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- B  E
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Khalsa Family Services

Fiscal Year 2013 Fiscal Year 2014
Near-Term Measures

Going Concern Yes  Falsargelw  ho Meets

Unrestricted Days Liquidity 18.14 Does Not Meet 21.08 Does Not Meet
Default No Meets No Meets
Sustainability Measures (Negative numbers indicated by
parentheses)
Net Income (5149,252) Does Not Meet $20,324 Meets
Eixgd Charge Coverage 0.74 Does Not Meet 1.24 Meets
atio
Cash Flow (3-Year
Cumulative) (573,388)  Does Not Meet (5108,870)  Does Not Meet
Cash Flow Detail by
Fiscal Year FY 2013 FY 2012 FY 2011 FY 2014 FY 2013 FY 2012

(598,443) ($42,690) $67,745  $32,263 ($98,443) ($42,690)

Does Not Meet Board's Financial Performance Expectations
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SPED Monitoring Date 05/09/2011 Child Identification In Compliance
Evaluation/Re-evaluation: In Compliance IEP Status: In Compliance
Delivery of Service: In Compliance Procedural Safeguards: In Compliance
Sixty Day Item Due Date — ESS Compliance Date: 05/16/2011

Audit Compliance Hide Section

Charter Corporate Name: Khalsa Family Services

Charter CTDS: 10-87-84-000 Charter Entity ID: 79420
Charter Status: Open Contract Effective Date: 04/17/2001
Year Timely

2014 Yes

2013 Yes

2012 Yes

2011 Yes

2010 Yes

FY Issue #1

2014

2013

2012 Fingerprinting 3rd Yr
2011 Fingerprinting - Repeat
2010 Fingerprinting

There were no repeat findings for fiscal years 2010 to 2014.
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Financial Performance Response Evaluation Instrument

Charter Holder Name: Khalsa Family Services Required for: Renewal

Charter Holder Entity ID: 79420

Audit Year: 2013

Arizona State Board for Charter Schools (Board) staff completed the Financial Performance Response Evaluation Instrument for the Board in its
consideration of applicable requests made by the charter holder. “Not Acceptable” answers may adversely affect the Board’s decision regarding

a charter holder’s request.

Measure

Reason(s) for “Not Acceptable” Rating

1a. Going Concern
Acceptable O
Not Acceptable
Not Applicable [

The response restates the auditor’s observation related to the going concern disclosure, but does not explain the
reasons for the decrease in net assets and negative cash flows in the audited fiscal year (see net income and cash
flow).

Related to all of the measures, the response states the charter holder has “worked hard to improve student
enrollment and related revenues while maintaining control over expenses”. For 2014, the charter holder received a
“Meets” on this measure. However, because of the limited information provided in the response, it is unclear
whether the 2014 performance will continue in subsequent fiscal years.

1b. Unrestricted Days Liquidity
Acceptable O
Not Acceptable
Not Applicable [

The financial response does not explain the reason for not meeting the Board’s target on this measure in the audited
fiscal year as required by Appendix C of the Board’s financial framework.

The charter holder calculates that it meets the target for this measure in 2014 at 34.4 days. As part of its calculation,
the charter holder considered the Classroom Site Fund (CSF) cash carryover balance at June 30" as unrestricted cash
and the “Revenue Fund” portion of the bond trust fund as other liquidity. According to the Board’s financial
framework, the CSF cash carryover balance is considered restricted cash. Regarding the “Revenue Fund”, the charter
holder asserts that this fund represents the portion of operating revenues the bond trustee had not yet distributed
due to a timing issue and that these monies were distributed into the charter holder’s operating account in July
2014, but does not provide support. The 2014 audit supports the fund’s existence, but does not explain the fund’s
purpose or uses. Had the charter holder provided support for its assertions regarding the Revenue Fund, this would
have been considered in Board staff’s evaluation. For future reference, the Board’s financial framework requires that
other sources of liquidity be sufficiently disclosed in the annual audits for them to be considered in this measure’s
calculation.

