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INTRODUCTION

The Special Supplement to the Financial Accountability System Resource Guide, Charter Schools (the
supplement) and the Special Supplement To Financial Accounting and Reporting, Nonprofit Charter
School Chart Of Accounts (together, the supplements) are integral components of the Financial
Accountability System Resource Guide (FASRG).

The supplement contains references to certain sections of the FASRG. Individuals responsible for the
oversight and operation of an open-enrollment charter school must bear in mind that other sections of the
FASRG may also apply to the operation of an open-enrollment charter school program. Also, although
the supplement may identify certain requirements applicable to an open-enrollment charter school, these
same and other requirements may also apply to the charter holder, the governing body of the charter
holder, and/or the governing body of the charter school. It should be noted, however, that certain
requirements discussed in the supplement may not apply to the non-charter school programs, functions,
services, and/or activities of the charter holder. TEC 12.104 discusses specific requirements applicable to
open-enrollment charter schools. The requirements discussed in this document are complex and
management must provide for the adequate training of all staff that has significant roles and
responsibilities involving business management. If open-enrollment charter school personnel do not have
adequate skills and expertise, then management should contract with outside consultants to ensure
adherence with generally accepted standards of business management and the effective and efficient use
of public funds.

Effective Date
The supplement is effective January 2010.

Applicability

The supplements discuss financial accounting and reporting requirements applicable to open-enroliment
charter schools operated by a private or independent institution of higher education as defined under
Section 61.003 of the Texas Education Code (TEC 61.003) or an organization that is exempt from
taxation under Section 501(c)(3), Internal Revenue Code of 1986 (26 U.S.C. Section 501(c)(3)). The
financial accounting and reporting requirements discussed in the supplements do not apply to an open-
enrollment charter school operated by an institution of higher education as defined in TEC 61.003 or a
governmental entity.

An open-enrollment charter school operated by an institution of higher education or a governmental entity
must adhere to the financial accounting and reporting requirements discussed in the FASRG.

Update 5.0, page 1
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DEFINITIONS

This supplement will use the following definitions, in accordance with Section 12.1012 of the Texas
Education Code (TEC), as amended:

1. "Charter holder" means the entity to which a charter is granted pursuant to TEC 12, as amended.

2. "Governing body of a charter holder" means the board of directors, board of trustees, or other
governing body of a charter holder.

3. "Governing body of an open-enrollment charter school” means the board of directors, board of
trustees, or other governing body of an open-enrollment charter school. The term includes the
governing body of a charter holder if that body acts as the governing body of the open-enrollment
charter school.

4. "Management company"” means a person, other than a charter holder, who provides management
services for an open-enrollment charter school.

5. "Management services" means services related to the management or operation of an open-
enrollment charter school, including:

(a) planning, operating, supervising, and evaluating the school's educational programs,
services, and facilities;

(b) making recommendations to the governing body of the school relating to the selection of
school personnel,

(c) managing the school's day-to-day operations as its administrative manager;

(d) preparing and submitting to the governing body of the school a proposed budget;

(e) recommending policies to be adopted by the governing body of the school, developing
appropriate procedures to implement policies adopted by the governing body of the
school, and overseeing the implementation of adopted policies; and

(f) providing leadership for the attainment of student performance at the school based on the
indicators adopted under Sections 39.053 and 39.301 or by the governing body of the
school.

6. "Officer of an open-enrollment charter school" means:

(a) the principal, director, or other chief operating officer of an open-enrollment charter
school;

(b) an assistant principal or assistant director of an open-enrollment charter school; or
(c) aperson charged with managing the finances of an open-enrollment charter school.

7. *“Charter school” means open-enrollment charter school as defined in TEC 12, as amended.
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8.

9.

“Governing body of the charter school” means governing body of an open-enrollment charter
school as defined above.

“Charter school official” means an officer of an open-enrollment charter school as defined above.

In addition to the definitions noted above, the following terms will be defined as discussed below.

10.

11.

12.

13.

14.

15.

16.

