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Dear Dr. Belton:

Pursuant to your November 6, 2003 request and section 455 of Pub.L.No. 93-198, D.C.

Code, 2001 Ed. §1-204.55,' the District of Columbia Auditor examined the accounts and operations

of The Village Learning Center Public Charter School (VLC) for fiscal years 1999 through 2004, as

of November 30, 2003.

OBJECTIVE. SCOPE. AND METHODOLOGY

The objective of the audit was to detennine whether the Board of Trustees and management

conducted VLC's fmancial activities and operations consistent with applicable rules, regulations,

laws, and sound financial management principles and practices during fiscal years 1999 through

2004, as of November 30, 2003.

The scope of the audit included a review of the accounts and operations of VLC for the
period October I, 1998 through November 30, 2003. To accomplish the objective, the Auditor
reviewed the following statutes and regulations:

1 See the District of Columbia Home Rule Act, as amended, Pub. L. No. 93-198, Section 455 (b), D.C.

Code, 2001 Ed. §1-204.55 (b): "The District of Columbia Auditor shall each year conduct a thorough audit of the
accounts and operations of the government of the District in accordance with such principles and procedures and
under such rules and regulations as he may prescn'be." See also, D.C. Code, 2001 Ed. §1-204.55 (c): "The Auditor
shall have access to all books, accounts, records, reports, findings and all other things, or property belonging to or in
use by any deparbnent, agency, or other instrumentality of the District government and necessary to facilitate the
audit."



the District of Columbia School Refonn Act of1995, Pub.L.No. 104-134, as amended, D.C.
Code, 2001 Ed. § 38-1800.01 ("the School Refonn Act") et seq.;
the Public Charter Schools Act of 1996, D.C. Law 11-135, effective May 28, 1996, D.C.
Code, 2001 Ed. §38-1700.01 et seq.; and
5 D.C.M.R. §§900-937 (2004) (public charter school policies).

The Auditor also reviewed VLC's audited financial statements for the period under audit;

management reports; Board minutes; monitoring reports; cash receipts and disbursement journals;

and contracts and agreements. The audit team also reconciled deposits of public revenues that VLC

received to a confirmation statement provided by the District of Columbia Office of the Chief

Financial Officer. Additionally, the audit team reviewed working papers and schedules that were

prepared by VLC' s independent auditor. Furthermore, the Auditor interviewed key officials ofVLC

and the Public Charter Schools Oversight Office ("PCSOO"). The PCSOO is an agency within the

District of Columbia Board of Education ("DCBOE").

The audit was perfonned in accordance with generally accepted governmental auditing

BACKGROUND

VLC was established in 1998 to operate as a public charter school pursuant to D.C. Code,

200 1 Ed. § 38-1802.01.2 During school year 2004, VLC enrolled approximately 468 students in pre-

kindergarten through the 12th grade. Based on this enro1lmen4 VLC received total FY 2004 local

appropriated funding of approximately $4,675,725 from the District of Columbia.

The mission of VLC is to enhance the cognitive, social, physical, emotional, and moral
development of students. VLC offers services to children who are culturally and socioeconomically
diverse. The curriculum includes reading, language arts, mathematics, science, social studies, art,

music, computer lab, physical development, and foreign languages.

VLC's activities are primarily funded by local appropriations through the DCBOE under a 15
year charter agreement through June 30,2013. Under the tenns of the charter agreement, VLC is

2See the School Refonn Act, Pub.L.No 104-134, §2201.
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standards and included such test of the accounting records as were deemed necessary under the
circumstances.



required to renew its charter application every five years beginning July 1, 2003} Under the authority
vested in DCBOE under section 38-1702.01 (b) (1) - (3) of the D.C. Code, the Board shall deny an

application for renewal of a charter for the following reasons:

(1)

(2)

The school has committed a material violation of the conditions, terms, standards, or

procedures set forth in its charter;
The school has failed to meet the goals and student academic achievement expectations set
forth in its charter; and
The renewal application fails to comply with the requirements of §§ 38-1702.02 and 38-
1702.03.4

(3)

Furthennore, DCBOE' s chartering authority also includes the power to revoke. DCBOE must

revoke a school's charter if it determines that a school has "committed a violation of applicable law

or a material violation of its charter,"S and the following:

(1)

(2)

(3)

(4)

(5)

has engaged in a pattern of nonadherence to generally accepted accounting principles;
has engaged in a pattern of fiscal mismanagement;
is no longer economically viable;
is not making satisfactory progress toward meeting student achievement expectations in the
school's charter; and
does not meet the minimum academic standards required for District of Columbia public
schools.6