For 2014, the charter holder’s performance on this measure improved to 21.08 days and remained rated “Does Not
Meet”.
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Measure Reason(s) for “Not Acceptable” Rating
1c. Default
Acceptable O
Not Acceptable [
Not Applicable
The financial response does not explain the reason for not meeting the Board’s target on this measure in the audited
2a. Net Income fiscal year as required by Appendix C of the Board’s financial framework.
Acceptable O
Not Acceptable The charter holder states “Khalsa expects to continue to see positive Net Income in FY 2015 and future years”, but
Not Applicable [ does not provide support. Had the charter holder provided internal management reports or interim financial
statements, these would have been considered in Board staff’s evaluation.
For 2014, the charter holder received a “Meets” on this measure.
The financial response does not explain the reason for not meeting the Board’s target on this measure in the audited
2b. Cash Flow fiscal year as required by Appendix C of the Board’s financial framework.
Acceptable O
Not Acceptable The charter holder “expects to maintain positive cash flow in FY 2015, which will continue to move the company
Not Applicable [ toward meeting this requirement”, but does not provide support. Had the charter holder provided internal

management reports or interim financial statements, these would have been considered in Board staff’s evaluation.

The charter holder experienced positive cash flow in 2014, but had a negative three-year cumulative cash flow.
Therefore, the charter holder’s 2014 performance on this measure remained rated “Does Not Meet”.

2c. Fixed Charge Coverage Ratio

Acceptable
Not Acceptable
Not Applicable

0
0

The financial response does not explain the reason for not meeting the Board’s target on this measure in the audited
fiscal year as required by Appendix C of the Board’s financial framework.

The charter holder states, “Khalsa expects to continue to meet this standard in FY 2015 and future years”, but does
not provide support. Had the charter holder provided internal management reports or interim financial statements,

these would have been considered in Board staff’s evaluation.

For 2014, the charter holder received a “Meets” on this measure.
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Khalsa Family Services, Inc.
3701 E. River Rd., Tucson, AZ 85718

December 16, 2014
Arizona State Board for Charter Schools

RE: Response to Financial Sustainability Measures

Khalsa Family Services is pleased to have worked hard to improve student enrollment and related
revenues while maintaining control over expenses. These efforts resulted in improved financial
performance for Fiscal Year 2014 and Khalsa now “Meets” all but one of the Financial Performance
Standards as described below. We trust that these responses will show that Khalsa Family Services has
overcome the previous year’s poor Financial Performance and now satisfies the Financial Performance
requirements in Fiscal Year 2014.

1la. Going Concern — “Falls Far Below” FY 2013; “Meets” FY 2014

Khalsa Family Services received a Statement of Going Concern in the company’s 2013 Audit resulting
from decreases in Net Assets and negative cash flows for the consecutive periods 2012 and 2013.
During FY 2014 management’s continued efforts resulted in improved student enrollment and related
revenues and recognized a positive change in Net Assets and Cash Flow for the year. These efforts have
successfully resolved the previous period’s Going Concern issue and the FY 2014 Audit does not include
a Statement of Going Concern.

1b. Unrestricted Days Liquidity — “Does Not Meet” FY 2013; “Meets” FY 2014

Khalsa Family Services received a Does Not Meet designation for FY 2013 showing 18.4 days cash on
hand, which is less than the standard of 30 days cash on hand. The company showed improvements in
the FY 2014 Audit resulting in Unrestricted Days Liquidity ratio of 34.4 days cash on hand, thereby
exceeding this standard and meeting the requirement. Positive cash flow, continual management of
expenses, and improvements in student enrollment and related revenues contributed to the
improvement of this indicator. The company also does not carry a balance on its line of credit, and has
not incurred any additional debt proving that Khalsa Family Services is able to manage its cash flow
appropriately. In FY 2014 it is important to note that the company had an additional source of liquidity
in the Revenue Trust Fund, which is a sub account of the Bond Trust Fund stated on the Balance Sheet.
In the Audit Notes, the Revenue Fund showed a balance of $67,782 and represents the portion of
operating revenues the Bond Trustee had not yet distributed due to a timing issue. These funds are
considered liquid operational assets and the full balance was distributed into our Operating Account the
following month, July 2014.