“Agent” means any individual or organization that is authorized by the charter holder pursuant to
the authority vested in the office they hold or a contractual agreement to conduct business on
behalf of the charter holder. This includes, but is not necessarily limited to, the following:

= Members of the governing body of the charter holder and/or the charter school;

= Officials, representatives, and/or employees of the charter holder and/or the charter
school; and

= Independent third-party service providers acting on behalf of the charter holder and/or the
charter school.

“Federal funds” means funds paid by the Texas Education Agency and received by the charter
holder pursuant to a federal award granted to the charter holder.

“Federal property” means any real or personal property purchased or leased with federal funds.

“Public funds” means funds paid by the Texas Education Agency and received by the charter
holder pursuant to TEC 12.106.

“Public property” means any real or personal property purchased or leased with public funds.

“Real property” means real estate as defined in Section 100.1011(4) of Title 19 of the Texas
Administrative Code (19 TAC 100.1011).

“Personal property” means personal property as defined in 19 TAC 100.1011(6).
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WHAT’S NEW

This section summarizes substantive changes to this supplement. Changes to the format of this
supplement are not identified.

Amended Section Amendment

Effective Date Revised effective date.

112 Updated information on migration from FASB Statements to FASB
Codification, effective beginning fiscal year 2009/10.

121112 Updated information on availability of indirect cost rate.

1.2.12 Updated FASB references to FASB Codification format.

131 Minor edits.

14 Minor edits.

171 Updated requirement to file Federal single audit electronically.

1.7.2 Updated FASB references to FASB Codification format.

1821 Minor edits.

1.8.2.2 Minor edits.

1.8.2.3 Added section on depository transactions.

3.3.1 Updated purchasing threshold from $25,000 to $50,000 according to House
Bill 987, 81* legislature, regular session.

4.5 Updated to have independent auditor check continued existence of
corporation awarded the charter and non-profit status.

6.1 Accreditation status section updated regarding financial accountability.

6.2 Financial solvency section added as result of House Bill 3, 81" legislature,

regular session.

6.3 Projected deficit section added as result of House Bill 3, 81* legislature,
regular session.

Appendix 3 Updated FASB references to FASB codification format, sample TRS pension
note disclosure, and GAS report for SAS 115 format. Added sample related
party note disclosure.
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FINANCIAL ACCOUNTING AND REPORTING
1.1 Financial Accounting and Reporting Structure

The purpose of financial accounting and reporting by charter schools is to accumulate and provide
information to facilitate decision making by various user groups. Certain requirements have been
established requiring charter schools to maintain proper financial accounting and reporting systems. In
addition, principles and policies to ensure uniformity in accounting have been developed.

1.1.2 FASB Codification

Guidelines for financial accounting and reporting are derived from generally accepted accounting
principles (GAAP). Charter schools are required to adhere to GAAP. The Financial Accounting
Standards Board (FASB) defines GAAP in the FASB Accounting Standards Codification TM
(Codification) effective for fiscal years 2009/10 and later. FASB ASC 958 (Not-for-Profit Entities)
contains information on GAAP specific to non-profit entities. For additional information, see
http://asc.fasb.org.

In the absence of specific guidance in this supplement, the charter holder is to follow generally accepted
accounting principles.

1.1.2.5 Status of State Revenues Held in Trust

House Bill 6, 77th Legislative Session, states that funds received by a charter holder after September 1,
2001 pursuant to Section 12.106, as amended, of the Texas Education Code are public funds held in trust
by the charter holder for the benefit of the students of the charter school. This requirement will be
implemented by charter schools through the use of net asset code 420, Foundation School Program and
other State Aid, which is used for all public funds received in former state aid not defined in net asset
codes 380-418 (TEC 812.106, as amended, and TEC 812.107, as amended). Refer to the Special
Supplement To Financial Accounting and Reporting, Nonprofit Charter School Chart Of Accounts.
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1.2 Financial Statement Elements

The elements of financial statements are those items that are derived from the general ledger accounts
maintained by the charter school in its financial accounting system. Some of the major elements are
discussed in this section.

1.2.1 Cash and Investments

Charter schools should adopt policies and procedures that identify the types of investments it is allowed
to utilize and the steps that it will follow when using the investments identified.

See 1.2.1 Cash and Investments in the FASRG for additional guidance.

