f business. Chairman Cobey asked Board m e m b e r Taylor f o r a m o t i o n t o accept 
Kinston Charter Academy's sur render o f its char ter . Ms. Tay lor prefaced the m o t i o n by repo r t i ng 
t ha t , as o f 1:15 this a f te rnoon , t h e State Board o f Educat ion received a vo lun ta ry sur render o f t h e 

24 



l ^ i J g A p P E i r ^ i x ' ".•-'j rv 

Summary of Communicat ions b e t w e e n DPI and Kinston Charter Academy (September 2012-september2013) 

charter fo r Kinston Charter Academy. The State Board of Education acknowledges this vo lun tary 
surrender signed by the Kinston Charter Academy Board Chair on behalf of the ent i re Board. Given 
this development, the fo l low ing mo t i on was made by Chai rTay lon 

Upon m o t i o n m a d e b y M s . R e b e c c a Taylor, a n d s e c o n d e d by Mr . Kevin H o w e l l t h e B o a r d 
v o t e d u n a n i m o u s l y t o a c c e p t t h e v o l u n t a r y s u r r e n d e r o f Kinston C h a r t e r A c a d e m y ' s 
c h a r t e r d a t e d S e p t e m b e r 4 , 2 0 1 3 . 

S e p t e m b e r 5 , 2 0 1 3 - SBE M e e t i n g 

Discuss ion : Ini t iate Charter Revocation fo r Kinston Charter Academy 

P o l i c y imp l i ca t i ons - . General Statute § 115C-238.29; SBE Policy # TCS-U-006; Section 24 o f the 
Signed 

Charter Agreement 

P r e s e n t e r ( s ) : 
Services), Ms.Alexis 

Business), and Dr. Joel Medley (Director, 

Mr . Philip Price (Chief Financial Off icer, Financial and Business 

Schauss (Director, Division of School 

Office o f Charter Schools) 

Details were provided t ha t The Depar tment of Public Instruct ion has been work ing w i t h t he NC 
Treasurer's Office related t o Kinston Charter A c a d e m / s del inquency in payments t o t he State 
Health Plan and Ret i rementSystem fo r its employees. As explained, Kinston Charter Academy was 
sti l l del inquent f r om the last fiscal year (2012-2013} and already behind In payments f o r this fiscal 
year (2013-2014). Due t o the i r nonpayment f o r employee benefits, t he charter school remains on 
Financial Disciplinary Status and Governance Cautionary Status fo r fai l ing t o ensure t ha t needs o f 
all teachers are being addressed. 

It was also noted tha t In September 2012, the Office o f Charter Schools not i f ied Kinston Charter 
Academy about its signif icant dip In academic per formance wh ich could lead to its closure. The 
Office of Charter Schools is current ly awaltiiTg results f r om the most recent EOG/EOC results t o 
not i fy Kinston Charter as t o its status. If t he charter school is deemed academically inadequate 
according to the statute, a recommendat ion w i l l be fo r thcoming fo r te rminat ion. 

Several delinquencies were cited w i t h regard t o Kinston Charter A c a d e m / s interact ion w i t h NCDPI. 
These included correct ive actions not submi t ted fo r Race to the Top and Tit le 1 mon i to r ing visits. In 
addi t ion, the Academy was slow t o provide documenta t ion and submi t grants or budget t o The 
Exceptional Children division. 

The cash f low problems and lack of payment t o the NC Treasurer's Off ice fo r employee benefi ts are 
evidence that the char terschoo l Is not meet ing generally accepted standards of fiscal management . 
The pattern of del inquency w i t h the NCTreasurer 's off ice has also been detected w i th in the 
Depar tment , and t he lack of responsiveness is o f significant concern. 
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R e c o m m e n d a t i o n : It Is r e c o m m e n d e d t ha t t he State Board o f Educat ion accept t h e 
recommenda t i ons of t h e D e p a r t m e n t o f Public Ins t ruc t ion by In i t ia t ing revocat ion o f t h e char te r 
f o r t h l s school . 

D i s c u s s i o n : 

LFI C o m m i t t e e Chair Rebecca Taylor expla ined t ha t t he Board accepted t h e vo lun ta ry sur render o f 
t he char ter o f Kinston Char ter Academy dur ing Its Wednesday (September 4 , 2 0 1 3 ) Open Session. 

N o t i f i c a t i o n o f B o a r d Dec i s ion 

September 5,2013 — SBE attorneys were copied on the letter 

The Off ice o f Charter Schools sent a le t ter t o Ms. Demyra McDonald-Hal l , Kinston Charter Academy 
Board Chair, as no t i f i ca t ion o f t h e Board's decision. As s ta ted in t he le t ter , ' T h e State Board o f 
Educat ion (SBE) at Its regular ly scheduled mee t ing on September 4, 2013 unan imous ly v o t e d t o 
accept t h e vo lun tary re l i nqu ishment o f you r school 's char te r pr imar i ly due t o f inancia l concerns. A t 
1 :11 pm on September 4 , 2013, t he Off ice o f Char ter Schools received you r reso lu t ion ind icat ing 
Kinston Charter Academy's board o f d i rectors had v o t e d t o sur render t he char ter . Kinston Charter 
Academy (KCA) w i l l e f fec t ive ly close its doors t o s tudents on Friday, Sep tember 6, 2013. " 

Close ou t procedures w e r e t h e n addressed. It was c o n f i r m e d t h a t t he school had already received 
one- t h i r d o f Its State f u n d i n g based on es t imated average dal ly membersh ip . This a l l o t m e n t t o t a l e d 
$666,818 and was d r a w n d o w n 100% less than t w o weeks Into t he school year . Due t o th is unusual 
occurrence. It was no ted t ha t carefu l a t t en t i on w o u l d be paid w h e n rev iew ing t h e school 's cu r ren t 
year expendi tures. Reasonable cur rent year expend i tu res Incurred f r o m July 1, 2013 t o Sep tember 
6, 2013 w e r e pe rm i t t ed t o be charged t o this in i t ia l a l l o tmen t and could Include mor tgage o r rent 
payments , salary payments f o r t he employees o n s ta f f f o r tha t t i m e per iod, and o ther cur ren t year 
expendi tures as deemed a l lowab le by DPI. It was con f i rmed tha t all unused funds shall be re tu rned 
t o t h e Depar tmen t . All payments a f te r September 6, 2013 w o u l d be on a re imbursemen t basis, 
consistent w i t h close ou t procedures. 

The Impor tance o f closing procedures was stressed t o ensure a s m o o t h t rans i t ion f o r s tudents back t o 
t h e i r assigned Local Educat ion Agencies (LEA). Admin is t ra t i ve and f inancia l DPI contact I n fo rma t i on 
was prov ided t o address any quest ions o r concerns. 
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K I N S T O N C H A R T E R A C A D E M Y 
U S E O F 2013 -14 IN IT IAL I N S T A L L M E N T O F A L L O T M E N T 

R e p a y m e n t of Loans 3 5 $221 ,990 

Payrol l 106 ,090 
Federa l T a x e s 9 4 , 1 6 3 
State T a x e s 16,535 
Cont r ibu t ions for Emp loyees ' Heal th Benef i ts 
to Sta te Heal th Plan 80,731 

Cont r ibu t ions for Employees ' Re t i rement to 
State Re t i rement Sys tem 

55 ,807 

Ut i l i t ies /Bui ld ings/Grounds 2 6 , 6 4 3 
Advert ls ingAA/eb Design 2 4 , 0 7 5 
Bookkeep ing 12,000 
H V A C Repa i rs 11,242 
Purchase of Schoo l Buses 7,275 

A n n u a l F inancia l S ta temen t Aud i t 6 ,712 

Equ ipmen t Leas ing Fees 2,000 

Extracurr icu lar Act iv i t ies 1,418 

Bank Fees 137 
T O T A L $666 ,818 

' Priorto the receipt of the first installment for 2013-14 from DPI, the School had $8,010 in its bank account from 
other funds. A total of $230,000 was made for loans repayment, but only $221,990 was used from DPI funds. 
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P U B L I C S C H O O L S O F N O R T H C A R O L I N A 
DEPARTMENT O F P T J B L T C I N S T R U C T I O N 1 June St. Clair-Atkinson,. Ed .D. . S£a/e S u p e n n t e n d e n t 

WWW. N c PUB L J 0 S'CH 6 O LS. O R G 

December 22,2014 

The Honorable Beth A. Wood, State Auditor 
Office of State Auditor 
2 South Salisbxiry Street 
20601 Mail Service Center 
Raleigh, North Carolina 27699-0601 

Dear Auditor Wood: 

The State Board.of Education and Department ofPublic Instruction would like |to thanlc the 
OfBceof State, Auditor for responding to our request for an investigation of Kinston Charter 
Academy- We feel that the failure of this school is a direct result of mismanagement by the 
board and administration of Kinston Charter Academy. We do appreciate the reeonunendatioins 
in your report intended to improve our oversight processes and strengtheri the .ability to take 
disciplinary actions. The S tate Board of Education and Department of Public Instruction are; . 
working diligently to address lh&findings and recommendations noted in the .audit .report. Our 
response to the .findings and recgmmendations in your report are attached. 

Smcerely, 

William Cobey, Jr. 
Chairman J. State Board of 

iWe St. Clair Atkinson 
State Superintendent 

c: State Board of Education Members 
Philip Price, Chief Pinancial Officer 
Alexis Schauss, Director School Bxasiness Administration 
Joel. Medley, Director Office of Charter Schools 
Jeani Allen, Director of "Internal Audit 

O F F I C E O F T H E S T A T E S U P E R I N T E N D E N T 
June Si, C!aif Atkinson^ Ed.O.,, State Superfn ten den t I june.atkinsbh@dpi, nc.gov 

'630i :MaiI Service Center, Raleigh. Northt^rolma 2 7 6 9 9 - 6 3 0 1 I (919) 807-3430 I Fax (919) 8 0 7 - 3 4 4 5 
AN EftUAL OPPORTUNrrV/AFHRNiATiVE: ACTION EMPLOYER 
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Request for Assistance 

The Division of School Business within the Department of Public Instniction (DPI) conducted 
a site visit to perform close out work at Kinston Charter Academy (KCA) in September 2013. 
The site visit was triggered due to the suirender of the charter as well as knowledge of 
financial issues. In conducting the visit, DPI monitors noted unusual transactions and 
requested supporting documentation for expenses. Ozie Hall, KCA Executive Director, 
refused to provide documentation and denied monitors access to financial records. Mr. Hall 
proceeded to threaten legal action against DPI staff and threatened to call law enforcement to 
have DPI staff removed from the property. These actions led DPI management to become 
suspicious of inappropriate spending. DPI determined it would be best to bring in expert 
investigators to provide an in-depth review of the school's finances and use of public funds. 
The Director of the Division of School Business requested assistance from the Office of State 
Auditor (OSA) via email, which initiated this investigation. An excerpt of that email is 
below. 

The Department of Public Instruction has begun the close out procedures [of Kinston Charter 
Academy] and at this time has reason f o r concern regarding the expenditure offunds. The school has 
been delinquent in payments to the State Health Plan a n d Retirement System, has struggled -with cash 

f low and as a result has been on Financial Disciplinary status f o r the f i s ca l yea r 2012 a n d 2013. I 
have attached the non-compliance report. 

Pe r State Board of Education policy, Kinston Charter Academy received one third of their 2013-14 
state funding based on an estimated average daily membership of366. The total estimated allotment 
f o r 2013-14 was $1,950,577 and the f i rs t installment equaled $666,818. KCA drew dawn 100%. of the 
cash related to that allotment. 

Today, D P I received the expenditure records f o r this school as of August 31 s ' a n d the records show that 
KCA expended $88,770.19 in July 2013 and $431,274.70 in August 2013 f o r a total of $520,044.85. 
School was in session f o r only 10 instructional days before closing a n d the pr incipal stated that there 
were only 230 students this year, approximately 37% less than the estimate. State Board policy 
provides the f ina l fund ing based on actual student count in the f i rs t month, therefore their eligible 
funding would be $743,169 less than the estimated amount. So in short KCA has expended 41% of its 
state allotment in two months. 

D P I has access to the July a n d August expenditures and there are several items that look very unusual 

• Principal Hal l ' s s a l a ry fo r July $6,250, salary f o r A ugust $16,193 
• Principal membership dues $2,042 
• Contracted service = $23,003.51 
• Debt Service Principle - $170,000 in August (zero in July) 
• Debt Service Interest - $60,000 in August (zero in July) 
• Looking at p r ior y e a r f inanc ia l statements attached- the entire F Y debt service (P & I) was 

$346,564 

D P I had requested the check register from the vendor f o r July expenditures — the debt service was p a i d 
out of l o c a l f u n ^ on July 22 and 23. They were then moved to slate f u n d s in August. 