2a. Net Income — “Does Not Meet” FY 2013; “Meets” FY 2014

Khalsa Family Services received a Does Not Meet Standard rating for the 2013 fiscal year. Net Income
for FY 2014 improved to positive $20,324 from the prior year’s reported loss, therefore satisfying this
requirement. Khalsa expects to continue to see positive Net Income in FY 2015 and future years.






Khalsa Family Services, Inc.
3701 E. River Rd., Tucson, AZ 85718

2b. Cash Flow — “Does Not Meet” FY 2013; “Does Not Meet” FY 2014

Khalsa Family Services showed negative 3-year cumulative cash flow in 2013 resulting in a Does Not
Meet indicator. In FY 2014 cash flow increased $32,263 due to increase enrollment revenues and
continued management of expenses. While this improved positive cash flow was not enough to
overcome previous period declines and meet the three year standard, Khalsa did meet all other
Financial Sustainability Standards for FY 2014 and expects to maintain positive cash flow in FY 2015,
which will continue to move the company toward meeting this requirement.

2c. Fixed Charge Coverage Ratio — “Does Not Meet” FY 2013; “Meets” FY 2014

Khalsa Family Services showed a 0.74 Fixed Charge Coverage Ratio for 2013. In FY 2014 this ratio
improved to 1.24, thereby exceeding the 1.10 requirement and meeting this standard. Khalsa expects to
continue to meet this standard in FY 2015 and future years.







Khalsa Family Services - Entity ID 79420

School: Khalsa School

Renewal Executive Summary

I. Performance Summary

Not
Area Acceptable
Acceptable
Academic Performance O
Financial Performance O
Oberational Framework Not Yet Rated Not Yet Rated
P See Section IlI See Section Il

Khalsa Family Services met the Board’s Academic Performance Expectations as set forth in the
Performance Framework adopted by the Board and was waived from submitting the Academic
Performance Section of the renewal application.

The Charter Holder did not meet the Financial Performance Expectations of the Board as set forth in the
Performance Framework and was required to submit a Financial Performance Response.

The Charter Holder’s Organizational Membership on file with the Board was consistent with the
information on file with the Arizona Corporation Commission.

\ Il. Profile

Khalsa Family Services operates one school serving grades K-8. The graph below shows the Charter
Holder’s actual 100" day average daily membership (ADM) for fiscal years 2010-2014.

Khalsa Family Services
Total Charter Enrollment FY2011 - FY2015
300
280
260
259.44
235832

235.528
220 227.412
200

FY2011 FY2012 FY2013 FY2014 FY2015

The academic performance of the school operated by Khalsa Family Services is represented in the table
below. The Academic Dashboard can be seen in the portfolio: c. Academic Dashboard.

school Name Opened Current 2012 Overall | 2013 Overall | 2014 Overall
P Grades Served Rating Rating Rating
Khalsa School 08/18/2003 K-8 75/ A 8438 /A 86.25/A
ASBCS, March 9, 2015 Page 1






The website for Khalsa School states that Khalsa Montessori School is a community of children, families,
and school staff which works together to create a positive and nurturing environment to support
learning and personal growth. The website further states that the school works to continue to address
community needs through expanded services and programs.

Khalsa School’s website also states that the excellent educational programs and conscious, loving care-
giving encourage the development of healthy bodies, thinking minds and loving, confident spirits. The
school site administration believes that children have freedom to explore, gain hands-on experience and
learn in a safe, peaceful environment equipped with beautiful learning materials and positive role
models.

The website states that Khalsa School’s professional staff is dedicated to high standards of education,
care, and service, and believes in the importance of education. It further states the staff members are
committed to personal and professional growth, creatively apply and share their knowledge and skills
and create a safe and healthy environment, and like what they do.