1.2.2 Public Funds Investment

According to TAC §100.1045, a charter holder shall invest state funds in accordance with Government
Code, §882256.009-2256.016 (also known as the Public Funds Investment Act). State funds invested by a
charter holder shall be maintained in a discrete charter investment account, separate and distinct from the
operating accounts for the charter school and separate and distinct from any investment accounts related
to non-charter activities. A charter holder shall invest state funds in accordance with any applicable
provision or covenant contained in a debt instrument, bond indenture, or similar agreement.

Nothing in TAC §100.1045 shall authorize the investment of state or federal grant funds, unless
investment of such funds is expressly authorized under the terms of the grant.

Investment of state funds shall be made with judgment and care, under prevailing circumstances, that a
person of prudence, discretion, and intelligence would exercise in the management of the person's own
affairs, not for speculation, but for investment, considering the probable safety of capital and the probable
income to be derived. Investment of state funds shall be governed by the following investment
objectives, in order of priority:

(A) preservation and safety of principal;

(B) liquidity; and
(C) yield.

1.2.4 Capital Assets
Charter schools are responsible for accounting for both current and noncurrent assets. Included within

noncurrent assets are capital and intangible assets. Capital assets have certain properties that distinguish
them from other types of noncurrent assets. Capital assets are:
= Tangible in nature;

= Long-lived (have a life that exceeds one year);

= Of asignificant value at purchase or acquisition time ($5,000 per unit or lower amount adopted in
charter school’s policies); and

= Reasonably identified and controlled through a physical inventory system.
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Capital assets may include land, buildings, machinery, furniture and other equipment.

The emphasis in accounting for capital assets is on control and accountability. Accordingly, a variety of
data relating to a charter school's capital assets must be accumulated to maintain control and
accountability over them. These data include:

= Quantity,

= Location,

= Condition, and

= Life expectancy.

Capital asset records are necessary to designate accountability for the custody and maintenance of
individual items, and to assist in approximating future requirements. All capital transactions for the
acquisition of capital assets should be controlled through a well-defined authorization procedure. If the
budget does not authorize the purchase of specific items, approval power, subject to specific monetary
limits, should be assigned to the chief executive/operating officer. If approval power has not been
assigned to the chief executive/operating officer, then the governing body of the charter school must
approve the purchase of specific items.

Note: Separate accountability for capital assets is a legal requirement of programs receiving monies
from the federal government. Accounting for funds received for these programs is maintained
under temporarily restricted net asset codes.

Charter school personnel should refer to the following sections of the FASRG for additional guidance:
1.2.4.2 Basis of Capital Assets

1.2.4.3 Property Accounts for Capital Assets

1.2.4.4 Accounting for Maintenance, Additions and Betterments

1.2.4.7 Control of Capital Assets

1.2.4.8 Inventories of Capital Assets

1.2.4.9 Capital Asset Records

In addition to the discussion noted at 1.2.4.7 Control of Capital Assets and 1.2.4.8 Inventories of Capital
Assets, charter schools shall maintain accurate capital asset records that include the following
information:

(a) A description of the capital asset.

(b) Manufacturer's serial number, model number, Federal stock number, national stock number, or
other identification number.

(c) Local, state, and/or federal funds used to acquire the capital asset.
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(d) Whether title vests in the charter school, the state government, or the federal government.
(e) Acquisition date (or date received, if the equipment was furnished by a donor) and cost.

(f) Information from which one can calculate the percentage of state and/or federal participation in
the cost of the capital asset (not applicable to equipment furnished by a donor).

(g) Location and condition of the capital asset and the date the information was reported (this may be
the date of the last physical inventory taken by the charter school).

(h) Unit acquisition cost.

(i) Ultimate disposition data, including date of disposal and sales price or the method used to
determine current fair market value where a charter school compensates the federal awarding
agency for its share.

A physical inventory must be taken at least once every two years (a statistical sampling approach is
acceptable) to ensure that capital assets exist, and are in use.