I notified Mr. Hall through a telephone conversation that the D P I will allow reasonable current yea r 
expenditures incurred from July 1, 2013, to September 6, 2013, to he charged to the state 2013-14 
allotment. Reasonable expenditures may include mortgage or rent payments f o r that pe r iod of time, 
salary payments f o r the employees on s ta f f for that time per iod and other current vear expenditures a s 
deemed allowable by DPI. All unusedfunds shall be returned to the Department of Public Instruction. 
These f u n d s will be reallocated to the school districts or charter schools that the students move to. 

I believe that due to the above financial information a n d the history of KCA a n d specifically Ozie Hal l ' s 
delinquency in financial management, an audit by your office is merited 
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The Division of School Business communicated to OSA at a later time that checks were 
written to Glen Playa, Inc. and Structured Financial LLC for debt principal and interest 
payments ($170,000 and $60,000 noted above). These payments were not used to pay 
mortgages for KCA property, which were held by Wells Fargo, USDA, and Self Help. 

Financial Analysis 

The Division of School Business depends on data from the audited financial statements in 
order to perform annual financial review procedures for each charter school. The year end for 
schools is June 30, and audited financials for all schools and local governments are required to 
be submitted to the Local Government Commission (LGC) within the Department of State 
Treasurer by October 31 of each year. The LGC reviews each entity's financial statements 
and forwards those of local education agencies and charter schools to DPI for review and 
analysis. The LGC reviews financials for a significant number of entities, therefore, the 
forwarding to DPI normally takes several months. It should be noted that the actions taken in 
Appendix A of the audit report are related to DPI analysis of the prior year audited financial 
statements. Over the past two years, the Division of School Business has started working 
closely with the LGC to expedite the review process for those schools known to be 
experiencing financial performance issues. A description of the annual financial review 
process completed by the Division of School Business is detailed below. 

The Division of School Business performs the following review of financial data of the 
charter schools based on the annual independent audited financial statements. 

1. Review all findings and perform an audit resolution, including ensuring that the school 
refunds questioned costs and provides a corrective action plan. 

2. Analysis of all financial data as part of the Charter School Financial Performance 
Framework (see link on page 12). This framework analyzes financial data over a 
three- to five-year period to assess the current financial situation and the trends over 
time. Specific indicators that are used are: 

Current ratio 
Unrestricted days cash 

- Average daily membership 
Default on debt 
Revenue over expenditures 
Total margin 
Debt to Asset 

- Cash Flow 
Debt Service Coverage Ratio 
Fund Balance 

Negative indicators are evaluated further and may result in the school being placed on 
financial noncompliance per State Board of Education policy #TCS-U-006 (see page 
12 for link to SBE policies). The Division of School Business also performs monthly 
financial monitoring of schools that are considered high risk. This review involves 
review of monthly expenses for reasonableness. The Division of School Business 
notifies the Office of Charter Schools of any schools determined to be high risk; 
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3. Key Divisions within the DPI meet quarterly to discuss high-risk schools from all 
perspectives including financial, governance and academic. 

The fmancial review of audited fmancials for fiscal years 2008 and 2009 showed KCA was 
having significant financial problems. DPI staff took appropriate action to put the school on 
Financial Probationary Status. The Division of School Business worked closely with Ozie 
Hall and Demyra Hall, KCA Board Chairman, related to compliance and financial issues. 
KCA leadership was insistent that the school's fmances would improve. Mr. and Mrs. Hall 
presented DPI with a corrective action plan to improve the school's financial performance. It 
was determined that the school should be provided the opportunity to implement the new plan 
for improvement. KCA's fmancial statements did show improvement in fiscal year 2010 (see 
Appendix B, in the audit report). A review of the fiscal year 2011 audited financial statements 
again showed financial problems, which led DPI to take action placing KCA on the highest 
level of noncompliance, Financial Disciplinary Status, and initiating a modified allotment 
schedule. In fiscal year 2012 the financial statements again showed improvements (see 
Appendix B in the audit report). 

In January 2013, the Division of School Business received notification that KCA was 
delinquent in reporting and submitting payments for employee retirement and health 
insUiBnce. DPI took action to again place KCA on Financial Disciplinary Status. At the 
March 2013 State Board of Education (SBE) meeting, DPI presented KCA along with two 
other schools that were on Financial Disciplinary Status. KCA was presented due to the 
history of financial problems and delinquency of payments related to employee retirement and 
health insurance. The other two schools presented had more significant fmancial problems in 
comparison at the time of the SBE meeting. The other schools were issued "Going Concern" 
opinions from their external auditors due to cash overdrafts and negative fund balances. A 
"Going Concem" opinion is issued by an external auditor when the auditor has substantial 
doubt regarding the entity's ability to financially survive. The SBE voted to revoke the 
charters of one of the schools with a "Going Concern" opinion. The SBE deferred the vote to 
revoke the other school and required the school to meet fmancial goals, as a condition to 
continue operating. The school worked closely with the DPI and has exceeded the financial 
goals set. The State Board of Education recognized that the KCA had made significant 
progress, improving the fund balance from a deficit of $174,837 as. of June 30,2009, to a 
positive $49,989 as of June 30, 2012. The week before the SBE meeting, Mr. Hall paid 
delinquent amounts due related to employee health insurance up to March 2013. Due to this 
payment and the financial progress shown in the 2012 financial statements, the SBE decided 
not to revoke the charter of KCA at this time. 

The Division of School Business continued to perform monthly financial monitoring of KCA. 
KCA expenses recorded in July 2013 were received by DPI on August 5,2013. At this time 
KCA had expended $88,770 of state fiinds. These expenses were reviewed by DPI staff and 
appeared to be reasonable. The Division of School Business staff did notice a debt service 
payment expended from local funds on July 22, 2013, totaling $170,000. On Thursday, 
August 29, 2013, Mr. Hall had the $170,000 expense reclassified and accounted for the 
$60,000 interest payment using state funds. KCA relinquished its charter the following week 
on Wednesday, September 4, 2013. The Division of School Business received the August 
expenditure detail on September 5, 2013, noting that the entire installment had been 
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expended. The Division of School Business attempted to pull back any cash available in the 
KCA bank account but received an insufficient funds notice from the bank. 

Charter Revocation/Relinquishment 

The charter revocation and school closing process is a time consuming process, which causes 
disruption to the lives of students and faculty at the charter school. The decision to initiate 
revocation is stressful and not taken lightly. Historically, revocation of a charter has resulted 
in several years of litigation. In the meantime, the students, teachers, and parents suffer. The 
State Board of Education did not intend to delay revocation of KCA's charter. The school's 
financial trend was not consistently negative throughout the timeframe. The school's 
financial situation at times did appear to be progressing positively. 

In August 2013 DPI took initiative to recommend that the SBE revoke the charter of KCA. 
Every opportunity had been provided to the charter school to create and implement corrective 
action plans; however, the school's continued floundering revealed that the board was not 
goveming the school. That termination intent was provided to-the charter school, via certified 
letter, on August 16, 2013. A second letter, dated August 22, 2013, was also sent via certified 
letter offering additional details regarding the revocation. The Department rationale went 
beyond financial issues. The charter school board and leadership failed to submit required 
programmatic documentation for Race to the Top, Title I, and Exceptional Children. 

DPI was prepared to recommend revocation for KCA during the SBE's Leadership for 
Innovation committee meeting beginning at 1:00 pm on September 4,2013. Prior to the 
presentation, an email arrived at 1:10 pm from the CEO indicating that the school would 
instead surrender its charter. The facts reveal that the Department and State Board were 
taking action; however, the charter school, in realizing the situation was at hand, decided to 
surrender instead. 

Prior to the actual revocation presentation and surrender of the charter, a rather curious 
request was made by the Kinston Charter Academy board, on August 27, 2013, (the second 
day of school). The board, in writing, acknowledged the Department's intent to revoke but 
asked to delay the revocation process until the November State Board meeting. This delay 
would have pennitted the charter school to access its second allotment; however, the 
Department did not delay and moved forward. 

The school, in the letter, asked for more time because they had not "exhausted corrective 
action options." This admission of not having exhausted all options indicated further that 
something was awry. Four months earlier, the administration and board chair revealed that 
they may have to close the school; yet, they still wanted additional time to use state, federal, 
and local dollars to continue to find a way to perpetuate the existence of the school. 

DPI's decision to push forward with the revocation process instead of offering to delay as 
requested by Mr. Hall, kept KCA from having.access to additional installments of state, 
federal, or local funding. 
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Monthly Allotment Allocation 

In only a few instances, the Division of School Business has placed schools with a disciplinary 
noncompliance status on a monthly alloto?ent schedule. This action is taken on a case by case basis, 
if it is thought that the monthly allotment schedule will instill budgetary discipline. The system used 
for allotments is not designed for monthly allotments, rendering this process labor intensive and time 
consuming. KCA was placed on monthly allotments during the 2011-12 year, as part of the 
corrective action plan to address the fmancial problems. By June 30, 2012, KCA had made 
significant gains ending the year with a positive fund balance and the school was removed from the 
monthly allotments. Keeping KCA on monthly installments would not have prevented the school 
from mismanaging the $666,818. The school would have received the three monthly installments 
prior to closing, totaling the $666,818. In this case, DPI would have had no notice of questionable 
expenditures until after the full installment was received. 

Average Daily Membership Funding 

Funding formulas for schools are set by NC General Statute (see link on page 12). The formulas 
utilize Average Daily Membership (ADM) for schools to determine funding. G.S. §115C-238.29D(d) 
states that a charter school may grow up to 20% above the prior year enrollment without State Board 
of Education approval. This provision in the law makes the budgeting for charter schools difficult 
and the impact on local education agencies material. The Division of School Business must ensure 
that growth is built in the budget and with 148 charter schools in varying stages of maturity and 
growth, the most accurate way to obtain the projected charter school enrollment is to request the 
information directly from the charter school. Therefore, DPI requests the projected student 
enrollment from each charter school in January for the following year. Many charter schools have 
experienced significant growth, and it is impossible to accurately differentiate between the schools 
that will meet their projected enrollment and those that will have actual enrollment materially below 
the projection. Between the 2014 and 2015 school years, 31 schools grew between 10 and 20% and 
the net increase in students, excluding the new charter schools was over 6,000 students accounting for 
approximately $30,000,000. Over 80% of the schools were within 10% of the projected enrollment. 

The "ADM" provided in Table I "Declining Average Daily Membership" is the final ADM, not the 
fiinded ADM. Final ADM is generally lower due to attrition during the year. The funded ADM is a 
more representative comparison for Initial ADM. 

KCA ADM Comparison 

Fiscal Year Funded ADM Initial ADM % difference 
2009-10 359 362 6% 
2010-11 343 387 13% 
2011-12 305 413 35% 
2012-13 302 372 23% 
2013-14 230 366 59% 

KCA responded wdth a pirojected student enrollment of 366, and even though they were currently at 
305 ADM, they had met this level of enrollment in the past and had a facility that could hold 366 
students. Per SBE policy, DPI provided the school with an initial allotment of one third of an annual 
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allotment for 366 students. The impact of a school over projecting the student count is that the school 
receives, in effect, an advance on state funds. The funds provided in the initial funding based on the 
projected ADM are adjusted upon receipt of the actual number of students. Division of School 
Business receives this infomiation after 20 instructional days and recalculates the annual allotment 
based on the actual count. If the actual ADM is less than projected, the funding is reduced with the 
next allotment installment. The final annual appropriation is provided only on the actual number of 
students. In the case of KCA, Mr. and Mrs. Hall expended all the initial allocation and closed the 
school nine days in to the school year. This left DPI incapable of correcting the overstated projection 
o fADM. 

The State Board of Education and Department ofPublic Instruction would like to implement a policy 
in which charter schools on financial or academic disciplinary status would not be automatically 
eligible for initial funding based on a projection 20% greater than prior year enrollment. A change in 
legislation is required in order to make this' possible. The SBE and DPI plan to request legislation 
offering this flexibility from the General Assembly. 

KCA Administrative Oversight 

The following language is included in every charter to show the clear legal obligation for the 
nonprofit board of directors of the charter to successfully operate a charter school. 

[TJhe p a n t i n g of a Charter in no way represents or implies endorsement by 
the SBE of any method of instruction, philosophy, practices, curriculum, or 
pedagogy used by the School or its agents; nor does the granting of [a ] 
Charter constitute a guarantee by the SBE of the success of the Public Charter 
School in providing a learning environment that -will improve student 
achievement. 

The fiduciary responsibility for the charter school resides with the nonprofit board of directors that 
holds the charter. The law, in G.S. §115C-238.29E(d), states that "the board of directors of the 
charter school shall decide matters related to the operation of the school, including budgeting, 
curriculum, and operating procedures." Further, the statute is clear that these nonprofit boards "shall 
employ and contract with necessary teachers to perform the particular service" and that the "board 
may also employ necessary employees who are not required to hold teacher licenses to perform duties 
other than teaching." Finally, according to G.S. §115C-238.29E(f), "Except as provided in this Part 
and pursuant the provisions of its charter, a charter school is exempt from the statutes and rules 
applicable to a local board of education or local school administrative unit." 