The demographic data for Khalsa School from the 2013-2014 school year is represented in the chart
below.

Khalsa School
2013-2014 Demographic Breakdown

5%

21% .

m Asian

M Hispanic
Multi-Racial

3% M Pacific Islander
‘0

m White
1%

The percentage of students who were classified as English Language Learners and classified as students
with disabilities in the 2013-2014 school year is represented in the table below.?

Category Khalsa School
English Language Learners (ELLs) 1%
Special Education 9%

Ill. Success of the Academic Program

The academic performance of the school operated by the Charter Holder meets the Board’s Academic
Performance Expectations set forth in the performance framework adopted by the Board. Therefore,
the Charter Holder was not required to submit a Demonstration of Sufficient Progress.

! Information provided by the Research and Evaluation Division of the ADE.
% Information provided by the Research and Evaluation Division of the ADE. If the percentage of students in a non-ethnicity-
based demographic group is not reported or is 0% or 100%, the percentage for that demographic group is not provided.

ASBCS, March 9, 2015 Page 2
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| IV. Viability of the Organization

The Charter Holder did not meet the Board’s financial performance expectations based on the fiscal
years 2012 and 2013 audits and was required to submit a financial performance response. The table
below includes the Charter Holder’s financial data and financial performance for the last three audited
fiscal years.

Financial Data

ASBCS, M

R,

> <

Statement of Financial Position

Statement of Activities

Cash $70,645 $38,382 $136,825
Unrestricted Cash $58,644 $38,382 $136,825

Other Liquidity $67,500 $67,500

Total Assets $2,692,035 $2,717,331 $2,970,100

Total Liabilities $2,972,474 $3,018,094 $3,099,136

Current Portion of Long-Term Debt &

Capital Leases $55,000 $50,000 $50,000

Net Assets ($280,439) ($300,763) ($129,036)

Revenue $2,204,561 $1,981,493 $2,027,493
Expenses $2,184,237 $2,130,745 $2,168,416
Net Income $20,324 ($149,252) ($140,923)

Change in Net Assets

Financial Statements or Notes

Depreciation & Amortization Expense

$20,324

$119,052

($149,252)

$115,320

($140,923)

$116,843

Interest Expense

$209,100

$212,800

$216,500

Lease Expense

$89,000

Financial Performance

| o1 | 23 | 2012 [syrcumuiative

$66,300

$109,200

Going Concern No No N/A
Unrestricted Days Liquidity* 21.08 18.14 23.03 N/A
Default No No No N/A

Net Income $20,324 ($149,252) ($140,923) N/A
Cash Flow $32,263 ($98,443) ($42,690) ($108,870)
Fixed Charge Coverage Ratio 1.24 0.74 0.80 N/A

*Forfiscalyear2012, the field reflects the charter holder's performance under the financial framework's

previous "Unrestricted Days Cash" measure.

arch 9, 2015
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The Charter Holder’s Financial Performance Response has been provided in the meeting materials
(portfolio: e. Financial Response).? Staff’s final evaluation of the Financial Performance Response
resulted in zero “Acceptable” and five “Not Acceptable” determinations (portfolio: d. Financial Response
Evaluation). An analysis of the Charter Holder’s financial performance, focusing on those measures
where the Charter Holder failed to meet the Board’s target and using information from the Charter
Holder’s Financial Performance Response and related documents, is provided below.

Going Concern

Based on information disclosed in the notes to the financial statements, the Charter Holder received a
“Falls Far Below” on this measure for 2013. According to the financial statement note, the Charter
Holder experienced decreases in net assets and negative cash flows from operations in 2012 and 2013,
which have “put a strain” on the Charter Holder’s liquidity.

In its response, the Charter Holder restated the auditor’s observation, but did not explain the
circumstances that resulted in the decrease in net assets and the negative cash flows. According to the
response, “management’s continued efforts resulted in improved student enrollment and related
revenues and recognized a positive change in Net Assets and Cash Flow” for 2014. Based on Arizona
Department of Education reports, the Charter Holder’s average daily membership increased each year
from 2013 to 2015. As shown in the table above, the Charter Holder almost doubled its cash from 2013
to 2014. For 2014, the audit did not contain a going concern disclosure. However, it is unclear whether
the 2014 performance will continue in subsequent fiscal years (see also Net Income and Cash Flow).