1.2.4.10 Capital Asset Exhibit

House Bill 6, 77th Legislative Session, states that property purchased or leased with funds received by a
charter holder under Section 12.106 after September 1, 2001 is considered to be public property for all
purposes under state law. Effective with fiscal years starting after September 1, 2001, the charter holder
must include an exhibit (see 1.7.2.7 Schedule of Capital Assets for Individual Charter School) in the
financial and compliance report identifying the capital assets of the charter school and the ownership
interest of all parties (i.e., local, state, federal) in all real property and improvements and capitalized
personal property acquired with public funds during the term of the charter or presently held by the
charter holder. Alternatively, the charter holder may include a note disclosure stating that all property
acquired during the term of the charter, and all property presently held by the charter holder, may be
considered public property. If an exhibit is included in the financial and compliance report, it must also
include a reconciliation of amounts disclosed in the applicable statement of financial position if the
exhibit amounts differ from the amounts reported on the applicable statement of financial position.

1.2.11 Expenses

Charter schools must ensure that expenses are properly allocated to the appropriate sources of funding,
projects and/or cost objectives. This includes not only sources of funding provided by state and/or federal
agencies but also by local programs. Local programs include programs, services, activities, and functions
administered by the charter school, the charter holder, and any other individual and/or entity affiliated
with the charter holder and conducting business on behalf of the charter holder and/or the charter school.

Generally, expenses can be allocated to a specific local, state, and/or federal source of funding, project
and/or cost objective. In some instances, however, the transaction that generated the expense cannot be
attributed to a specific source of funding, project and/or cost objective. Consequently, the charter school
may need to develop a methodology for allocating certain expenses (e.g., administrative overhead costs,
business office expenses, facility/office rent expense, management service fees, telephone charges).
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1.2.11.1 Cost Allocations

To ensure that expenses are properly allocated to local, state and federal funds provided to the charter
school, the charter school must develop a methodology for allocating certain types of expenses. The
independent auditor must ensure that the methodology used is reasonable, properly allocates expenses
between local, state, and federal sources of funding, projects and/or cost objectives, and is consistently
applied by the charter school.

1.2.11.1.1 Cost Allocation Plan

In some instances, a charter school may incur expenses that only benefit certain sources of funding,
projects and/or cost objectives. However, the nature of the transactions may be such that a one-to-one
cost assignment cannot be made. In these cases, the charter school must develop a method for identifying
costs and assigning these costs to the benefited source of funding, project or cost objective on a
reasonable and consistent basis. The charter school must maintain an accounting system and records that
adequately document and support the propriety of the costs assigned.

1.2.11.1.2 Indirect Cost Rate Proposal

Indirect costs are costs that have been incurred for common or joint purposes and benefit more than one
source of funding, project or cost objective. Generally, indirect costs are those remaining after direct
costs have been determined and assigned directly to a source of funding, project or cost objective. A cost
may not be allocated to a source of funding, project or cost objective as an indirect cost if any other cost
incurred for the same purpose, in like circumstances, has been assigned as a direct cost. Indirect costs are
normally charged to a source of funding, project or cost objective by the use of an indirect cost rate. The
indirect cost rate is documented in an indirect cost rate proposal.

The charter school must develop a method for identifying indirect costs and developing a rate to be
applied against the funds for every source of funding, project or cost objective. The charter school must
maintain an accounting system and records that adequately document and support the propriety of the
costs included in the indirect cost rate proposal. The charter school may contact the Division of Financial
Audits to obtain an indirect cost rate.

1.2.12 Reclassification of Net Assets

FASB ASC 958-225-45 (Other Presentation Matters), states that the reclassification of net assets
attributable to the expiration of donor-imposed restrictions shall be reported as separate items. Generally,
revenues reported on the statement of activities may be presented in three broad categories.

= |ocal and intermediate sources such as contributions received from charter holder constituents,
funds receive pursuant to grants from local governmental and nongovernmental entities, and other
sources, such as income from investments.

= State sources such as Foundation School Program funding and other formula or state grants.

= Federal sources such as funding through formula or discretionary grants awarded to the charter
holder by the federal or state government.