Thus, charter schools have, within the confines of the statute, autonomy over operations (budgetary 
and hiring) in exchange for performance accountability. It is incumbent upon the nonprofit board of 
directors to utilize that autonomy in a responsible fashion. Unfortunately, in this instance, the board" 
and its administrative leadership did not do so. The nonprofit board acted to provide $11,000 of 
vacation payments to the CEO/Principal and his wife (who was also the board chair) rather than 
dealing with payroll and other obligations. It is unclear why the board decided to pursue this action; 
however, they have the statutory autonomy in matters of budgeting. The nonprofit board also moved 
to employ relatives of the CEO/Principal. If the nonprofit board of directors failed to perform due 
diligence in properly vetting potential employees and their qualifications, then the nonprofit board did 
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not responsibly Utilize the autonomy afforded to it under the law. Lack of internal controls and 
independent oversight from the KCA Board were major factors contributing to failure of the school. 

Financial Insolvencv 

Mr. Hall repeatedly chose to provide excuses for financial issues. We would like to take the 
opportunity to provide factual information regarding a few of the excuses used by Mr. Hall. One 
excuse provided by Mr. Hall was related to declining ADM. KCA did see a decline in funded ADM 
from 359 students in 2009-10 to 305 students in 2011-12; however, the school also significantly 
increased their fund balance during the same timeframe. Another excuse was high facility costs for 
the school. An analysis of facility costs showed that KCA facility costs were consistent with other 
charter schools across the state. Mr. Hall regularly noted that an unrealized pledge was the reason for 
the school's deficit. In March 2010, the Division of School Business requested that KCA leave the 
pledge out of the school's financial plan since it was never received. Below is an excerpt from that 
letter. 

You are required to present a soundfiscal •written p l a n to reduce Kinston Charter School 
deficit received by this office by April 7, 2010. Please be advised that this p l an must not 
include the promise of $300,000from the credit union. I f this money ever comes into the 
school, that will be great, but the school has not received any of the pledges. 

In reality the lack of internal controls and oversight allowed Mr. Hall to consistently mismanage 
finances of the school. Administrative mismanagement of funds and lack of responsibility for school 
performance were ultimately the cause of financial insolvency. Some of the mismanagement is 
detailed in the audit report. Another example of mismanagement and lack of oversight can be shown 
through the disbursement of bonuses despite financial concems. 

In July of 2011, Mr. Hall paid $196,456 in bonuses to 30 employees including bus drivers, teacher 
assistants and the cafeteria manager. In 2012, Mr. Hall again paid bonuses to KCA employees 
totaling $70,475. Some of these bonuses were more than double the employee's monthly salary. The 
table below shows some examples of the most significant bonuses paid in July 2011. Bonus 
recipients included teachers who had worked in the prior year and had left the school prior to 
disbursement of the bonuses. Once again, the nonprofit board of directors failed to utilize their 
autonomy in a responsible fashion as approval of the bonuses contributed to the financial demise of 
the charter school. 

KCA Bonuses Paid in July 2011 

Name Title Bonus 
Mr. Ozie Hall Exec Director $15,250 
Ms. Sylvia Lanier Teacher $10,056 
Ms. Shir ley Kornegay Bus Driver $6,375 
Stephen Maxwe l l Teacher $10,264 
Debra WiMlams Bus Driver $4,824 
Deborah Orr Admin is t ra t i ve Assistant $8,650 
Melissa G r i m e s Admin is t ra t ive Assistant $10,747 
Calvin Ho l loway Cafeteria Manager $7,067 
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State Health and Retirement ContributioDs 

The frequency of KCA's delinquency in submitting payment to the State Health Plan and State 
Retirement System were unprecedented issues for DPI. Prior to January 2013, DPI had limited 
interactions with the State Health Plan and State Retirement System regarding school payments. 

In January 2013, the State Health Plan reached out to the Division of School Business because KCA 
stated that DPI was the reason for their delinquency in making required payments to the plan. This 
contact initiated a sequence of conversations between the Division of School Business, KCA, the 
Office of Charter Schools, the State Health Plan, and the State Retirement System. In accordance 
with State Board of Education Policy #TCS-U-006, KCA was placed upon Governance Cautionary 
Status for not meeting "reporting requirements" and failure to ensure the needs of all teachers were 
being addressed. This June 2013 notification launched a series of letters between the Department and 
charter school due to KCA's lack of response to certain matters. Ultimately, this series of 
communications culminated in the intent to revoke letter dated August 16, 2013, for, among other 
things, continued delinquency in State Health and Retirement contributions. 

The Division of School Business has worked diligently to create relationships with both the State 
Health Plan and State Retirement System to set a process ensuring timely notification about 
delinquent payments regarding schools. 

Academic Performance 

It is important to note that the statutory and policy requirement for adequate academic performance is 
60% proficiency OR growth for two out of any three consecutive years. Proficiency measures a 
students' standing against a specific benchmark at a grade level; however, growth looks at the value 
added to the student by the school. If a charter school targets lower performing students, the school 
may not score well on proficiency, but they can "grow" that student academically. While Kinston 
Charter Academy's proficiency scores declined significantly during the tenure of the board and 
administration, the school missed making the growth standard only one year. Thus, the Department 
did not have an automatic closure case due to Kinston's meeting these minimum academic 
performance standards as provided in statute. 

School Leader at a Current Charter 

During the time that Kinston Charter Academy was struggling, the CEO worked as a founding board 
member of a proposed charter school. It would seem that the leader's attention would have been 
better served on the school that was struggling financially and academically rather than diverting 
attention elsewhere. Mr. Hall was attending planning year sessions for the new charter school and 
completing documents for this new board. 

The board chair of the new charter school was aware of the financial and academic situation at 
Kinston because of aphone call with the Office of Charter Schools inNovember 2013. On 
November 24, 2013, the board of the new school, however, did accept the resignation of Mr. Hall as a 
member of their board. This same board, although Kinston Charter Academy crumbled under the 
leadership of Mr. Hall, hired him instead to serve as the lead administrator of the new charter school, 
the very school that he assisted during the final months of Kinston Charter Academy's existence. 
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State Board Strategic Plan 

The State Board of Education adopted a Strategic Plan in October 2013, and part of that plan included 
specific goals or objectives for charter schools. The State Board of Education directed the 
Department of Public Instruction to create and implement a Performance Framework that annually 
reviews each charter school in the following areas: Academics, Finances, and Operations. The 2014-
15 school year is the baseline/implementation year for the Performance Framework. 

The tabulation of the Framework findings for each area will be presented to all schools, and 
individual charter schools must submit a signature page back to the Department of Public Instruction. 
The signature page indicates that the board chair and the lead administrator have reviewed this 
documentation. These reports will also be housed on the Department website for the public to access. 

Remediation, Monitoring, and Termination of Charters 

The State Board of Education possesses the authority, both inherently and by statute, to impose 
consequences on a nonprofit board that holds a charter to operate a charter school in North Carolina. 
As with any grant, or license, the authority to award such a privilege carries with it the power to 
curtail or to completely terminate the privilege bestowed upon the recipient. In this case, the statutes 
are very clear that the State Board may terminate a charter, or not renew a charter based upon certain 
enumerated grounds, including a catchall ground "Other good cause identified" in G.S. §115C-
238.29G(a). 

While most licensing boards have the power also to "suspend" a license, obviously that is not a 
choice when it comes to charter schools, and thus the State Board is limited to three options when it 
comes to imposing consequences, or "discipline" on the holder of a charter; 

1. The State Board may issue warnings, or "reprimands," in an effort to hold the nonprofit 
accountable for specific deficits in management, fiscal matters, and other issues that may arise 
in connection with the operation of the charter. As has been explained, the SBE has adopted, 
and the Department routinely implements, the policy regarding financial and govemance 
warnings, a very explicit policy detailing consequences for noncompliance in various areas. 
There are also times when the Department will place the school on a monthly allotment, 
closely monitoring the expenditure of funds. 

2: The second option for the State Board arises when it is time to consider renewal of a charter. 
While the statute allows for a ten-year renewal, the SBE often limits the number of years for a 
renewal if the school has exhibited problems or issues in a particular area that indicate the 
school needs closer monitoring and does not warrant a full ten-year renewal period. If the 
school can demonstrate sufficient remediation during the abbreviated renewal period, it will 
often then be eligible for a longer renewal the following renewal cycle. (This option was not 
available in this case since KCA had not yet reached the term for renewal.) 

3. The final option in dealing with a problematic charter school is termination of the charter, or 
"revocation." The SBE is always hesitant to move in the direction of full revocation without 
first trying other means of remediation or "discipline." Acharter school is not a typical 
contractor simply carrying out the terms of a contract on behalf of the state. A charter school 
is not just a repository of state fimds. A charter school is more often than not a community 
endeavor, a place where children and parents have placed their futures. It is also a place 
where teachers and other educators have come to work and impart their knowledge. Teachers 
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and children and parents have developed relationships. Children have become friends with 
other children and are not only learning within the walls, they are playing ball on the ball 

. fields and participating in after-school clubs and field trips. In each and every case, the 
failings of the charter school have not been due to any wrongdoing on the part of children, 
parents, or teachers, but instead rest on the shoulders of the board of directors. Thus, the SBE 
must weigh all the various aspects of charter schools, including the ability to remediate the 
school versus the disruption of the education of children if the school were to shut down. 

In the event the SBE determines that termination of the charter is the only realistic and fair option 
given the circumstances in a case, it proceeds with caution. It is rare that the SBE chooses to 
terminate a charter in mid-year, as the disruption to the students and parents and employees is rarely 
worth it. Thus, the SBE normally elects to revoke a charter effective at the end of the school year. 

The Charter document, signed by the SBE and the charter school board of directors, outlines the 
process that will be followed in the event revocation becomes necessary. The SBE normally acts 
upon the recommendation of the State Superintendent, or upon the recommendation of the Charter 
School Advisory Board, and then only after every other possible remedial measure has been 
attempted. 

The Charter provides that the first step is for the SBE to vote to initiate revocation. The charter school 
is then notified by certified mail of the intent to revoke and the charter board has 10 days in which to 
ask for a hearing before the SBE. The SBE Chair may appoint a panel of fewer than the full State 
Board to hear the appeal. That appeal hearing must occur before the next regularly scheduled SBE 
meeting. 

After the appeals panel meets and hears from both the Department and the charter school, the appeals 
panel makes a written recommendation, which is then acted on immediately by the SBE. In numerous 
instances in the past, the SBE and the charter school have been able to reach resolution that wiH allow 
the school to remain open for a limited time, with conditions, to try once more to save the school. In 
many instances that has proved successful and the school has remedied its issues and many of those 
schools are operating successfully to this date. In other instances, the school simply was not capable 
of further remediation and the SBE had no choice but to revoke the charter. 

Any final decision of the SBE to revoke a charter entitles the nonprofit board to Petition for a 
Contested Case Hearing pursuant to Chapter 150B of the General Statutes. That Chapter (The 
Administrative Procedures Act) allows any aggrieved person to seek review in the Office of 
Administrative Hearings. While that right to further review certainly helps to ensure that the charter 
school receives more than adequate due process, it also can cause even further disruption in the 
process since in many cases, the administrative law judge will enter a restraining order preventing the 
SBE from completing the revocation process (a process which normally strives to return students to 
their traditional public school assignment with the least possible disruption). The result is sometimes 
months of uncertainty for the school, the students, the parents, the employees and also the 
Department. Given the thoroughness with which the SBE approaches the serious decision to revoke a 
charter, given the very careful consideration by the SBE of all aspects associated with the operation of 
a charter school - from the use of public monies to the importance of stability and adequacy of 
educational opportunities for children — the second-guessing by the Office of Administrative Hearings 
is more disruptive than helpful. A better approach would be for the SBE's decision to reyoke, 
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following a very carefully executed procedure allowing for due process, to be a final decision 
appealable only to the Superior Court. 

In the case of Kinston Academy, there might have been times when termination might have seemed 
the most expedient and responsible thing to do; however, the Department had to bear in mind that 
hundreds of children were attending school there, and that pulling the charter mid-year would not be 
worth the disruption. In many cases, remedial measures have saved schools in the past. It was 
entirely reasonable and prudent under the circumstances to work with the leadership of this school in 
an effort to restore the school to a more sound fiscal position. The Department did everything 
possible to save the school and in turn to save these students and their parents from displacement. As 
with any endeavor, the risk of failure competes with the very real possibility of success, and all the 
agency can do is have the safeguards in place and act in the best interests of the students, the parents 
and the public at every jtmcture of decision-making. The State Board contends and believes that all 
actions in this case were reasonable and were in the best interests of all involved. 
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Links 

Charter School Law - http://www.ncpublicschools.org/charterschools/policv/legislation 

SBE Policies - http://sbepolicv.dpi.state.nc.us (Most policies directly related to charter schools 
are included in the TCS-U series.) 