Unrestricted Days Liquidity

The Charter Holder did not explain the circumstances that resulted in less than 30 days liquidity in 2013.
For 2014, the Charter Holder’s performance improved to 21.08 days.* According to the Charter Holder’s
response, positive cash flow and increased student enrollment and related revenues contributed to the
improvement experienced in 2014. The Charter Holder’s response referenced a line of credit and a
“Revenue Trust Fund” associated with the Charter Holder’s facility bonds. The number of days liquidity
reflected in the table above for 2013 and 2014 included the available credit line balance. The 2014 audit
supported the Revenue Trust Fund’s existence, but did not explain the fund’s purpose or uses. Had the
fund’s purpose been sufficiently disclosed in the audit, staff would have considered including the fund’s
balance in the measure’s calculation.

Net Income

The Charter Holder did not explain the circumstances that resulted in the net loss in 2013. For 2014, the
Charter Holder had positive net income for the first time since 2009. The response indicated the Charter
Holder expects to continue to see positive net income in future years, but did not explain how this
would be accomplished.

*0n February 3, 2015, Board staff emailed a copy of staff’s initial evaluation and provided a deadline by which the Charter
Holder could supplement its financial performance response to address areas evaluated as “Not Acceptable”. No additional
information was submitted by the Charter Holder.

* The difference between the number of days liquidity reflected in the staff report table and the number identified in the
Charter Holder’s response is explained in staff’s final evaluation (portfolio: d. Financial Response Evaluation).
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Fixed Charge Coverage Ratio (FCCR)

The Charter Holder did not explain the circumstances that resulted in the “Does Not Meet” in 2013. For
2014, the Charter Holder met the Board’s FCCR target. The response indicated the Charter Holder
expects to continue to meet the target in future years, but did not explain how this would be
accomplished.

Cash Flow

The Charter Holder did not explain the negative cash flows in 2012 and 2013. For 2014, the Charter
Holder had positive net income for the first time since 2011, but did not meet the Board’s target due to
its three-year cumulative cash flow being negative. The Charter Holder attributed the positive cash flow
in 2014 to increased enrollment revenues and management of expenses. The response indicated the
Charter Holder expects to maintain positive cash flow in 2015, but did not explain how this would be
accomplished.

\ V. Adherence to the Terms of the Charter

Does the delivery of the education program and operation reflect the essential terms of the educational
program as described in the charter contract?

Yes. Based on the available information in the last three fiscal years, the Charter Holder’s education
program, in operation, reflects the essential terms as described in the charter contract.

Does the Charter Holder adhere with applicable education requirements defined in state and federal
law?

Yes. Based on the available information in the last three fiscal years, the Charter Holder adheres with
applicable education requirements defined in state and federal law.

Do the Charter Holder’s annual audit reporting packages reflect sound operations?

As reported in fiscal year 2014 and the current fiscal year, the Charter Holder complies with applicable
laws, rules, regulations and provisions of the charter contract relating to the fiscal years 2013 and 2014
annual audit reporting packages, respectively.

As reported in fiscal year 2013, the Charter Holder complies with applicable laws, rules, regulations and
provisions of the charter contract relating to the annual audit reporting package, except that the fiscal
year 2012 audit reporting package included a serious impact finding resulting from fingerprinting
noncompliance having been identified in three consecutive audit reporting packages. Specifically, the
fiscal year 2012 audit reporting package identified 1 individual for whom the Charter Holder did not
provide evidence that a fingerprint check had been conducted. Additionally, the audit reporting package
identified 4 individuals that did not have a valid fingerprint clearance card (FCC) as of the auditor’s
testing date — 1 individual had an expired FCC and 3 were new hires. For the 3 new hires, the Charter
Holder did not comply with all of the requirements for hiring individuals prior to them obtaining a FCC.
Subsequent to the testing date, the Charter Holder provided the auditor with valid FCCs for 3 of the 4
individuals, including the individual whose FCC had expired.