Generally, local and intermediate sources of revenue are reported as unrestricted net assets if these do not

have donor-imposed restrictions. In contrast, state and federal sources of revenue are generated pursuant
to awards by state and/or federal agencies to the charter holder. These awards represent public funds and
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must be expended pursuant to applicable statutes, regulations, and grant requirements. Consequently,
state and federal sources of revenue must be classified as temporarily restricted net assets until the funds
are expended pursuant to applicable statutes, regulations, and grant requirements.

In accordance with state law, a charter holder is entitled to receive state aid for the charter school based
on student attendance; however, before the charter holder may reclassify state aid from temporarily
restricted net assets to unrestricted net assets, it must meet a two part test. First, the charter school must
demonstrate that it expended state aid for the benefit of its students. Second, the charter school must
expend state aid consistent with TEC 845.105(c) (See 1.8.2.9 Use of State Aid for further discussion.).
The charter school must clearly document that it met these requirements in its financial accounting
records before it may reclassify state aid from temporarily restricted net assets to unrestricted net assets."

FASB ASC 958 (formerly Statement of Financial Accounting Standards No. 116, Accounting for Contributions Received
and Contributions Made), permits the reporting of state and federal revenues as unrestricted net assets provided that the
restrictions noted above have been met in the same reporting period (i.e., fiscal year) and that this accounting treatment is
consistent from period to period and is disclosed in the charter holder’s accounting policy. To enable the TEA to conduct its
oversight responsibilities, the applicable disclosure must include a statement or table that identifies the total dollar amounts
by net asset code that were recognized as temporarily restricted net assets during the fiscal year but were subsequently
reclassified to unrestricted net assets as expended or at the end of the fiscal year and upon determination that the applicable
restrictions were met.
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1.3 Special Accounting Treatments

Two areas are discussed as special accounting treatments. Each of these items is accounted for in a
different manner from school districts if the charter school is a 501(c)(3) non-profit entity.

1.3.1 Shared Services Arrangements

Shared services arrangements are used by school districts and/or education service centers to share
personnel or services, when one entity cannot justify the cost of employing a specialized staff member,
but a group can justify a portion of the salary. Specific guidance is provided in the FAR module of the
Financial Accountability System Resource Guide and PEIMS Data Standards for school districts (as
government entities) to record and report the results of operations of shared service arrangements.

This guidance does not apply to non-profit charter schools since they are 501(c)(3) entities rather than
government entities; therefore, non-profit charter schools are required to record the results of shared
service arrangements within their own financial statements. If one entity maintains the accounting
transactions for all entities sharing services, that entity must provide the necessary accounting information
to each of the participating entities to record transactions.

Any charter schools with a governmental charter holder (city, university, community college, etc.) are still
required to follow governmental accounting standards and would follow shared service accounting
guidelines.

1.3.2 On-behalf Payments

GASB 24, Accounting and Financial Reporting for Certain Grants and Other Financial Assistance,
requires school districts to record the amounts of TRS benefit payments made by the State of Texas on
behalf of the school district. This statement does not apply to non-profit charter schools since they
are 501(c)(3) entities rather than government entities; therefore, non-profit charter schools are not
required to record on-behalf payments related to TRS benefits.

Any charter schools with a governmental charter holder (city, university, community college, etc.)
are still required to follow governmental accounting standards and would record on-behalf
payments.
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1.4 Account Codes

Charter schools must adopt a standard financial accounting system. The financial accounting system
must meet at least the minimum requirements prescribed by the State Board of Education and also be
subject to review and comment by the state auditor. Additionally, the financial accounting system must
conform to GAAP.

Each charter school must have an annual independent audit conducted that meets the minimum
requirements of the state board of education, subject to review and comment by the state auditor. The
annual audit must include the performance of certain audit procedures for the purpose of reviewing the
accuracy of the fiscal information provided by the charter school through the Public Education
Information Management System (PEIMS). The audit procedures are to be adequate to detect material
errors in the charter school’s fiscal data to be reported through the PEIMS system for the fiscal period
under audit. For further guidance on PEIMS audit procedures, refer to section 4.2.6 of the FASRG, Audit
Procedures on PEIMS Fiscal Data.

A major purpose of the account code structure is to establish the standard charter school financial
accounting system. Although certain codes within the account code structure may be used at local option,
the sequence of the codes within the structure and the account codes are to be uniformly used by all
charter schools in accordance with generally accepted accounting principles.