Guidance Documents - http://www.ncDubJicschools.org/charterschools/guidance 

Charter Application 
o Training - http://www.ncDubIicschools.org/charterschools/training/aDplication 
o Resources - http://www.ncDublicschools.org/charterschools/aDDlications 

Explanation of the Planning Year - httD://ocs.ncdpi.wikispaces.net/2014-
15-HPreliminarv-HPlanning-f-Year 

General Financial - http://www.ncpublicschools.org/fbs/charterschools/ 

Financial Performance Framework -
http://www.ncpublicschools.org/docs/fbs/flnance/reDorting/guides/csfinancialframework.pdf 

Federal Monitoring - http://www.ncpublicschoois.org/fbs/fmance/federal/ 

Charter School Frequently Asked Questions -
http://www.ncDublicschools.org/charterschools/faqs 

Attorney General's Opinions: 
http://www.ncpublicschools.org/charterschools/manual/opinions 

Resources on the website: http://www.ncpublicschooIs.org/charterschoo 1 s/resources 

Charter School Leadership Institute Presentations (Performance Framework, Renewal, and 
Legal/Policy updates) - http://ocs.ncdDi.wikispaces.net/Session+Documents 

Useful information for administrators -
http://www.ncpublicschools.org/charterschools/manual/web 
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1. SCHOOL RECEIVED $666.818 OF STATE APPROPRIATIONS IN JULY 2013 DESPITE 
MULTIPLE CITATIONS FOR FISCAL MISMANAGEMENT 

The State Board of Education and Department of Public Instruction concur with this finding and 
appreciate action taken to refer the finding to the agencies listed for further action. We will follow up 
-with those agencies to ensure this matter is appropriately addressed. 

The State Board of Education, through policy #TCS-U-006, has established protocol for the 
Department ofPublic Instruction to follow regarding financial and governance warnings. The State 
Board directed the creation and implementation of a Performance Framework that details, on an 
annual basis, a charter school's standing academically, operationally, and financially. The 
Department uses Charter School Financial Framework Guide, which was updated in February 2014, 
to provide guidelines regarding financial performance and compliance for charter schools. The 
operational portion of the Performance Framework focuses on legal compliance issues and 
performance of the charter school board. The State Board of Education plans to review charter school 
policies and procedures currently in place, revise or update any existing policies and procedures as 
needed, and irnplement any additional policies and procedures necessary to address the 
recommendations in the audit report. This action is expected to be complete no later than the end of 
the May 2015 State Board of Education meeting. 

The State Board of Education and Department ofPublic Instruction will seek legal counsel 
immediately regarding civil action against Mr. Ozie Hall for mismanagement of the 2013-14 initial 
allotment installment of $666,818. 

2. SCHOOL OVERSTATED ATTENDANCE ESTIMATE. WHICH INFLATED STATE 
FUNDS RECEIVED BY MORE THAN $300,000 

The State Board of Education and Department ofPublic Instruction concur with this finding and 
appreciate action taken to refer the finding to the agencies listed for further action. We will follow up 
with those agencies to ensure this matter is appropriately addressed. 

The State Board of Education plans to seek legislative changes to the annual funding model in order 
to address this recommendation. Action will be taken to seek this change during the upcoming 
legislative session scheduled to begin in mid-January 2015. 

3. INEXPERIENCE AND LIMITED PARTICIPATION LED TO INADEOUATE BOARD 
AND ADMINISTRATIVE OVERSIGHT OF SCHOOL 

The State Board of Education and Department ofPublic Instruction concur with this finding. 

The State Board of Education and Department ofPublic Instruction have always required certain 
experience of charter school board members during the charter application process as well as the 
renewal process. The problem in this instance was that the board of Kinston Charter Academy 
changed significantly over the charter term. It should be noted that there are currently 148 charter 
schools operating in North Carolina. If the average number of board members is 7, that would total to 

41 



R e s p o n s e F r o m S t a t e B o a r d 'o 

more than 1,000 positions required to be monitored. The State Board of Education will address 
reasonable requirements and expectations for charter school boards in the review procedures noted in 
our- response to finding 1. This action is expected to be complete no later than the end of the May 
2015 State Board of Education meeting. 

4. SCHOOL INCURRED UNNECESSARY EXPENSES DUE TO THE EMPLOYMENT OF 
CEO'S UNQUALIFIED RELATIVES 

The State Board of Education and Department of Public Instruction concur with this finding. 

State Board of Education, through the Office of Charter Schools and the Charter School Advisory 
Board, deals with familial relationships when notified of such relationships. The application process 
as well as renewal process attempt to uncover and address any nepotism related to the school. These 
processes also look into the govemance structure of the charter school. At its December 2014 
meeting, the Charter School Advisory Board offered a favorable recommendation for a charter school 
renewal with the condition that board members should not be the spouse of senior administrators at 
the school. The Department of Public Instruction has also discovered another instance that is being 
handled. Each charter school, through its signed Charter Agreement, must meet the following 
conditions: "governing board members receive no compensation other than reimbursement of 
reasonable expenses incurred while fulfilling duties as a member of the board" and "that they will 
adhere to a duly adopted conflict of interest policy, including provisions related to nepotism." Even 
though the SBE has placed these as conditions within the Charter Agreement, some boards fail to 
utilize their autonomy in a responsible maimer by choosing not to abide by these terms. 

The board of Kinston Charter Academy did have a conflict of interest policy contained in the entity's 
bylaws. The policy did require board members to disclose any conflict and abstain from voting on a 
transaction in which there was a conflict. The State Board of Education and Department of Public 
Instruction will consider developing a policy regarding nepotism among charter school board 
members, senior administrators, and school staff. This action is expected to be complete no later than 
the end of the May 2015 State Board of Education meeting. 

5, DESPITE OWING MORE THAN $370.000 IN PAYROLL OBLIGATIONS, 
OUESTIONALBE PAYMENTS MADE TO SCHOOL'S CEO AND HIS WIFE 

The State Board of Education and Department of Public Instruction concur with this finding and 
appreciate action taken to refer the finding to the agencies listed for further action. We will follow up 
with those agencies to ensure this matter is appropriately addressed. 

The Department of Public Instruction has developed methods for receiving notification of untimely 
payments related to health insurance and retirement contributions. The Department will take action 
to communicate with the agencies responsible for unemployment and federal and state payroll taxes 
to discuss methods for monitoring. This action is expected to be complete by the end of January 
2015. 

4 2 



The State Board of Education and Department ofPublic Instruction will pursue civil action as quickly 
as possible against Mr. Ozie Hall and Mrs. Demyra Hall to recover amounts paid for vacation. 

6. DECLINING STUDENT ATTENDANCE. UNREALIZED PRIVATE DONATIONS, AND 
HIGH OPERATING COSTS CONTRIBUTED TO SCHOOL'S INSOLVENCY 

Hie State Board of Education and Department ofPublic Instruction concur with this finding. 

The State Board of Education and Department ofPublic Instruction perform significant financial 
analysis of each charter school's financial solvency when approving and renewing a charter. In this 
instance, Kinston Charter Academy had not yet reached the term for charter renewal. The State 
Board of Education will ensure the recommendations are addressed during review procedures noted 
in our response to finding I. This action is expected to be complete no later than the end of the May 
2015 State Board of Education meeting. 
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Kinston Charter Academy's (School) response t o t he report 's f indings and recommendat ions includes 
several s tatements or impl icat ions that are misleading or Inaccurate. The School's response 
mis interprets the purpose of the investigative repor t , misrepresents the Office of the State Aud i tor 's 
(OSA) work product , takes s ta tements ou t of context , and reveals a misunderstanding o f the na tu re 
of t he f indings and recommendat ions. Rather than responding t o al l t he incorrect and mis leading 
s ta tements in the School's response, OSA offers clar i f icat ion and correct ions t o several o f t he mos t 
signif icant incorrect and misleading statements. 

The School's response takes issue w i t h the t e rm "fiscal mismanagement" and argues that the School 
was cited fo r " f inancial noncompl iance." Fiscal mismanagement correct ly describes t he School 's 
def ic i t fund balances over six o f Its last seven years o f operat ion, poor budget ing process w h i c h 
repeatedly caused delayed employee salary and benef i t payments, and t he mul t ip le ci tat ions by t h e 
Depar tment of Public Inst ruct ion (DPI) over more t han f ive years. The DPI not i f icat ions specif ical ly 
c i ted lack of "a fiscally sound budget and f inances," "cont inued serious f inancial problems," and 
" f inancial instabi l i ty." 

The School's response fu r the r alleges a conspiracy because a current DPI Division of School Business 
s ta f f member fo rmer ly wo rked at OSA. That employee did not Ini t iate t he invest igat ion, has no t 
wo rked at OSA since July 2009, and has not wo rked in OSA's Investigative unit since 2006. Further, 
this employee worked at t w o o ther state agencies pr ior to jo in ing DPI. Mo re impor tant ly , th is 
employee had no abi l i ty t o inf luence the work of OSA. The School's response takes the i l logical 
posi t ion tha t no f o r m e r OSA employee, who takes a posi t ion o f emp loymen t elsewhere in s ta te 
government , could repor t f raud, waste, or abuse w i t h o u t raising quest ions about a conf l ic t o f 
interest . 

In several cases, the School's response notes tha t act ions of the School c i ted in the repor t d id no t 
v io late a law or procedure. The School's response fails t o recognize tha t OSA intended its commen ts 
about the School's imprudent and quest ionable actions t o help the State Board of Education (State 
Board) prevent o ther char ter schools f r om experiencing similar f inancial problems or t o p revent 
fu tu re loss of s tate funds. 

-For example, t he repor t does not quest ion whe the r the School's Chief Executive Off icer (CEO) and 
his w i fe ( the Board Chair) had a legal right to vacat ion payouts made less than a month before t h e 
School closed. Instead, t he report quest ions whe the r It was prudent and ethical to receive those 
payments w h e n the School did not meet all o f its payrol l obl igat ions fo r o ther employees. The 
response also claims these payments "were ordinary course of business expenses" despite t he CEO 
te l l ing OSA investigators that he and his w i fe had never sought these payments in previous years. 

Likewise, the repor t does not claim tha t the overstated at tendance est imate v io lated a regulat ion. 
OSA recommends the State Board/DPI require documenta t ion f r o m all char ter schools o f increases 
In est imated at tendance t o prevent o the r charter schools In financial straits f r o m receiving excessive 
funds that may not be col lect ible if a school closes. The School's response even at tempts t o por t ray 
t he at tendance est imate of 366 as realistic. However, dur ing a September 2013 board meet ing, t h e 
CEO acknowledged at tendance o f only 189 and said tha t "he was no t opt imist ic that [ the School] 
w o u l d be able t o reach t h e desired 235 students t o meet budget . " 

The report does not claim tha t board members or senior administrators "we re required t o have a 
background In educat ion or admin is t ra t ion" but ra ther notes that such backgrounds wou ld benef i t 
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the management o f a char ter school. Interestingly, the CEO to ld investigators tha t the School's in i t ia l 
f inancial struggles w e r e due to board members lacking an appropr ia te background. 

The School's response o f ten leaves out key details in Its a t tempts t o deflect a t ten t ion f r o m its 
mismanagement. For example, t he response notes tha t t w o board members had "e ight years o f 
experience serving as charter school board members " but neglects t o ment ion tha t t ime was 
exclusively on the School's board. Further, t he CEO again claims t o have led a "pr ivate al ternat ive 
school" but sti l l has provided no in format ion t o ver i fy its existence. Similarly, the CEOrclaims his w i fe 
and daughter were ful ly qual i f ied t o oversee academic programs at t h e School even though neither 
had ever worked in academics previously. 

The response also claims t he CEO's o ther daughter 's wo rk on t he School's websi te was comple te 
despite te l l ing OSA investigators, " W e were supposed t o t rans i t ion t o the new site...but, of course, 
we never wen t all the way f o rwa rd " and tha t the webs i te was "never actually deployed." That 
daughter received $2,500 f r om the School on August 12, 2013 via a cashier's check whi le in ternet 
archive research shows the School's last websi te re-design occurred between July 2 0 1 1 and March 
2012. 

The School's response a t tempts t o port ray fa i lure t o pay employee benefi ts ( re t i rement and health 
insurance) as a tempora ry problem tha t employees c h o s e . The real i ty is tha t the School had an 
obl igat ion t o make those payments once they were w i thhe ld f r om employee paychecks, the School 
had no legal right t o coerce employees t o postpone those benef i t payments, and those obligations 
remained outstanding w h e n the School closed and sti l l remain outs tanding today. 
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Kidttoa Cbirter Academy Responu ttrState AatUtor laveatlpiiivi Report, Dated 1-16-2015. pigeiV l 

EXECUTIVE SUMMARY 

Kinston Charter Academy operated fixjin 2004 through 2013 and served many students. 

The schoo) made expected growth each year except the one it waa required to use the N.C 

Department ofPublic Instruction's Supplemental Education Services (SES) program. The State 

Auditor's Report is full of &Ise infonnalioQ. misleading statements and embellishmeots. Its key 

finding arc based upon false information, misleading statements and embellishments. 