Is the Charter Holder administering student admission and attendance appropriately?

Yes. Based on the available information in the last three fiscal years, the Charter Holder complies with
applicable laws, rules, regulations and provisions of the charter contract relating to administering
student admission and attendance.

Is the Charter Holder maintaining a safe environment consistent with state and local requirements?
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As reported in the current fiscal year and fiscal year 2014, the Charter Holder complies with applicable
laws, rules, regulations and provisions of the charter contract relating to maintaining a safe
environment.

As reported in fiscal year 2013, the Charter Holder complies with applicable laws, rules, regulations and
provisions of the charter contract relating to maintaining a safe environment, except that the fiscal year
2012 audit reporting package included a serious impact finding resulting from fingerprinting
noncompliance having been identified in three consecutive audit reporting packages (see above).

Is the Charter Holder transparent in its operations?

Yes. Based on the available information in the last three fiscal years, the Charter Holder complies with
applicable laws, rules, regulations and provisions of the charter contract relating to transparency of
operations.

Is the Charter Holder complying with its obligations to the Board?

Yes. Based on the available information in the last three fiscal years, the Charter Holder complies with
applicable laws, rules, regulations and provisions of the charter contract relating to its obligations to the
Board.

Is the Charter Holder complying with reporting requirements of other entities to which the Charter
Holder is accountable?

Yes. Based on the available information in the last three fiscal years, the Charter Holder complies with
applicable laws, rules, regulations and provisions of the charter contract relating to operational
requirements monitored by other entities to which the Charter Holder is accountable.

Is the Charter Holder complying with all other obligations?
Yes. Based on the available information in the last three fiscal years, the Charter Holder complies with
applicable laws, rules, regulations and provisions of the charter contract relating to all other obligations.

VI. Board Options

Option 1: The Board may approve the renewal. Staff recommends the following language provided for
consideration: Renewal is based on consideration of academic, fiscal and contractual compliance of the
Charter Holder. In this case, the Charter Holder meets the Academic Performance Expectations set forth
in the Board’s performance framework. The Board has reviewed a record of past contractual
noncompliance and the Charter Holder’s failure to meet the Board’s financial expectations. With that
taken into consideration as well as all information provided to the Board for consideration of this
renewal application package and during its discussion with representatives of the Charter Holder, | move
to approve the request for charter renewal and grant a renewal contract to Khalsa Family Services.

Option 2: The Board may deny the renewal unless certain provisions are included. The following
language is provided for consideration: | move that, based upon a review of the information provided
by the representatives of the Charter Holder and the contents of the application package which includes
the academic performance, the fiscal compliance, and legal and contractual compliance of the Charter
Holder over the charter term, the Board has sufficient basis to deny the request of Khalsa Family
Services for the renewal of its charter on the grounds that: (Board member must specify reasons the
Board found during its consideration.)
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That taken into consideration, there is an expectation that the Charter Holder can [identify corrective
action that can be taken]. Therefore, the Board will grant a renewal contract so long as [identify
corrective action requirements] are completed by the close of business on [identify date]. If Khalsa
Family Services fails to submit the [identify corrective action requirements] by the [date], deadline, then
it is the Board’s decision that Khalsa Family Services’ request for renewal of its charter be denied for the
reasons already specified.

Option 3: The Board may deny the renewal. The following language is provided for consideration: Based
upon a review of the information provided by the representatives of the Charter Holder and the
contents of the application package which includes the academic performance, the fiscal compliance,
and legal and contractual compliance of the Charter Holder over the charter term, | move to deny the
request for charter renewal and to not grant a renewal contract for Khalsa Family Services. Specifically,
the Charter Holder, during the term of the contract, failed to meet the obligations of the contract or
failed to comply with state law when it: (Board member must specify reasons the Board found during its
consideration.)
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