Refer to the Special Supplement to the Financial Accountability System Resource Guide, Nonprofit
Charter School Chart of Accounts for additional discussion.
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1.5 Internal Control
A strong system of internal control enables the charter school to ensure that resources are properly
handled, properly used, and available for designation by management and the board. For further guidance
on internal control, refer to the following sections of the FASRG.

1.5.1 Internal Control - Defined

1.5.2 Common Types of Control Procedures

1.5.3 Internal Control Check List

1.5.4 Suggested Areas for Consideration of the Internal Control Structure

1.5.5 Accounting Policies and Procedures
An important element of a strong system of internal control is a charter school’s accounting policies and

procedures. These may be included as part of a comprehensive manual that identifies the charter school’s
administrative, accounting, business, contractual, financial, legal, operating, payroll, personnel, and
programmatic functions. The accounting policy and procedures manual is an important means of
establishing a strong control environment and should be strictly adhered to by charter school personnel.
A sound accounting policy and procedures manual can provide numerous benefits including:

= Providing internal controls and safeguards;

= Providing timely reporting on the status of funds; and

= Allowing systematic disbursements to maximize available funds.
At a minimum, the accounting policy and procedures manual should include discussion concerning:?

= The budgeting process including preparation, amendment, and board approval;

= The accounting reports prepared for management and the governing body of the charter school;

= The review and approval of the annual financial and compliance report by the governing body of
the charter school;

= The issuance and appropriate use of credit and/or debit cards including the reimbursement
process and approval of expenditures;

= The control and confidentiality of accounting, business, contractual, financial, legal, operating,
payroll, personnel, and program records;

= The release of accounting, business, contractual, financial, legal, operating, payroll, personnel,
and program records to the general public pursuant to open records statutes;

This is not an all-inclusive list. Charter school officials should carefully consider the various administrative, accounting,
business, contractual, financial, legal, operating, payroll, personnel, and programmatic functions that need to be discussed in
its accounting policy and procedures manual.
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» The data and/or reports needed to ensure that state and federal reporting requirements are met
(e.g., PEIMS, Single Audit, expenditure reports);

= The duties performed by administrative and/or business office personnel with particular emphasis
on the segregation of key responsibilities and duties;

» The individuals authorized to initiate, approve, and record transactions;

= The procedures to be followed for the different accounting, business, contractual, financial, legal,
operating, payroll, personnel, and programmatic transactions conducted on behalf of the charter
school by employees of the charter school, the charter holder, and/or affiliates of the charter
holder;

= The charter school’s chart of accounts with particular emphasis on compliance with and accurate
use of the account codes discussed in the Special Supplement To Financial Accounting and
Reporting;

= The charter school’s purchasing functions with an emphasis on compliance with state and federal
statutes and regulations; and

= The types of documents (e.g., purchase requisition, purchase order, invoice, receipt, utility billing
statement) required for the disbursement of funds.

The governing body of the charter school should review and approve the contents of the accounting
policy and procedures manual, including amendments. The accounting policy and procedures manual
should be periodically (e.g., biannually) reviewed and updated, as necessary, to ensure that its contents
comply with applicable state and/or federal statutes and regulations. Charter school officials should
ensure that employees adhere to the accounting policy and procedures manual.

For an example of possible topics to include in the charter school’s accounting policies and procedures
manual, see Appendix 2: Sample Accounting Policies and Procedures Manual Table of Contents. Charter
school officials must bear in mind, however, that this is not an all-inclusive list and that some of the
topics noted may not necessarily apply to the charter school. Charter school officials should carefully
consider the various administrative, accounting, business, contractual, financial, legal, operating, payroll,
personnel, and programmatic functions that need to be discussed in its accounting policy and procedures
manual.
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1.7 Reporting

The intent of the following section is to provide the charter holder, the charter school and independent
auditors information and guidance regarding reporting requirements. The primary focus of this section is
the financial and compliance report that must be submitted to the Texas Education Agency (TEA) as
discussed below. The Data Collection and Reporting module of the FASRG contains more extensive
information regarding overall reporting objectives and procedures.