• The school received multiple "iinancia] DoncompUance' findings associated widj the 

schools' lack of financial resources. The school did not receive multiple citations for 

•fiscal mismanagement,'' and the diaractcrization made by the State Auditor is puiposcly 
false and misleading. 

• The school did rot overstate its attendance estimates and such a characterization is false 

and misleading as the school complied with all existing rules related to student 
enrollment. 

• The statement by the State Auditor that the school employed the Chief Executive 

Officec/Principal's (CEO) "unqualified relatives" is without a basis in any fact and is 

completely false and based upon the uninfonned and racially biased opinions of DPI's 

staft The school complied with die law regarding hiring of all employees and only 

qualified employees were hired especially since they were iclaled to the CEO. 

• The CEO and Dean of Students propcriy and legitimately received a vacation payout in 

the beginning of August 2013, and the statement by the State Auditor that more than 
5370,000 in payroll obligations was due is false and misleading. 

• The State Auditor's finding that declining student attendance, unrealized private 

donations, and high operating costs contributed to the School's insolvency is correct 
Chough incomplete. 

• One of the m^'or factors contributing to the school's closure are the cash flow problems 

created by the N.C, Department ofPublic Instruction's unilateral change in a long 

standing policy and procedure which allowed chartcr schools to draw funds from their 

State fiihds allotment as needed outside the generally published sdiedule. This unilateral 

action was not vetted through the Administrative Procedure Process, Kinston Charter 

Academy had more than $600,000 in State fiinds which it was prohibited by DPI from 
using to pay current expenses. 
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• Another major contributing factor to the jchool-'s closurc was the school inability to 

refinance its mortgages and draw from the nearly $2 millioo in equity that the school had 

in its real estate. Unilateral action by the N.C. Department of Public Instruction in 

creating an erroneous financial noncompliance, refusing to rccail and correct the findiBg 

and making this finding available to the public thwarted the school's refinancing efforts. 

BACKGROUND 

Kinston Charter Academy was founded in 2004 by a volunteer Board ofDircctorg 

organized by a former Chairman of the Lenoir County Board of Education who organized the 

charter school because the local school district openly practiced racial discrimination against 

black students and under resourced schools attended by black students. Frustrated by his 

inability to get the majority of local school bonrd members to change their policies and practices. 
Kinston Charter Academy was founded. 

The Kinston Charter Academy's board of directors Included a racially diverse group of 

individuals with substantiaj financial experience, several fonner teachers and educators, and 

experienced school administrators. A local credit union pledged $ 100,000 in annual operating 

support to the school for its first 5 years and an enthusiastic team set out to change the world. 

The school featured small classroom sizes of 15 student, a 200 day school calendar, and a 

seasoned teaching staff. The school hired a Chief Executive Officer (CEO), a separate Prindpal, 

an Academic Director, a Technology Director, a Federal Programs Director, and other 

administrative pasoimel. The school secuicd financing in the amount of J2.5 million to 

purchase a 52,000 square foot ficility situated on a 14 acre site loca»d in Lenoir County, The 
school retrofitted and created a state of the art facility.1 

The school had mortgages with the U.S. Department of Agriculture at a 4 percent interest 

rate, and Self Help Ventures Fund in the amount of $1.5 million2 at the predatory rate of 8.25 

percent Both notes had a 20 year term. Self-Help's mortgage was guaranteed by the USDA. 
The schools' fecilify appraised for J5.8 million in 2004. 

' Rq»rtcdly one of the mosl beautiful darter school ftcUities in.ihc sUte, fia taring « Scicnee Lab. Media Ccnlcr 
and three Computer Labs.' ' 
3 Sdf Help's mongjga was guar*oteed by the USDA. 
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fCmstoii Cbarter Academy immediately began to experience financial deficits in its first 

year of operation. By the third year of operation the school experienced a $354,000 operating 

deficit. The schools' first CEO was a retired public school Superintendent, the second CEO was 

a former Assistant Superintendeat, the schoors third CEO was a rctirad public school Principal. 

The schools fourth CEO was hired to 2008 and inherited a schoo] that was in a substantial 

operating deficit, in need of hondieds of thousands of dollars of facilities repairs, and on the 

verge of closure due to the school's financial condition. The fourth CEO, along with major 

changes in board leadership, was able to keep the school open until the board finally surrender 

the schools' charter on September 3,2013. During its life the school graduated seveo eighth 
grade classes. 

At the time the school closed, Kinston Charter Academy owned real estate valued at $4 

million with debt of about $2.1 million. The school had $1.9 million in equity in its facility. The 

school struggled to achieve a positive General Fund Balance which was a key to its ability to 

refinance its ^cilities. In November 2012, the Local Government Commission approved the 

schools' prior year audit report Kinston Charter Academy had a positive General Fund Balance 

of $49,000. The schoo! had achieved a major financia] goal. The school was now postured to 

refinance its mortgage*. On December 14.2012. the Division of School Business, within the 

N.C. Department ofPublic Instruction, knowing that the school was seeking refinancing for its 

mortgages, filed an erroneous financial noncompliance finding and then made the same available 

to leaders. [Exhibit 1]. Despite numerous communications requestiog this finding be corrected 

and clear illustration that the same was unlawful it still took nearly five months for the Division 

to change the enoneous financial noncompliance finding. [Exhibit 3j. By then, the schools' 

ability to refinance had suffered a major setback. 

To add insult to injury, the Division of School Business unilaterally changed a long 

standing policy which allowed charter schools to draw from its State funds allotment outside the 

published schedule. [Exhibit 2]. This unilateral policy change, which was not vetted through the 

required Administrative Procedure Act process and caused the school to experience damaging 

cash flow problem?. The school was not able to timely pay state retirement and health benefits 

payments while the Stale held $600,000 of funding allotted by the Legislature for the school. The 

Division used the school inability to pay the retirement and health benefit pays, which they 
caused, as a basis to seek revocation of the school's charter. 
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KinstoD Charter Acadcmy ended the 2012-2013 school year on June 30, 2013, and the 

Department of Public Instruction -waited until just 10 days before classes were schedule to begin 

forthe 2013-2014 school year to announce thai it was seeking to revoke the schools charter. 

Kinston Charter Academy receiVcd actual notice of the Department's intent to seek revocation 

on August 21, 2013, just five days before school was scheduled to begin DO August 26,2013. 

The Department was in contact with the CEO over the weeks between the school years and was 

made aware that the Board was worfcing cm a plan to reform and school's administrative 

structure and hire a managcmait team. The Department's conduct in seeking revocation 

effectively thwarted the school's continued effort to reform the school and refinance its real 

estate to use the equity captured in the facility. Without the ability to refinance, Kinston Charter 

Academy board of directors voted to voluntarily surrender the schools' charter to the N.C. State" 
Board of Education. 

The individual within the Division of School Business which initialed the State Auditor's 

investigation is a recent former employee of the Office of the State Auditor, and the direct 

supervisor of the Division employee who published the cnoneous financial nonconqjliance 

finding that tanked the school's refinance efforts in December 2012. This is the first time the 

Office of State Auditor has conducted an investigative audit of a charter school and issued an 

Investigative Report, according to State Auditor staff. The State Auditor Report is fiill of false 

infonrntion. misleading statements and unprofessional embellishments. 

STATE AUDITOR FINDING AND KINSTON CHARTER ACADEMY RESPONSES 

The State Auditor findings and Kinston Charter Acadcmy'g responses are listed beJow; 

STATX AUDITOR FINDCMC U i : [SCHOOL RECEIVED S 6 6 6 , 8 1 8 OF STATE AJTROPRIATIOXS IN 

JULY 2 0 1 3 DESPITE MULTIPLE CITATIONS FOR FISCAL MISMA-NACEMENT] 

RESPONSE TO STATE AUDITOR FINDTNC # 1 r 

The Slate Auditor, an elected official, has choscn to supplant the temis "financial 

noncompliance" with the terms "fiscal mismanagement." The N.C. Department of Public 

Instruction has consistently used the terms "financial noncompliance" to characterize the 

financial deficiencies al Kinston Charter Academy. The schools finanfniii issues revolved around 

htsufGdeot flnandal resources to operate the school and the inheritance of a flawed financial 
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model. To the extent the term "misinjujagemeat'^ Implies Impropriety use of the term by the 

State Auditor is dishoQest, unprofexxlanal aad Dot warraoted by the facts. In addition, tbe 

State Auditor's politicizing Kinston Charter Academy's closure by using inflammatory language 

violates tbe ethical duties ofa licensed Certified Public Accoontani aad ethical and legal duties 

of the Office of the State Auditor is required to uphold. 

The State Auditor claims that "the cbief executive officcr/principal (CEO) was able to 

spend stale funds appropriated for the 2013-14 school year to pay expenses incurred during the 

prior school year" and sites an example of the school paying off two $100,000 short-terra loans 

from its initial installment of state funds in 2013-14. The Stale Auditor failed to mention that the 

school's Board of Directors specifically authorized the borrowing of tbe funds at its March 22, 
2013 board meeting in which a quorum was present, and specifically authorized the repayment 

of the funds in its July Board of Directors meeting. In addition to this significant materia! 

omission on the part of the State Auditor, it was also omitted that the school's chief executive 

ofSccr/principal did not sign the wire transfer which repaid die fiinds. Finally, tbe notes on the 

two loans were due and payable on July 22, 2013, and thus they were paid in tbe "current" fiscal 

year. 

Tbe State Auditor fails to mention thai the entire amount of $666,S1S in state fimds were 
expended on the In t ima te expenses of Kinston Charter Academy. Not a single dollar was 
expended frivolontly or for an unlawful pnrpose. Under the N.C. Charter School Act, chartcr 

schoois are specifically exempt from other statutes that apply to traditional public schools except 

for chose rules which are specifically enumerated in the statute. NC- Gen. Stat. ̂  1I5C-

238.29E0 (2013). No state law. State Board policy or regnlation prohibits charter idhooli 

from paving the legitimate einenses IncarTed in the operation of the schooL TTins, the State 

Auditor's characterization by use of the term "mismanagtancnt" is false, unfair, imethical, and 
unwarranted. 

Kinston Charter Academy, at the time of its closure, owned real estate with a fair market 
appraisal of S4 million performed by a licensed, certified appraiser. The school had debts of 
approximately S2.1 million. Had the school's ability (o borrow not been impaired by the actions 
of the North Carolina Department of Public Instruction, the school had the ability to refinance its 

mortgage and draw at least SI million from its equity for woiidng capital. The school could have 
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continued to serve the studenta who were living under high poverty conditions in Lenoir County, 
North Carolina. 

Kinston Charter Academy closed near the end of the first qiurter of the school's fiscal 

year and legitimatdy expended funds throu^ that date. The State Auditor characterizes 

$666,818 as having been mismanaged yet they fail to mention flic school's July and August 

payrolls, startup expenditures for the upcoming school year, and other cost to repair facilities, 

buses, and to purchase stock for the school's lunch program. The State Auditor also failed to take 

into account the fact that the school had not received local funding allocations or federal fimd 
allocations t s of the time flie school surrendered its charter. 

The Slate Auditor claims that the school withheld funds from employee paychecks and 

did not pay the fiinds over lo the state health plan or retirement system. The school had a 

significant shortage of funds and only partially funded the payroll hut subsequently fimded the 

other payroll expenses as cash became available. The employee's themselves cbose this option 

over the complete loss of (heir jobs in the sparse Lenoir County job market. 

The State Auditor's statement that the CEO [mismanaged] the S666,8 ] 8 initial 

installment is a boldface fabrication that is not support by the ftcts. 

STATE AUDITOR FIND # 2 : (SCHOOL OVERSTATED ATTENDANCE ESTIMATE WHICH INFLATED 

STATE FUNDS RECETVED BY MORE THAN $ 3 0 0 , 0 0 0 ] 

RESPONSE TO STATE AUDITOR FINDING # 2 ; 

The State Auditor claims that "ihe CEO ovcratated ADM by 177 students." Under state 
law, curreotlv em-olled charter school students are guaranteed a seat in the school in the next 

Upcoming school year. The school had 225 students who were entitled to seats by law in the 

2013-14 school year. In the previous school year, the school recruited approximately 100 new 

students, primarily from Pitt County. The school had a rigorous student reeniitmenl plan an 

estimated a final enrollment which would include at least an additional 141 students. The 

school's actual estimate of enrollment for the 2013-14 school year was 366 students. The 

estimate had a legitimate basis In fact and waj made In accordance with the existing rules, 

policies, and procedures of the North Carolina Department of Pablic Initructloa and the 

North Carolina State Board of Education. The State Auditor's claim that the school provided 

no evidence supporting an estimated student attendance increase is a flat out felsc sratemeoL 
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Average Daily Membership (ADM) is calculated based upon the number of students 

enrolled in the school each day for tbe first 20 days of the school year. The school surrendered its 

charter after six (6) actual school days. Unfortunately, because Kinston Charter Academy dosed 

before the completion of the first 20 day count we can never know its' actual ADM. 

