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FROM:	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Tom	
  Hutton,	
  Executive	
  Director	
  
	
  
RE:	
  	
   Revocation	
  of	
  Charter	
  Contract	
  for	
  Hālau	
  Lōkahi	
  Charter	
  School 
	
  

I. DESCRIPTION	
  

Recommendation	
  that	
  the	
  Commission	
  revoke	
  the	
  Charter	
  Contract	
  of	
  Hālau	
  Lōkahi	
  Charter	
  School	
  
(“Hālau	
  Lōkahi”).	
  

II. BACKGROUND	
  

This	
  hearing	
  is	
  the	
  culmination	
  of	
  nearly	
  a	
  year	
  of	
  Commission	
  proceedings	
  involving	
  the	
  financial	
  
failure	
  of	
  Hālau	
  Lōkahi.	
  The	
  Commission	
  voted	
  on	
  January	
  8,	
  2015,	
  to	
  initiate	
  the	
  revocation	
  process	
  
and	
  direct	
  Commission	
  staff	
  to	
  release	
  only	
  such	
  funds	
  as	
  were	
  deemed	
  essential	
  for	
  orderly	
  school	
  
closure	
  and	
  dissolution	
  and	
  transition.	
  Hālau	
  Lōkahi	
  exercised	
  its	
  option	
  under	
  Hawaii	
  Administrative	
  
Rules	
  Section	
  8-­‐505-­‐20(c)	
  to	
  request	
  this	
  hearing	
  in	
  order	
  to	
  have	
  a	
  last	
  opportunity	
  to	
  oppose	
  the	
  
grounds	
  for	
  revocation	
  and	
  support	
  the	
  continuation	
  of	
  Hālau	
  Lōkahi	
  Charter	
  School.	
  

As	
  of	
  May	
  20,	
  2014,	
  Hālau	
  Lōkahi	
  	
  had	
  exhausted	
  all	
  of	
  its	
  funds	
  for	
  the	
  Fiscal	
  Year	
  (FY)	
  2014-­‐15	
  and	
  
had	
  stopped	
  paying	
  staff	
  and	
  other	
  obligations.	
  In	
  response	
  to	
  pleas	
  from	
  the	
  school	
  community,	
  
and	
  based	
  on	
  what	
  at	
  that	
  time	
  was	
  the	
  third	
  financial	
  recovery	
  plan	
  to	
  be	
  offered	
  by	
  the	
  school	
  
since	
  its	
  insolvency,	
  the	
  Commission	
  offered	
  Hālau	
  Lōkahi	
  a	
  new	
  three-­‐year	
  State	
  Public	
  	
  Charter	
  
School	
  Contract	
  (“Charter	
  Contract”)	
  for	
  school	
  years	
  2014-­‐15	
  through	
  2017-­‐18,	
  subject	
  to	
  special	
  
conditions,	
  including	
  requiring	
  the	
  resignations	
  of	
  the	
  then-­‐serving	
  school	
  director	
  and	
  governing	
  
board	
  members.	
  The	
  Commission	
  approved	
  the	
  new	
  Charter	
  Contract,	
  including	
  Hālau	
  Lōkahi’s	
  
Educational	
  Program,	
  Exhibit	
  A,	
  on	
  June	
  26,	
  2014.	
  The	
  Commission	
  also	
  required	
  Hālau	
  Lōkahi	
  to	
  
submit	
  information	
  monthly	
  regarding	
  the	
  status	
  of	
  its	
  finances.	
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Hālau	
  Lōkahi’s	
  first	
  financial	
  report,	
  for	
  the	
  two	
  months	
  ending	
  on	
  August	
  31,	
  2014,	
  was	
  submitted	
  
to	
  Commission	
  staff	
  and	
  then	
  presented	
  to	
  the	
  Commission	
  at	
  its	
  General	
  Business	
  Meeting	
  on	
  
October	
  9,	
  2014.	
  	
  The	
  information	
  submitted	
  caused	
  staff	
  to	
  become	
  concerned,	
  since	
  already	
  in	
  
early	
  October	
  the	
  school’s	
  cash	
  balance	
  was	
  only	
  approximately	
  $238,000.	
  This	
  was	
  what	
  remained	
  
of	
  the	
  $662,000	
  first	
  per	
  pupil	
  funding	
  allocation	
  to	
  the	
  school,	
  which	
  represented	
  60%	
  of	
  the	
  
school’s	
  annual	
  allocation,	
  an	
  amount	
  that	
  in	
  turn	
  had	
  been	
  calculated	
  based	
  on	
  a	
  school	
  projection	
  
of	
  enrollment	
  that	
  turned	
  out	
  to	
  be	
  higher	
  than	
  actual	
  enrollment.	
  	
  School	
  operating	
  expenses	
  had	
  
not	
  been	
  adequately	
  adjusted;	
  monthly	
  expenses	
  for	
  the	
  school	
  averaged	
  $110,000	
  per	
  month	
  for	
  
the	
  first	
  two	
  months.	
  Commission	
  staff	
  was	
  concerned	
  that	
  at	
  this	
  rate,	
  the	
  school	
  would	
  exhaust	
  its	
  
remaining	
  funds	
  in	
  early	
  November.	
  