PCSOO officials indicated that they had received repeated reports ofVLC being delinquent

in making its lease, Washington Gas, and federal tax payments. As a result, the DCBOE took action

in its board meeting on November 19, 2003 to place VLC on a 120 day probation. The action for

placing VLC on probation was a unanimous decision. On January 30, 2004, the DCBOE issued a

written notice to VLC's Board of Trustees informing it of the date of the probationary period which

ended March 19,2004. Further, the DCBOE stated that VLC must develop an incremental corrective

3See D.C. Code, 2001 Ed. § 38-1702.01 (a) (I) which states: "Each charter shall be limited to a period of5
years but may be renewed for an unlimited number of additional 5-year periods." Note also that VLC submitted its
application for charter renewal in November of 2003 for fiscal year 2004. It has not been acted upon by the DCBOE
as of the date of this report.

~ese provisions discuss the Council of the District of Columbia' s fmdings and purposes for enactment.

S See D.C. Code, 2001 Ed.§ 38-1702.10(a).

6See D.C. Code, 2001 Ed.§ 38-1702.10 (b) (1). (S).
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TABLE III

The Village Learning Center PCS:
Schedule of Unoccupied Leased Properties

FY 1999 through FY 2004, as of November 30, 2003

September 20, 200 1 to September

19,2003

Middle
School and
High School

Second FSK
Limited Partnership 1121 H Street. NE $156,960

61b through SIb

Grades

October 15,2001 to September 30,
2002

New Covenant
Faith Bible Church 1350 Maryland Avenue, NE 30,774

St Paul Christian
Conununity Church

6d1 through 8d1

Grades414 T~ Avalue, NE August 1, 2002 to June 30, 2003 18,500

St. James Baptist
Church 4024 Minnesota Avenue, NE August 1,2002 to January 31, 2003 High School ,500

Elementary
SchoolAllied Trailers 702 IS* Street. NE September 200 I and October 200 I 7,966

Total Occupancy
Costs 215,700

Leasehold
Improvements and
Utilities 1121 H Street, NE 29,618

Source: Lease Agreements and VLC's Financial Records

Expended costs of approximately $245,318 for leased properties that were not occupied
appear to have contributed to VLC' s deficit spending. Furthermore, it is evident that the expenditure
of these scarce public resources did not provide any measurable benefits to VLC's operations.

Lack of ParticiDation in the National School Lunch Pro2ram

VLC officials indicated that the school has been eligible to participate in the National School

Lunch Program since the beginning of school year 1999. For various reasons, VLC personnel did not

complete the required applications or the school was not able to pass inspection. These failures

resulted in the forfeiture of approximately $200,000 in additional revenues for lunches. VLC received

approval to participate in the program for school year 2004.
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RECOMMENDAllONS

The Board of Trustees, in consultation with VLC management, develop a cash
flow plan targeted toward: (A) operating in an economically viable position; (B)
curtailing monthly operating expenditures so that they do not exceed realized
monthly operating revenues; and (C) eliminating the accumulated deficit within a

specified time period.

1

The Executive Director ofVLC develop a system of checks and balances for assuring

that tax returns and the payment of withholding taxes are filed timely to avoid the

assessment of penalties and interest in the future.

2.

3. The Board of Trustees and the Executive Director of VLC critically scrutinize,

inspect, and examine future lease agreements so that the necessary terms and

conditions can be implemented for protections and reimbursements in the event that

the properties are not needed or certain specific conditions cannot be met in order to

occupy the leased properties. The Board of Trustees and the Executive Director of

VLC should have assurances that a certificate of occupancy for any desired space can

be obtained before executing a bona fide lease agreement.

4. The Executive Director of VLC take immediate steps to operate and manage future
funded programs, such as the National School Lunch Program, in a manner to
optimize available revenues and resources for operations.