Unfortunalely, the State Auditor has chosen to attemnt to riistnrt the facts bv identifying 189 as 

the schools ADM, which it was not, and making an erroneous comparison to the estimated ADM 

of366. The comparison by the State Auditor is mathematicany unsound, unethical, distorted, 

and dishonest. The State Auditor claims the estimate was overstated. The estimate was an 

estimate with a proper basis. It would have been correct to state that the school's actual 

attendance fell short of the school's expectations. Any statement beyond the latter is politically 

motivated and false, and sincc tfiis was brought to the State Auditor's attention prior to the 

publishing of its document the statement is purposefully misleading. 

STATE AUDITOR FINDING # 3 ; [INEXPERIENCE AND CJMTTED PARTICIPATIO.N LED TO 

INADEQUATE BOARD AND ADMINISTRATIVE OVERSIOHT OF SCHOOL} 

RESIHJWSE TO STATE AUDITOR FRWDINC # 3 ; 

The State Auditor claims that the Charter school's Board membership did not include 

individuals with an education degree, prior experience in teaching, or school administration. The 

State Auditor claims that this purported l ack of experience" impaired the oversight of the 

school. Most local elected school boards throughout the United States did not have individuals 
with education degrees, and prior experience In teaching or school administration. Kinston 

Charter Academy did have two board members with eight years of experience serving as charier 

school board members, an individual with the Juris Doctor Degree, one with a Master Degree in 

Business Administration, one with a Master Degree in Public Administration, and -with over 20 
years of military experience ^eluding one who managed millions of dollars In materials, 

equipment, and human resources for the United Stales Navy), The Board membership consisted 

of individuals with significant cxpericncc working with juveniles in the criminal justicc system 

and individuals with significant experience in nonprofit 0T;ganizati0n management. 

Tbe State Auditor's opinions regarding board member experience and best management 

practices is not based upon actual facts and is misleading. Under state law, traditional public 

schools in North Carolina are managed by people with experience in school administration and 
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teaching. In 2013, only 14 percent of all Blzck students statewide passed both reading and math 

end of grade tests. If you contro! for poverty, and do an apples-to-^Ies comparison, Kinston 

CJiarter Academy omperformed the state and the local school district with the student population 
it served. 

Despite its significant efforts, the school's Board was unable to raise sufficient funds to 

maintain operation of school. An additional unreasonable hurtle created by the misconduct of 

North Carolina Department ofPublic Instniction officials was their thwarting the school's 

refinance attempt and ultimately destroyed all of the Board and Administrative efforts to save the 
school. 

At the time the schools* CEO was hired in 2008, he possessed a Bachelor Degree in 

Business Administration, a Master of Science Degree in Administration, had extensive 

experience in nonprofit organization administration, had over 10 years direct experience 

instructing at-risk students in a school classroom setting, and served as the executive director of a 

nonprofit organization which operated a private altemitivc school. The CEOs experience 

enabled the school to continue to operate from 2007 when it had a $354,000 operatiag deficit 

until the school's closure in September 2013. The CEO also completed a Master Degree in 

Education, with emphasis on Curriculum and Instruction in 2010. 

Kinston Charter Academy's board and administration did not lack adequate experience, 
t h ^ lacked adequate financial resources. 

The State Auditor claims that limited board meeting attendance led to inadequate 

oversight. The Sute Auditor and her staff are apparently still living in the dinosaur age. In the 

modem world, many coiporations' Board of Directors hold meetings while individual board 

mcrobers are at multiple locations on the globe. The tise of modem technology enables humans 

to participate in meetings from virtually any location oo the planet It is well-established that 

.their lack of physical presence is not a significant factor in their ability to carry out iheir board 

functions. Kinston Charter Academy's bylaws, approved in the school's chartcr by the State 

Board of Education, provided for board inembcra to attend board meetings by electronic means. 

The Board of Directors also adopted specific resolutions allowing board members to participate 

in board meetings by electronic means. The board regularly had a quorum present in their board 

meetings and legitimately conducted its business with some members present on site and sotpe 
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attending by agreed upoc eJectromc means. The Stale Auditor's chaiacterizations as to board 

attendance and participation are simply false and again pmposcfully misleading. 

STATE AUDITOR FDOMNG # 4 : {SCHOOL INCURRED UNNECESSARY EXPENSES DUE TO THE 

EMPLOYMENT OF C E O ' S UNQUALIFIED RELATIVES) 

RESPgSSE TO STATE AUPITOR FlNPINfdM-

The Slate Auditor anempis to create shock effect by claiming that the CEOs family 

members collected approxbmtely 592,500 in the school's final year of operation. The Sute 

Auditor claims that the individuals employed al the charter school that were related to the CEO 

were unqualified to perform the dudes for the jobs they held. The Stale Auditor supplants her 

judgment for the judgment of the Kioston Charter Academy Board of Directors. The State 

Auditor, OQce again, misquotes the CEO and claims that the CEO said the board simply 

approved the hiring of all staff in oni motion at a board meeting. The State Auditor staff never 

even asked or made any inquiry into the process of selecting any staff 

The CEOs wife5 had eight years of experience as a nonprofit charter school board 

member. She held a Juris Doctor Degree and had over 15 years of experience working with at-

risk juveniles and families in the court system. She was raised in ihe Kinston community and 

knew many of the families that the school served. Her primary job duties involved discipline 

and guidance for students in the middle school age group, grades 6-8. She was uniquely qualified 

to serve the high risk population thai the school served which was over 95% African-American 

and about 98% in poverty. She also assisted the school in conducting a nationwide search for 

highly qualified teachers and engaged in the process of conducting extensive interviews to select 

the teaching sUff that served the school in the 2012-13 school year. In the 2011-12 school year, 

the school did not mate "expected growth" and was in danger of closure in the event the school 

failed to meet "expcctcd growth" in two oul of any three-years while the school's perfonnance 

composite was below 60 percent. The Stale performance composite for African-American 

3 T1« CEO and boaixJ chair were married after taking on the role of CEO and board chair at the school, Tbe board 
chair lender her ruignatioa but Ac board rqected it aad aikcd bcr to remain chair. The board chair metimlotuly 
rcctued benelf from any dedsions mvotving compmwion. financial remuoeniioas. or odicr matters that givw Ihe 
appearance ofa confljci of iotcresf. The ciutr, (he CEO, and ihe board meticuknuly complied with cooflid of 
iDlerest poltdea and procediBc&. 
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studcou was well below 60 percent, therefore any charter school with a significant African-

American population Is always at risk of closure under this discriminalory policy.4 

The board's decision to hire the CEQs wife as a Dean of Students was a sound and 

prudent business j u d ^ c n t As the State Auditor rioted, the school met "expected growth" for the 

2012-13 academic school year and was not in danger of closure due to low academic 

performance as a conscqucncc of the fine work performed by the Dean of Students. 

The State Auditor claims that the board's decision to employee the CEO's daughter as an 

academic officer resulted in an unnecessary expense. The CEO*s daughter was selected on her 

merit She possessed a top rate education from Tufts University with a Bachelor Degree in 

American Studies. Tuffs has one of the finest education programs in the world. The CEO's 

daughter's choice of American Students imiquely qualified her to work in a high poverty 

environment and with the student population that Kinston Chatter Academy served, fn addition, 

the CEO's daughter came with a plan to improve the school's academic standing and recruited 

teachers who graduated of Boston College. Tofts University, and New York University.5 

The CEO's daughter's duties liicluded assisting in recruiting staff, maiuging discipline in 

grades kindergarten to third grade, facilitating teacher planning, student recruitment, and use of 

data to drive instruction. All these were skills possessed The result was that thr- Rrh.y>l maAf 

expected growth in the 2012-13 academic school year. 

The State Auditor's assumptioR that t h n e individuals were rcqnlrcd to have a 

background la education or administration » contrary to the Innovative nature of charter 

school operations. As the State Auditor noted the school had relied upon someone with 20 years -

of experience in public schools with their most recent job as an assistant lo the superintendent 

Under die tenure of that individual, the school slumped in(o low performance status. As 

previously noted, experienced teachers and school administrators have experienced little success 

with high poverty populations across the slate. 

4 la 2010. the CEO filed a campUiot with the 1/5 Dcpanmeni of Justice ofOce of civil rigiu cltimiag tiat the policy 
rcqQiriog schools that did not mccl expcctcd jrowth for two out ofsny three yean with perfoxmance coopotile 
below 60% w«s raei«Dy diicriminttoty igxinu schools (erviog BUclt, L*tioo. and Handicapped student 
populadm siac« the ttaie parformuice compotiie fbi these froupt is well below 60*/i aiid blick snidcnc (cnied to 
live in high poverty commttoities were historical data showml low performaiKe when tested under a culhmJIy in 
•detjuate tcttifig tysiem. 
, Irooically, three of the teacben recntited &om major colleges aad univenhiea we« robbed in a home invBsioa in 
Kitston at the started working si (he school crime in Kinstoo and Lcaorr County make it difficult to recruit 
h)^ quality staff in Kinston. 
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FinaUy, one of the CEO's daughter's successfully secured a contract for S2500 to design 
3 website and provide other technology services for which other vendors chargcd in cxccss of 

$7500. The State Auditor misquotes tbe CEO and claims that the website sever became 

operational. The website is openitional today. The website was never fully used for the purpose 

for which it was developed since tbe school closed. 

The Slate Auditor claims that the CEO's relatives were unqoalified. The State Auditor's 

statement is without any basis in fact. In addition, the salaries and compensation received by said 
individuals was below fair market value. 

STATE AUDITOR FINDING #5: [DESPITE ULTIMATELY OWING MORE THAN S370,000 IN PAYROLL 

OHUGATIONS, QUESTTONASLE PAYMENTS MADE TO SCHOOL'S C E O AND HIS WIFEJ 

RESPONSE TO STATE AUDITOR FINDING #5; 

The Slate Auditor claims that despite the potential closing of the School and its financial 

problems, the School paid the CEO and the Dean of Students, employees of the Board of 

Directors, earned vacation pay to which they were entitled. The State Auditor failed to disclose 

that neither the CEO nor hb wife signed any checks to make these payments, but suggest the 

CEO and the Dean of Students should not have accepted the payments. It is kind of like saying 
that the State Auditor and her sta£f should not take earned paid vacation time because the State 
runs a deficit 

The N.C. Departmoit of Public lostrucUon did not initiate revocation of the school's 

charter in June, 2013 at the close of tbe school year. They waited until 10 days before students 

began to arrive, after tcacheis were hired5, summer professional development was complete, and 

significant expenses incuircd to start the school year. Tbe school did not receive actual notice of 

the Department's intention to initiate revocaUon unti! August 21,2013, just 5 days before the 
fiistday of school. In an August 2, 2013 letter, the Officc of Charter Schools acknowledges the 

school's choice to remain open. The school's board of directors agreed m July that it would 

move forward with opening and continue the effort to refinance its fMilicy atid draw woiking 
capital from equity stored in the schools facilities and real estate. Kinston Charter Acadcmy was 

a going concem and the vacation payout to the CEO and Dean of Students were ordmaiy course 
of business expenses. 

4 Some teaehen bive move from out of watc to North C«rolbuJuu to icacber at Kimtoe Qi»ner Academy. 
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The State Auditor argues that teachers and other administraiors were not paid in 

September but failed to disclose that the CEO and Dean of Students were not paid in September 

either. The school paid the August payroll. If the school had not closed, it was due aJxmt 

$60,000 is local funds and over 5200,000 in federal funds to use to support the September and 

October payroll. In addition, the school had a commitment for a $300,000 bridge loan [Exhibit 

5J to assist its cash flow needs and was negotiating the refinance of the schooPs facilities. The 

school did not get paid the local or federal funds because of the surrender of the charter. The 

school was not going to borrow the ad^tional $300,000 if the school was closing. In addition, 

the N.C, Department of Public Instruction specifically promised to cover the final expenses if the 

school surrendered its charter but then reneged on the promise. The Kinston Charter Academy 

board of directors decided to surrender the charter because the Department's efforts to revoke the 

chartcr at that time were fatal to (be school's administrative reformation and real estate refinance 

efforts. [See: Exhibit 4 and 6]. 

The State Auditor fails to utilize die clear evidence presented to her staff in the 

characterization of diese payments as the State Auditor mischaracterizes $285,290 in 

reimbursements owed to the Unemployment Insurance Fund as unpaid payroll obligations.7 

TTicse funds were not a '"payroll obligation". The State Auditor also includes over 530,251 in 

salaries which were not even incurred when the CEO and Dean of Students were paid for earned 

vacation time. Also, since the vacation pay outs occurred in August, most of the other payroll 

obligations cUirnrd by the State Auditor as being owed were not lacnrred or were not yet due. 

The State Auditor takes statements made by the CEO out of context or outright distorts them in 

the Auditor Report creating misleading allegations and false innuendos. 

