AGENDA ITBM: Bxecutive Director’s Report — Financial Performance Framework

Background

Avyear ago, the Board adopted its Fnancial Performance Framework and Guidance (“Fnancial Framework”). The
FHnancial Framework includes seven measuresthat gauge both near-term financial health and longer term
financial sustainability. If a charter holder receives one or more “Falls Far Below Sandard” and/or two or more
“Does Not Meet Sandard”, the charter holder isrequired to submit additional information to the Board as part of
the renewal and five-year interval review processes and for certain expansion requests.

Snce August 2012, all 379 fiscal year 2012 audits have been reviewed using the Financial Framework. Based on
this review, approximately one-third of the charter holders met the Board’s financial performance expectations.
Additionally, since August 2012, the Board hasrequested and received more than 50 responses from charter
holders required to submit additional information due to their financial performance.

Earlier thismonth, staff spoke with Financial Subcommittee Chairman Norm Butler about a possible
subcommittee meeting, the basis being discussion of changesto the Financial ramework. At the conclusion of
the discussion, it was determined that staff is recommending only one major substantive change to the Fnancial
Framework —the removal of the Total Liabilitiesto Equity Ratio (TLER) measure. No changes are being proposed
to the Fnancial Framework’s other six measures.

Himination of TLERMeasure

The TLERreflects how leveraged a charter holder is and showsthe level to which the charter holder isrelying on
outside funding, such as loans. While the TLER providesimportant information for the charter holder regarding its
operations, the Board’s focusis on whether a charter holder is able to pay its debts rather than on how much debt
the charter holder has or should have. If the Board choosesto remove the TLERmeasure, the Board would no
longer measure the amount of debt a charter holder has, but through the Financial Framework’s Fixed Charge
Coverage Ratio would continue to ascertain a charter holder’s ability to service its debt.

Other Proposed Changes
In addition to technical and clarifying changes, staff will be proposing other revisionsto the Financial Framework,
including:

1 Qarifying the submission expectations for charter holders required to submit additional information due
to their financial performance (e.g., response must include more than the statement pulled from the table
found on page 14 of the Fnancial Framework).

71 Aligning the Board’s review of charter holders’ financial performance to support the academic
intervention schedule.

7 Qarifying and reflecting the current uses of the Financial Framework by the Board (e.g. charter holders
financial performance reviewed as part of compliance checks)

1 Aligning the colors used in the FAnancial Framework for “Meets Sandards’, “Does Not Meet Sandard”
and “Falls Far Below Sandard” with the colors used in the Academic Performance Framework.

Board Options

Option 1: Direct staff to make the changes as outlined in the staff report, discussed during today’s meeting, and as
otherwise required to the FAnancial Performance Framework and Guidance and any related documents so that
they can be presented to the full Board for approval at its September 9™ meeting.

Option 2: Refer this matter to the Anancial Subcommittee for a meeting to consider all proposed changes and
direct the Anancial Subcommittee to bringits recommendationsto the full Board at a subsequent Board meeting.
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