$156.424 IN LOAN REPAYMENTS LACKED LOAN AGREEMENTS AND OTHER
RELEVANT SUPPORTING DOCUMENTATION

In reviewing VLC's financial records, the audit team noted payments to VLC's Executive

Director and other family members, as well as a hired financial consultant (referred to as related

parties). VLC's Executive Director indicated that these payments represented the repayment of loans

made to the Village Learning Center PCS. The Auditor detennined that these "loans" were generally

not in the form of cash or cash equivalents and the value of what was provided to the school had not

been established by an independent arms-length appraisal. Further, VLC's management and Board

of Trustees could not provide any loan agreements or cash receipts records to document and support

the legitimacy of the loans or loan repayments to VLC's Executive Director, other family members,

-9-



and the financial consultant. Based on VLC's audited financial statements and financial records, the
Auditor detemlined that these loan repayments totaled approximately $156,424. VLC officials
indicated that these loans were interest-free. Table V presents loan repayments made to each of the

parties.
TABLE V

The Village Learning Center PCS:
Loans Executed with Related Parties

FY 1998 through FY 2004, as of November 30,2003

Source: VLC's Audited Financial Statements and Financial Records

RECOMMENDATIONS

1 Executive Director ofVLC immediately provide to the District of Columbia Auditor
copies of all executed loan agreements with related parties. In the future~ VLC
management maintain all loan agreements in an orderly and professional manner.

2. The Executive Director of VLC and all parties receiving loan repayments in the
absence of a valid written loan agreement repay these funds to the Village Learning
Center PCS within 90 days of the date of this report. Any failure on the part of the
parties to repay these funds as recommended herein will be referred to the District's
Office of the Corporation Counsel for the appropriate civil action.

3. The Office of the Inspector General investigate the legitimacy of loan repayments

-10-

made to the VLC Executive Director, her family members, and a hired financial
consultant.











2. The VLC Board of Trustees establish a specific policy and procedures regarding the
criteria that must be used to determine the necessity for corporate credit cards to be
issued in VLC's name, in addition to the criteria that will be used to determine: (A)
which VLC employees will be assigned credit cards; (B) expenditure limits for each
card; (C) the types of purchases that cards my be used to make; (D) regular specific
report that must be filed with the Board concerning expenditures made with each
credit card issued to VLC employees including the Executive Director; (E) a
requirement that the Executive Director develop and implement policies and
procedures regarding credit card usage that must be adhered to by VLC employees
under his/her management control; and (F) and specific accountability measures that
will be applied by the Board for any failure of the Executive Director or VLC
employee to comply with the Board's or school's policy and procedures regarding
credit card usage and accountability.

3 VLC's management ensure that credit card invoices are supported by adequate and

appropriate documentation before making payments, and that all records of credit card

transactions are retained for a minimum of five years and made available when

needed.

4. The Inspector General of the District of Columbia investigate all of VLC's credit
card expenditures that are not supported by adequate or any documentation.

FISCAL YEARS 1999 THROUGH 2004 AS OF NOVEMBER 30.2003

Effective internal control procedures over cash disbursements to reduce the risk of possible
fraud include: prohibitions against signing blank checks or checks made payable to the order of
"Cash" or "Bearer."

The Auditor found that during fiscal years 1999 through 2004, as ofNovember 30, 2003, VLC

issued 234 checks made payable to "Cash" totaling $216,572. VLC management could not provide

the audit team with supporting documents for these checks. Table vrn presents the total number of

checks made payable to cash during FY 1999 through 2004, as of November 30,2003.
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UNPAID IRS PENAL TIES AND INTEREST TOTAL $81.491

On November 30,2003, IRS issued a levy of $50,000 because VLC filed its FY 2001 Form
990, Return of Organization Exempt from Income Tax, during April 2003, approximately one year
late. As a resul4 IRS assessed a penalty of$50,000. On May 3,2004, IRS notified VLC management
of penalties and interest totaling $31,491 because payroll withholding taxes for the fourth quarter of

calendar year 2003 were paid late.

VLC management has retained legal counsel to appeal the assessment of these penalties and

interest amounting to $81,491.

Additionally, the audit team requested copies ofVLC' s F onn 990 for fiscal years 1999, 2000,
and 2003. These records have not been provided for review.

RECOMMEND A TI 0 NS:

The Executive Director ofVLC implement a follow-up system of checks and balances

to assure that:

1

required IRS tax forms are prepared in accordance with applicable rules and
regulations and filed timely;

(a)

(b) corresponding payment of payroll withholding taxes to the IRS be made

timely.

2. The Executive Director of VLC provide copies of VLC's Form 990, Return of
Organization Exempt from Income Tax for fiscal years 1999,2000, and 2003 to the
District of Columbia Auditor immediately.

VLC FAILED TO STRUCTURE AND STAFF A SUFFICIENT. EFFICIENT. AND
COMPETENT FINANCE OFFICE

The audit team noted that VLC management has hired expensive consultants to handle the

day-to-day operations of its finance office. These consultants were paid $65 and $75 per hour to

provide management and accounting services for ongoing school financial activities. During the audit

period, VLC incurred total accounting and financial management consulting costs of approximately
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$149,149. VLC management lacked the experience to adequately review and appraise the work
performed by the financial consultants. The payment of excessive fees to these financial consultants

appears to have contributed to VLC's deficit spending.