The CEO is owed payroll for September and October 2013 and for other time spent on 

the close out of the school over more than one year. The total owed (o the CEO for this close out 

and corporate wrap up is in cxcess of S40,000. 

' The iclhXil opcnUed usder the Itguialive provision [N.C. Geo SUt § 96-9.6] which allows oon-proflt 
orgatuzalioiu to pay 120 percent reimbursement to tbe Unenytoyuteul Insunnce Fund in liea of paying aa 
occnploymcat contnbutionA. The State Auditor erroacouaty inflated Qio amoual of payroll oblitaiicms owed at tbe 
time vacation payouts were made to the CEO and tbe Dean of SMeists. 
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STATE AUDIT OH FINDING # 6 : [DECLINING STUDENT ATTENDANCE, UNREALIZED PRIVATE 

DONATIONS, AL® HIGH OPERATING COST CONTRTBTTTED TO THE SCHOOLS INSOLVENCY] 

RESPONSE TO AUPITOR FINDING #6I 

Multiple factors contribnted to Kioston Charter Academy's insolvency as noted by the 

State Auditor. There are several additional factors not mentioned by tbe State Auditor as 
follows: 

Flnaricial Modf j 

The schools financial model was flawed from its inception. When the school was able to 

implement its academic model it demonstrated superior results. The o r i ^ a l concept was small 

class sizes of 15 students, a 200 day academic calendar with extended day programming, and a 

high percentage of experienced (retired) teachers. The original budget planned about $90,000 in 

mortgage orfacilities rental expense. In reality, the annual facility cost was over $240,000 plus 

expensive facilities maintenance. Teacher salaries were estimated at $30,000 per year but the 

school hired about II retired teachers at a cost of about $41,000 per year plus an 11% employer 

contribution toward a second retirement The school also hired three seasoned teachers at a rate 

of over $45,000 each plus benefita. The cost of insurance, utilities, transportation, building and 

grounds maintenance was all severely underestimated in the original plan. The school hired a 
CEO, a separate Principal, a separate Academic OfTicer, a Technology Director, and a Federal 

Programs Director. The school began incumng deficits in the first year of operation. By the 

third year, the school had a $354,000 cumulative operating deficit. 

The school's closing CEO catered a school with a $354,000 deficit and a flawed financial 

model where the marginal classroom Income was insufficient to cover the school's fixed 

ejqjenses. Classroom sizes were increased and the school year was reduced finm 200 days to 

180 days as measures to control cost, ha addition, the school experienced costly and major 

facilities issues such as having to replace two 50 ton HVAC units, and HVAC Control system 

with a combined cost of about $250,000. The problems with the facility also contributed to 

lower enrollment as the facility air conditioning and heating problems caused a loss to student 
enrollment. 

Lcoolr County Schools Dispute 

Lenoir County Public School (LCPS) board members and Superintend«it publicly 

pledged to close Kinston Charter Academy. LCPS unlawfully withheld nearly $1 million in local 
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fund* from the charier school and placed the sdiool under major financial stress. LCPS 

eventually paid Kiaston Charter Academy about SI 70,000 which the school accepted because it 

waa under financial duress. LCPS constructed two new school fecilidcs and placed those 

facilities in very close proximity to Kinston Charter Academy's fecilities for the purpose of 

competing for students. LCPS openly recruited Kinston Charter Academy's teachers and used 

the teachers to solicit the school's students. Kinston Charter Academy operated in very hostile 

environment. LCPS's role on the Lenoir County Chamber of Commerce, Education Committee 

blocked any meaningful business community support for Kinston Charter Academy. 

fatcrference bv W.C. Department pf Public Instnicdoii 

In the 2012-13 school year, tbe Division of School Business unilaterally changed its long 
standing policy and practice regarding cash advances from the State funding allotments without 

vetting it through the Administrative Procedures Act process. The result was that Kinston 

Charter Academy was late making payments to the state health plan and retirement system while 

at the same time the school bad about $600,000 in state funds the new policy prevented the 

school from accessing to meet then current cash flow needs. 

Division of School Business staff knew that Kinston Charter Academy was working (o 

reduce its cumulative operating deGcit and to refinance its mortgage to obtain a better interest 
rate and draw working capita] from the school *8 equity to meet tbe school's M«;h needs. 

Refinance was the key to the school's survival. Lo November 2012, tbe Local Government. 

Commission approved the school prior year final audit In December 2012, tbe school had a 
$49,000 positive fund balancc and was positioiKd to refinance the school's mortgage. On 
December 14,2012, the Division of School Business issued an erroneous financial 

noncompliance finding which claimed the school improperly used State ftmds to pay its 

mortgage and had a questioned cost of $285,000. The Division never made such a finding before 

or since. The same employee of the Division involved was previously publically accused by 

Kinston Chartcr Academy of improperly attempting to force the school to use a certain financial 
services vendor. 

It took the Division months to address tbe erroneous finding. They waited just long 

enough to ruin the schools' refinance efforts and to force the school into financial noncompliance 

in late paying of retirement and health benefits which the Division then used as a basis to seek 

revocation of the schools' charter. TTie deficiencies cited by the Department ofPublic 
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Instniction to seek charter revocadon were caused by Department of Public Instruction employee 
conduct 

Shift in StndcDt Popglaflon Served 

Another contributing factor to low enrollment was that the student populaiioo shifted. 

Parents enrolled students in the school beouse LCPS encouraged its students with low 

pcrformince and significant discipline problems to transfer to Kinston Charter Acadcmy. The 

student population also shifted from 67 percent poverty to 98 perccnt poverty. As the population 

shifted it bccame increasing difficult to rccruit teachcrs capable of meeting the needs of the 

student population end more affluent parents did not chose to send their students to school with 

at-risk students. This major population shift had major cost implications for the operating • 

budget Also, transportation cost increased as the school had more and more Pitt County 

residents enroll their children in the school and less car riders. 

Race to the TOD 

Kinston Chartcr Acadcmy was induced to participate in the "Race to the Top" program 

by Department of Public Instruction officials. The school was required to perform about 

$500,000 in mandates over a period of four year* but received less than $75,000 in "Race to the 

Top" fimds during the same period. The program did not benefit the school and further strained 
the school's finances. 

Supplemental Education Services 

In 2011, Kinston Charter Academy was forced by Department of Public Instruction 

regulations to participate in a Supplemental Education Scrvicc program and use funding to pay 

outside service providers for remedial reading and malh. The school did not make expected 

growth the year the school was required to participate in the State's Supplemental Education 

Services program. In ail previous years, the school made expected growth. It conducted its own 

program with East Carolina University students as tutors and mentors to Kinston Charter 

Academy students. Kinston Charter Academy also had an East Carolina University Education 

Professor serving on its board of directors. The low performance year caused by the 

Department's interference in the school's academic program caused the school to experience , 

subsequent cost in attempting to repair the damage caused by the Department of Public 
Instrucdon's action. 
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MiscellaBeant I n ties 

N.C. Department of Public Instruction officials took a hostile position toward Kinston 

Chartcr Academy's CEO after the CEO's filed a complaint with the U.S. Department to Justice, 

Office of CiviJ Rights in response to the State Board of Education's adoption of a Department 

recommended policy which was discriminatory toward chartcr schools serving significant Black, 

Hispanic, and Handicapped student populationfi. In addition, the CEO reported misconducted by 

the Division of Schoo] Business staff. The Division subsequently engaged in conducted which 

impaired the school's cash flow such as unilaterally changing a long standing policy oa cash 

advances from State fimd allotments and by creating a fraudulent financial noncompliance 

finding to thwart the school refinancing efforts. These issues had a m ^ o r adverse impact on the 
Kinston Charter Academy's financial condition. 

CONCLUSIONS 

The State Auditor's Report contains false information, puiposcfiilly misleading 

statements and unprofessional embellishments. Kinston Charter Academy's volunteer Board of 

Directors, Chief Executive Officers, Principals, Faculty and Staff members always worked 

tirelessly and in good faith riiroughont all of the years of the school's life. The school served 

hundreds of students and positively impacted many North Carolina children's lives. 
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C o m p l i a n c e D a t a S h e e t 

(For Charter Schools pending renewal In June, 2014 ) 

Section 2: Department of Public Instruction Report 

{DW data required by the Charter Agreement or Otherwise S ta t ed In the taw) 

R e p o r t i n g Area : F i n a n c e / a u d i t s 

School ;Kins ton C h a r t e r 

• School Is C o m p l i a n t 

S Schoo l is N o n - C o m p l i a n t 

Desc r i p t i on of N o n - C o m p l i a n c e I s sues 

07-1 The school has a deficft fund balance of $354,292 as of June 30,2007. 

0&-1 The school h»s a deflct fund balance of S1S€470 as of June 30,2008. 

09-1 The school has a defictt fund balance of $174,837 as of June 30,2009. 

10-1 The School has a dcficrt fund balatwe of S45.S39 u of June 30, 
2010. 

11-1 The School has a deficit fund balance of $€3,077 as of June 30, 
2011. 

Deficit h) the Proprtetaiy Fund for FY 2011-12 of $30,591 

The school used "state Fund" to pay their monthly mortgage payments on 
their buiWIr*. This ts a vdtatlon of G S llSC-238-29H(al). Thb has a 
questioned cast of $285,429.86. 

AOM 2010 359,2011 343, 2012 305. 

N a m e of p e r s o n c o m p l e t i n g r e p o r t r e e n c Bmton 

1 2 / 1 4 / 2 0 1 2 
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P U B L I C S C H O O L S O F N O R T H C A R O L I N A 
STATE BOARD-OF EDUCATION Wilfiwn C. H«riaon. Ed.D, Cha^natn 
D E P A R T M E N T O F PUBLIC I N S T R U C T I O N Juna St Ctoir Atkinson, EdJ)., Statt Sufterintenderrl 
VWW, NCrUBLlCSCHOOLS.ORO 

MEMORANDUM 

TO: All Charter School Adzoioistratofs-

FROM: Alexis Schauss 
Divisioa of School Bitsbiess 

DATE; September 5,2012 

SUBJECT: No Cash Advances or Changes JD Timing of AHotmenta 

Effective J\i]y I, 2012, the Division of School Business will no longer provide any cash advaoces 
to charter sclraols. 

To help the cash flow of charter schools that receive their allotmenis in three iiutaJImenls, the 
Division of School Business has modified the tiiaing of tbe 3H allotment mstalhnent. Tbe allotments 
will be scheduled as described below. 

1. 34% of the allotnacDt after the Oeneiai Assembly adjourns, based on initial ADM. 
2. 34% of liic allotment after the 1st month ADM is finalized and adjustsd for actual ADM. 
3. 32% of the allotment will be distributed prior to the cad of February (previously tbe end of 

March). 

Please ensure that you budget accordingly so that your school can cover necessaiy expenses. 

AS/dkm 

Lydia Prude, School Allotn>ent$ 
Joel Medley, Office of Charter Schools 

OFFICE O F FINANCIAL AND BUSINESS SERVICES 
DIVISION o r SCHOOL B(J5D«ESS 

ALEXIS SCHAUSS, Dirwtcr { .1-^^ — r w 
6334 Mdl So^icr Cmio- J North C*ro<Bi* 27699-6334 | (SI9) ( F»c (9l9;ta70?« 

As Eqal Opporturutyi'Affiii Acbea Ctuptoyti' 
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f!Uî  an Aw f m^nr»ty r . f u ^ . tWi 

'l—m i»»7-J30.» i i Siaai. I'oajH byia*. 

8L. .1 ttiU.W" t- t>-J»7 OM"— ' • - • ' x l - « " • « * * » ! . » . asiitB tayvas 

http://wcfaaaa4.S{ginlavcjiet/si!nma/l 17IP. i [ 9/!W20a 

65 



V ; R E S P 6 N S ^ ^ 

KINSTON CHARTER ACADEMY 
2000 Dr. Mxrthi Lather Ki*g, J r . Blvd. 

KinxtomNC 2S50i 
Telephone: (252) 522-0210 

F a x : (252) 522-25S4 

0 , x i v ; i . , + v } 

September 4, 2013 

VIA EMAIL 
Ms. Rebecca Tayter, Chair 
Leftdcrship fbr laoovation CommitXee 
N.C. State Board of Eduotioo 
30] K. Wibninglon Street 
Raleigh. NC 27601-2825 

REr PROPOSED CHARTER REVOCATION FXJR KINSTON CHARTER ACADEMY 

Dear Ms. Taylorr 

Certain staff at the Business and f lnancid section of the NCDPI have proposed (be iwocstiof) of 
the school's charter. Kinston Ctmter Academy (KCA) has been in operation for since 2004. The current 
adminlsffazioa came in 2007 when the school had a 54,000.00) cfwraliag deficit Over teveni years 
the school reduced the cooual operating deceit from (-$354,000.00) in 2007 to a £49,000.00 positive fund 
balaoce in 2012. The school owns its facilities whkfa appndsed for spproxijnaliily S4 million. Tbe school 
owes appr03dm*le?y S2 reilitoa in notes on the fucifify tad therefore has cqcri^ of about S2 million. 