1.7.1 Financial Reporting and Data Submission
The charter holder is required to file:

= A financial and compliance report;

= Any reports to management (generally referred to as management letters) or other similarly
named correspondence from the charter school's independent auditor issued during the audit;

= PEIMS and other reports as required by individual TEA divisions; and

= Local audit of state compensatory education, in accordance with Module 9 of the FASRG, if the
charter school is notified by the TEA that a local audit is required. The PEIMS data is required
for submission to the TEA in four separate reports throughout the year. For further information
on PEIMS submissions see the Data Collection and Reporting module or the PEIMS Data
Standards.

The charter holder must file the financial and compliance report and any management letters to the
following address:

STATE (Required for all charter holders)

If mailed: If hand-delivered:

Texas Education Agency Texas Education Agency
Financial Audits Division Room 5-113

Attn.: Desk Reviews Section 1701 North Congress Avenue
1701 North Congress Avenue Austin, Texas

Austin, TX 78701
Other: Other State agencies that the charter holder received direct funding from other than TEA.

FEDERAL

All charter holders that expend $500,000 or more in direct/indirect Federal awards must submit a Form
SF-SAC, Data Collection Form for Reporting on Audits of States, Local Governments and Non-Profit
Organizations electronically  through the Federal Audit Clearinghouse website
(http://harvester.census.gov/sac/).
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See Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations.

1.7.2 Financial and Compliance Report

The financial and compliance report discussed in this section represents a critical monitoring instrument
that enables the TEA to properly oversee the financial and programmatic operations of open-enrollment
charter schools and to adhere to federal and state monitoring requirements. The independent auditor’s
assessment of the financial condition, results of operation, internal controls and compliance of the charter
school and the charter holder, as discussed in his written opinion and other reports, constitute an
important element of the TEA’s risk assessment process and enables the TEA to identify critical issues
that require further intervention. Consequently, the financial and compliance report must conform to
generally accepted auditing standards, generally accepted government auditing standards, generally
accepted accounting principles, and the requirements of this section. The financial and compliance report
must also be filed in a timely manner.

The charter holder shall prepare or approve a report of the financial activity of the corporation for the
preceding year. State law and the contract for charter require that the charter holder contract with a
certified public accountant to audit the financial and programmatic operations of the charter school.
FASB ASC 958-205-45 (Not-for-Profit Entities/Presentation of Financial Statements/Other Presentation
Matters) addressed certain inconsistencies in reporting by not-for-profit organizations and requires that
not-for-profit organizations report financial position, results of operations, cash flow and other disclosures
for the entity as the whole. FASB ASC 958 also recognized the special-purpose needs of regulatory
bodies that cannot be met by general-purpose financial statements. In order to address inconsistencies in
the financial and compliance reports filed by charter holders and to ensure compliance with the
requirements noted above, the charter holder is required to file an original financial and compliance report
that contains the following:

1. Certificate of board,

2. Independent auditor’s report,

3. Statement of Financial Position (Exhibit A-1),

4. Statement of Activities (Exhibit A-2),

5. Statement of Cash Flows (Exhibit A-3),

6. Notes to the financial statements,

7. Statement of Financial Position for Individual Charter School (Exhibit B-1),
8. Statement of Activities for Individual Charter School (Exhibit B-2),

9. Statement of Cash Flows for Individual Charter School (Exhibit B-3),

10. Schedule of Expenses for Individual Charter School (Exhibit C-1),

11. Schedule of Capital Assets for Individual Charter School (Exhibit D-1),

12. Budgetary Comparison Schedule for Individual Charter School (Exhibit E-1),
13. Report on Compliance and on Internal Control Over Financial Reporting Based on an Audit of

Financial Statements Performed in Accordance with Government Auditing Standards,

14. Report on Compliance with Requirements Applicable to Each Major Program and Internal
Control over Compliance in Accordance with OMB Circular A-133 (if applicable),

15. Schedule of Findings and Questioned Costs (Exhibit F-1),

16. Corrective Action Plan (Exhibit G-1) (if applicable),

17. Schedule of Expenditure of Federal Awards (Exhibit H-1) (if applicable), and

18. Notes to the Schedule of Expenditure of Federal Awards (if applicable).
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Exhibits A-1, A-2 and A-3 and the notes to the financial statements must be prepared for the entity as a
whole (i.e., both for charter and non-charter operations). The purpose of these general-purpose financial
statements is to provide relevant information that meets the common interests of various user groups who
provide resources to the not-for-profit organization. These exhibits and note disclosures adhere to the
requirements of FASB ASC 958.