Additionally, the audit team noted that VLC's general ledger lacked proper reviews,

reconciliations, and adjustments. Transactions were posted to incorrect accounts or they had not been

properly entered into the general ledger accounting system. Furthermore, it was observed that

recordkeeping practices were insufficient. VLC's revenue files, credit card records, disbursement

records, tax files, and various other documentation supporting procurement, travel, and other

operational expenses were incomplete. Key information was not maintained in a logical order, and

documentation was missing or inadequate.

VLC's Executive Director indicated that an experienced Chief Financial Officer was recently
hired to manage and operate the finance office.

RECOMMENDATION

The Board of Trustees and management develop a plan to address the infrastructure for the
Finance Office and related offices and departments. The infrastructure should provide for an
adequate and sufficient segregation of duties and responsibilities.

BACKGROUND CHECKS WERE NOT CONDUCTED FOR 12 EMPLOYEES

The contractual agreement between the DC Board of Education and Board of Trustees of the

Village Learning Center Public Charter School section IX (A) states: the school shall ensure the

conduct of background checks/clearances for all employees.

The Auditor's review of 81 VLC employees' records revealed that background checks were

not conducted for 12 employees during School Year 2004. The Auditor found that these 12

employees did not submit both police clearances and FBI fingerprints. Additionally, 14 employees'

background records were incomplete: either FBI fingerprints or police clearances were missing from

the file. VLC's personnel officer indicated that two of the employees that did not submit fingerprint

and police clearances are part-time employees.
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Claim with fonner landlord amounting to $111,635;12

Amount due Washington Gas at April 28, 2004, totaling $82,243;2.

3. IRS assessed penalties and interest totaling $81,491; and

4. Pending employee lawsuit on discrimination.

CONCLUSION

The Auditor's examination of the financial operations of the Village Learning Center Public

Charter School revealed that expenditures exceeded operating revenues in each fiscal year during the

period October 1, 1997 through September 30, 2002. During this period, VLC's accumulated deficit

reached a high of $916,325. However, in FY 2003, VLC's operating revenues exceeded its

expenditures by $20,758, reducing the accumulated deficit to $895,567.

The Auditor determined that the following factors contributed to VLC's deficit spending or

adversely effected VLC's financial operations: (1) IRS levied interest and penalties totaling $265,729

for FY 2001; (2) VLC's management leased certain properties during the audit period at a total cost

of$245,318, but these properties were never occupied; (3) VLC did not participate in the National

School Lunch Program during the majority of the audit period, thereby forfeiting approximately

$200,000 in additional revenues; (4) VLC incurred interest expenses of approximately $87,647 on

executing short-term loans for working capital; (5) VLC management made $156,424 in loan

repayments to the Executive Director and related parties as well as a financial consultant that lacked

loan agreements and other relevant supporting documentation; (6) VLC management authorized the

payment of approximately $256,849 for credit card transactions that lacked proper supporting

documentation. Payments made in the absence of supporting documentation exposed VLC' s finances

to a significant risk of potential fraud, waste, and abuse; and (7) VLC issued 234 checks made

payable to "cash" totaling $216,572 during fiscal years 1999 through 2004 as of November 30, 2003

that lacked any or adequate supporting documentation. Making checks payable to cash revealed that

VLC management failed to exercise sound business judgment, established poor internal management

and accounting controls, and conducted its financial operations in a weak internal control

environment. The practice of issuing checks made payable to "Cash" can result in the misuse of

public funds to support fraudulent, improper, wasteful, or abusive transactions.

12During November 2003, Second FSK Limited Partnership executed a claim against VLC alleging
defaulted payment of rent, common area maintenance charges, real estate taxes, late charges, water and sewer
charges and administrative fees in the amount of$l I 1,365.22.
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Overall, VLC's financial operations and practices did not support a successful public charter

school business operations model from its inception; VLC was in continuing violation of the terms

and conditions of its charter. Further, VLC was not provided the kind of sustained support, guidance,

and oversight by the District that was needed to assure that it operated on a sound financial footing,

within clearly defined financial and operational guidelines that more fully supported its success.

The Board of Trustees of a public charter school has a fiduciary responsibility to the school and is

ultimately responsible for the overall policy as well as for making final decisions that are consistent

with the school's charter.
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