Last year (2012'20}3) tbe school look certain measures to boost stodeot pqfumanoe and made 
necessary repairs to ^cilities. In the pest the school has alw«y3 been 2d>le to make early draws {mm its 
State aUotmenL List year that policy/practice changed wfthO'Jt adequate noticc. Ininid-0ctobcr2012we 
learned Bar tbe very flrdtinie that Alexis Schauss, the new Director of tbe Division had i»ucd a policy 
memorandum dated September 5.2013 with a retroactivB cfioct to July 1,2012>^{cb chasgedthe 
aUoaaem schedule. This new policy did not have Lcgjilatirc or State Board approval. This policy placed 
the school in a cash crisis. 

In November 2012, whtai we b ^ a n to have problctns paying tba retireracrfl: and heahb insurance 
praoiuiDS Kinston Charter Acadcaiy had iboMt 5600,000.00 in Statefunds that the new polii^ prevented 
th« school from being able to draw Stat* fimds to pay these oblisatioo. In addrtioa, when the school 
sought to borrow fuods from the equity in its facililiea to address the tnmporaiy o a ^ flow problems the 
Fmancial and Business section issued an errooeous Doa-corapliance fmding stattng tbe school has 
5285,000.00 in questioned cost and suggested it waa Uiegal to use State funds to pay roortgagc payments 
on the schools fkjiTrtJcs which are used to ediicalc children. It took tbe Financial end Biutoess section 
until April 2013 to rcp\>diatc tfaii crroocotir Don-coctpJiaace Ending. What is most troubling is tliat the 
errooeous Qoft-compliaiice finding was provided to several potcrtixl leadert wtuch prevented the school 
from being able to borrow fimds from the equity ia the schools facilities at thai time. 

Thus, in March 2013, when tlic Financial and BusitMSS section presented to tbe- Smc Board 4i>c 
deiinquericy in payments to the State Health Plan and tbe Retirement rystera the school cash flow 
problcnu existed la part because of the sctioBS of the Financial aad Basin ess section oTNCDPI that 
impaired our cash flow. [Note: It should also be noted that we have had COTtinulng issues with Mr. Gene 
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R E S P O N S E F R O M k i N s f o N CHARTER^ACA^^ 

Lett«r to N.C State Board (rf Education, LR CommHlce, dated 9-4-2013. PagB2 

Bruton of the Busioou and Fioaneiftl section after we did notyieW to a forced illcgaJ itWwiifrf hy htm to 
causo us to cfaoosc & particular finsncal services vsodor. We have aiso made a publk records request to 
the Mr. PfailHp Price wHch has been ignored.] 

The schooJ's defiared p a r e n t s to tbe Hcalfii Plan aod Retiremeot systems were ail done writ tbe 
emscnt of the school's enipJoyees who we h*vc kept informed at all times. The etBpIoye«« collective^ 
participated in a joint decision to preserve the school aitd their jobs. It is hxiacris fix DPI staff to suggest 
that revoking the school's charter tnd caitsing the emplc^ees to lose ibeir jobs will somehow help ibeso 
employees. 

In July 2013 the Retizwnent system payments were b r o u ^ t current and CT Thursday, August 29, 
2013 we made full payment to the beatth plan. 

As to the other matter, wc bad scheduling issues last year beesuse several units within NCDPI did 
not use the updated listserv fbr entail addresses and seot notices to incorrect email address and the school 
did not receive severs] notKcs of proposed monhoring visit dates. We are gathering recvds and 
infonnatioa far the ftdcral raooftcring al dxis time aad wnicipBte fiiD rtsohition of these maitm -within 
the next IS busioess days. 

Please also Dote that the Kinston Charter Acaden^ Board of Directore has developed a rrfbnn 
plan that will uq>and and improve the skills sets oo the Board of Directors and ccsrtract with s Charter 
School Management company with expuienaid operaton lo take over the day-to-day nunafcraent of the 
school. The Board plana • maoagemect change at the school iocioding bowd and sdministralion to 
improve the schcxil. 

The Bustness and Finsnccsl section is tyeU aware dxatthe school has seven! fiKilities rcBoaoce 
opttoos available to itwhich will allow the school to draw equity of abort SI millioo which will eaaUe 
the school to upgrade its &ciL'cies and provide needed worfcing capital going forward. 

If Uie State Board rejects the pn^msed charter revocatioo at this time it will preserve teachers' 
jobs and allow the school to complete its refinance opdoa and allow this bar te r school to continue to 
serve this caanrumity. 

Very sincerely, 

Ozie Lee Hall, Jr. 
CEO/Principal 

OH: 

Demyra R. McDoaald-Hall 
Senator Don Davis 
Senatcr Louis Pate 
Dr. Joel Medley, OCS 
Lisa Swinson, OCS 
Supcrmtendent Dr. June St. Glair Atkinson 
N.C. State Board ofEducziion 
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/ R E S P O N S E F R O M K I N S T O N C H A S T 

*6-7-

w . 

P A R T N E R S , I N C 

15 W.Martin St , Ste 807, RaUigh. NC 27601 Ph; (919) 735-2902 Fax: fSig) 573-0424 
• m a , l : hheartleyjr@nc.rT.cam websi te : vsww.hdhloanvcom' 

AUJUSI31.20 J 3 

Kirision CAarter A c a t i e m y 

C / 0 O i i e t e e Hall, CEO 

2 0 0 0 Of, M a r t i n l u i h e r X i f i B )f 81vd, 

Xtnslon, NC JfiSOl 

D e a r M r Hall: 

w t to. re,re„« ,1,, of t „ e A „ [ l t m | i t o m p | H E d b u i m | i i s 

Ihepasi ana look forward to iloing busincis w.|h you Tn the fuiuro 

• S ~ = R R = : = 

Soice'tli, 

wiiti the Academy wi 

HDrl Ptnneti. tnc 

Harvey £>. Mean leyj; 

PF̂ FDENT / CF 0 
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RESPONSE FROM KINSTON CHARTER ACADEMY 

RnoilftiCAOl IJailir* al Wrrfa/, Ch.Ber /V^K-.TZ+CI 
KINSTON CHARTER ACADEMY 

BOARD OF DIRECTOR? 

RESOLUTION 

rais ResoJutlUn was adoptoj the Kinstoh Chirtcr Aoadcmv Board of 
Directors Jn open s c r o t i wjth a quomm present during a du ly c a i l ^ and nniiV^ 
Special meamg of the Board held on Tuesday, September3 2013 M , 
2pOQ Dn Mar.™ Luther jCing. 3r:Blvd . , K i . s l . ^ o n h 

Recital 

WHEREAS, FD 2004, Kinston Cbaiter A cadcmy was Krant«rf a pkoh- v 
^ N W ^ S T O H ° 3 ® t f I e B Q ^ t d 0^Education lo opcTHtca Kindergarten throu^S t , ,• 

r ^ 0 I t h C a r o l i n a L E T Dumt«54b f o r a p m o d o f l O y e ^ eridingin 20i4;:and 

WHDIEAS, Mid Kireton-Charter Acadcmy has operated the school and 
graduated nme^C9) eighth (8 ) grade classes, and made "cxpected growth" seven of 
«ghtyears3aTKiMhjgh growthHTouro^eight years; and seven pf 

^ ^ E R E A S . ^ d K i h r f o n C h a r t e r Acadcmy students have made maior 
accooiph^OTis mclud.ng b a n g recogniz.^d a 2007 National Charter School of 
the by the Naticinal CourxjU on EducatipnaJ Rcfonn, and ha vino: a KCA 
student ynnOteeast in North CtfpoJma regional speDingbee in2011 ind go on lo 
xep^eo t -^e school in the ScnR^^Tational Spelling Bee in Washington . d S s 
raifcng the top 2 7 0 ^ ! c t s in the ratioti; and " , 

WHEREAS, said Kfnston Charter Acadcmy students, parents, and 
w l u n t e ^ ^ v e r n a ^ major.accomplishments^through the schooI'sMarchine 

: W^^• ' r i ! ^ a ?M^^n e a I I 1 , D r a m J G i : 0 y p ' J m i i o r NatipHfllBeta Club, Student Honor 
5ocicne^ Student Government Association, and ParcntTeacherOrg^zatronrand 

W H E R ^ S , mmy s^choldcrs have made tremendous commitments Wid 
personal sacnfices to help the school succeed and provide a high oualitv 
educational experience for its s^dentsj and » i / 
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R E S P O N S E F R O M KiNstoN C H A R T E R ACADEMY 

RtMXgtion of a s s u r e of WrtRon Cha/ter Acxlerr.y 

WHEREAS, Charter Schools in North Carolina are designed to test 
innovative ideals and school design models; and 

WHERAS. many lessons can be learned from the nine years of operatinE 
experience of Kinston Charta- Academy, and among other lessons is the fact thai 
c l ^ Size matters, ^ i n g disproportionate percentages of at-risk students requires 
additional financial resources, teacher licensure statns does no t automatically 
translate into high student performance, and optimum school operating conditions 
are impacted by an efficient and transparent regulatory envirorunent; and 

WHEREAS, the financial model upon which the school was structured 
required annual mfiisions of external financial supports from the locaJ community 
and cooperation from the local school districts in disbursing legislated fundine to 
the charter school; and 

WHEREAS, by 2007 the school experienced a $354,000.00 operating deficit 
and has struggled to keep its doors open and rcduce its annual operating deficit' 
and ' 

WHEREAS, even though the school was able to reduce the deficit 
incrementally over the years lo achieve a $49,000 operating surplus in 2012 
incre^ed class sizes, referrals by the local school district of its students with 
chronic low performance and disciplinary challenges resulted in declining 
enrollment; and 

WHEREAS, in a competitive act, the local school district has opened two 
new state of the art school facilities within a short distance from Kinston Charter 
Academy's school facilities with combined student enronment capacity in excess 
of 1300 Kindergarten through 8,h grade students; and 

WHEREAS, Kinston Charter Academy lacks the financial resources to 
compete with the local school district, was not successful in recovering neariy $1 
million in iUcgaliy withheld local current expense funds fi-om the local school 
district; and 

WHEREAS, Kinston Charter Academy is in need of making substantial 
repaire and upgrade to its facilities at a combined cost in excess of $600,000.00 
and is experiencing a shortfall of working capital; and 
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R E S P O N S E F R O M KINSTON CHARTER-ACADEMY 

Reiolutien e i O o m n al Kinston CKin»r AcMtrmy 

WHEREAS, erroneous compliance findings, changes and uncertainty in 
regulatory policies that impact cash flow, and rules that d e t e r schools operating 
with large populations of at-risk minority students; and 

WHEREAS, Kinston Charter Academy docs not have adequate financial 
working capital lo complete the 2013-2014 academic school year and is 
experiencing regulatory issues that have arisen as a result o f the school's financIaJ 
condidon; and 

WHEREAS, the school has about $2 million in equity in its school facilities 
but has been unable to refinance in the cunect regulatory environment; and 

WHEREAS, it is in the best interest of Kinston Charter Academy students to 
make an early transition in the light of the schools lack of means to continue; 

NOW, THEREFORE, it is hereby resolved that Kinston Charter Academy 
hereby surrenders its Charter to the North Carolina Slate Boaid of EducaUon 
effective on Tuesday, September 10, 2013 at 5:00 p.m. The last day for students 
will be Friday, September 6, 2013. Students and Parents will be informed of the 
school's decision to close on Wednesday, September 4 ,2013 ahd provided with 
transition options. The school wll facilitate student transition beginning 
September 9,2013 until all existir^ student records are transferred. The school 
will immediately appomt a transition team to carry out this resolution and work 
with the Office of Charter Schools to complete a final closeout 

This the 3rf day of September, 2013. 

Demyra R. McDonald-Wall 
Chairman 6f the Board W Directors 

Linda McKnight 
Board Secretary 
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O R D E R I N G INFORMATION 

C o p i e s o f t h i s r e p o r t may b e o b t a i n e d by c o n t a c t i n g : 

/ 

Office of the S ta te Auditor 
S ta te of North Carolina 

2 South Salisbury Street 
20601 Mail Service Center 

Raleigh, North Carolina 27699-0601 

Telephone: 919-807-7500 
Facsimile; 919-807-7647 

Internet: http://www.ncauditor.net 

To report al leged incidents of fraud, was t e or a b u s e in s ta te government contact t h e 
Office of the Sta te Auditor Fraud Hotline: 1-800-730-8477 

or download our f r ee app . 

h t t p s : / / p i a v . q o o a l e . c o m / s t o r e / a p p s / d e t a i l s ? i d ; = n e t . n c a u d i t o r . n c a u d i t o r 

s ; 

httos://itunes.aDPle.com/us/aDP/nc-state-auditor-hotline/id567315745 

For additional information contact: 
Bill Holmes 

Director of External Affairs 
919-807-7613 

T h e T a x p a y e r s ' W a t c h d o g 

This Investigation required 1,629 hours at an approximate cost of $117,288. 
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