Exhibits B-1, B-2, B-3, C-1, D-1, E-1, and F-1 must be prepared for each individual charter school
operated by the charter holder having a separate 6-digit county-district number. The certificate of board
and exhibits B-1, B-2, B-3, C-1, D-1, E-1, and F-1 represent special-purpose statements necessary for the
TEA’s oversight of charter school financial and programmatic operations. The certificate of board and
the exhibits adhere to the requirements of the Texas Education Code and the contract for charter and will
be used to ensure compliance with certain statutory, regulatory and contractual requirements, including
the Public Education Information Management System Data Standards.

The independent auditor’s report and the Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of Financial Statements Performed in Accordance with Government
Auditing Standards, are required pursuant to generally accepted auditing standards and generally accepted
government auditing standards as promulgated by the American Institute of Certified Public Accountants
and the United States Government Accountability Office, respectively.

The Report on Compliance with Requirements Applicable to Each Major Program and Internal Control
over Compliance in Accordance with OMB Circular A-133, exhibits F-1, G-1 and H-1, and the notes to
the schedule of expenditure of federal awards are required pursuant to Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, issued by the United States Office of Management
and Budget.

1.7.2.1 Certificate of Board

The certificate of board is a required component of the financial and compliance report and must include
the original signatures of the presiding officer and the secretary of the governing body of the charter
holder. The certificate of board must also indicate if the governing body approved or disapproved the
contents of the financial and compliance report and the date that of its approval or disapproval.**

See Sample Certificate of Board.

1.7.2.2 Independent Auditor’s Report

The independent auditor’s report must be dated and signed by a certified public accountant licensed by
the Texas State Board of Public Accountancy. The report must conform to generally accepted auditing
standards and generally accepted government auditing standards as promulgated by the American
Institute of Certified Public Accountants and the United States Government Accountability Office,
respectively.

Approval or disapproval of the financial and compliance report must be supported in the minutes to the meetings of the
charter holder.

An essential element of generally accepted accounting standards of fiscal management is the reporting of the financial
condition and results of operation of an organization to the body responsible for oversight of the organization’s financial
operations. The certificate of board evidences that the governing body of the charter holder has been informed of the
organization’s financial condition and results of operations and has been given an opportunity to address deficiencies or
potential financial issues.
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See Sample Independent Auditor’s Report.

1.7.2.3 Statement of Financial Position for Individual Charter School (Exhibit B-1)

In addition to the general-purpose statement of financial position for the not-for-profit organization as a
whole (charter holder), the financial and compliance report must include a statement of financial position
for each individual charter school operated by the charter holder as of the end of the applicable fiscal
year. If the charter holder only operates a single charter school and does not conduct any non-charter
activities, this requirement may be met by preparing a general-purpose statement of financial position and
a note disclosure that the charter holder only operates a single charter school and does not conduct any
other charter or non-charter activities.

See Sample Statement of Financial Position for Individual Charter School.

1.7.2.4 Statement of Activities for Individual Charter School (Exhibit B-2)

In addition to the general-purpose statement of activities for the not-for-profit organization as a whole
(charter holder), the financial and compliance report must include a statement of activities for the fiscal
year end of each individual charter school operated by the charter holder. This special-purpose statement
must disclose revenues by detailed object code and expenses by detailed function code as defined in the
Special Supplement to Financial Accounting and Reporting, Nonprofit Charter School Chart of Accounts.
If the charter holder only operates a single charter school and does not conduct any non-charter activities,
this requirement may be met by preparing a general-purpose statement of activities and a note disclosure
that the charter holder only operates a single charter school and does not conduct any other charter or non-
charter activities. The charter holder must still report revenues by detailed object code and expenses by
detailed function code in the notes to the financial statements or as a separate exhib