Responding	
  to	
  these	
  concerns,	
  the	
  Commission	
  at	
  its	
  October	
  9,	
  2014	
  General	
  Business	
  Meeting	
  
required	
  Hālau	
  Lōkahi	
  to:	
  

1. Provide	
  to	
  the	
  Commission	
  a	
  detailed	
  listing	
  of	
  any	
  Fiscal	
  Year	
  (“FY”)	
  2014	
  obligations	
  not	
  
yet	
  paid	
  as	
  part	
  of	
  its	
  monthly	
  monitoring	
  report	
  due	
  by	
  October	
  15,	
  2014;	
  and	
  
	
  

2. Present	
  to	
  the	
  Committee	
  on	
  Performance	
  and	
  Accountability	
  at	
  its	
  October	
  23,	
  2014	
  
meeting:	
  

	
  
a. Its	
  school	
  improvement	
  plan;	
  	
  

	
  
b. A	
  cash	
  flow	
  forecast	
  showing	
  the	
  school	
  would	
  be	
  able	
  to	
  sustain	
  operations	
  

through	
  June	
  30,	
  2015;	
  and	
  	
  
	
  

c. A	
  contingency	
  plan	
  to	
  address	
  the	
  $270,000	
  shortfall	
  resulting	
  from	
  the	
  decision	
  by	
  
Kamehameha	
  Schools	
  to	
  discontinue	
  the	
  school’s	
  funding,	
  as	
  well	
  as	
  any	
  other	
  
material	
  changes	
  to	
  the	
  financial	
  assumptions	
  underlying	
  the	
  financial	
  recovery	
  plan	
  
that	
  previously	
  had	
  been	
  approved	
  by	
  the	
  Commission.	
  

At	
  the	
  Performance	
  and	
  Accountability	
  meeting	
  on	
  October	
  23,	
  2014,	
  the	
  school	
  presented	
  its	
  
school	
  improvement	
  plan,	
  which	
  addressed	
  all	
  aspects	
  of	
  school	
  operations	
  including	
  student	
  
recruitment/retention,	
  curriculum,	
  fiscal	
  management	
  and	
  governance.	
  	
  A	
  cash	
  flow	
  forecast	
  was	
  
also	
  provided	
  that	
  showed	
  a	
  deficit	
  of	
  approximately	
  $200,000	
  at	
  the	
  end	
  of	
  the	
  fiscal	
  year.	
  
According	
  to	
  the	
  forecast,	
  the	
  school	
  would	
  run	
  out	
  of	
  funds	
  in	
  March.	
  The	
  school’s	
  cash	
  balance	
  as	
  
of	
  October	
  23,	
  2014	
  was	
  approximately	
  $57,000,	
  with	
  two-­‐thirds	
  of	
  the	
  school	
  year	
  left	
  to	
  go.	
  Hālau	
  
Lōkahi	
  indicated	
  it	
  would	
  come	
  back	
  to	
  the	
  full	
  Commission	
  with	
  another	
  plan	
  for	
  sustaining	
  
operations	
  through	
  the	
  academic	
  and	
  fiscal	
  year.	
  

The	
  Commission	
  staff	
  received	
  the	
  school’s	
  next	
  restructuring	
  plan	
  and	
  cash	
  forecast	
  the	
  evening	
  
before	
  the	
  Commission’s	
  General	
  Business	
  Meeting	
  on	
  November	
  13,	
  2014.	
  	
  Under	
  this	
  plan,	
  the	
  
school	
  planned	
  to	
  temporarily	
  suspend	
  school	
  operations	
  during	
  the	
  Christmas	
  Break	
  from	
  
December	
  19,	
  2014	
  to	
  January	
  5,	
  2015,	
  laying	
  off	
  all	
  staff	
  members	
  and	
  rehiring	
  a	
  staff	
  based	
  on	
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available	
  resources	
  and	
  professional	
  teaching	
  qualifications.	
  The	
  Governing	
  Board	
  was	
  also	
  to	
  review	
  
various	
  school	
  policies,	
  including	
  those	
  for	
  human	
  resources	
  and	
  governance,	
  as	
  well	
  as	
  facility	
  and	
  
curriculum	
  needs.	
  

Because	
  of	
  the	
  seriousness	
  of	
  the	
  financial	
  situation	
  and	
  the	
  challenge	
  of	
  successfully	
  implementing	
  
such	
  an	
  ambitious	
  new	
  restructuring	
  plan	
  to	
  meet	
  it,	
  the	
  Commission	
  voted	
  to	
  release	
  only	
  50%	
  of	
  
the	
  school’s	
  second	
  per	
  pupil	
  allocation	
  as	
  scheduled	
  on	
  November	
  30,	
  with	
  the	
  balance	
  to	
  be	
  
released	
  once	
  Hālau	
  Lōkahi	
  had	
  satisfactorily	
  implemented	
  the	
  restructuring	
  as	
  outlined	
  in	
  its	
  plan	
  
and	
  reduced	
  expenses	
  as	
  outlined	
  in	
  the	
  cash	
  flow	
  forecast.	
  To	
  expedite	
  the	
  release	
  of	
  funds	
  at	
  such	
  
a	
  time,	
  the	
  Commission	
  authorized	
  Commission	
  staff	
  to	
  release	
  them	
  upon	
  determining	
  that	
  the	
  
restructuring	
  had	
  been	
  executed	
  satisfactorily.	
  

In	
  order	
  to	
  be	
  able	
  to	
  prepare	
  for	
  the	
  Commission’s	
  January	
  8,	
  2015	
  General	
  Business	
  Meeting,	
  the	
  
Commission	
  staff	
  required	
  Hālau	
  Lōkahi	
  to	
  provide	
  status	
  and	
  results	
  of	
  the	
  school’s	
  restructuring	
  
efforts	
  no	
  later	
  than	
  Friday,	
  January	
  2,	
  2015,	
  so	
  that	
  staff	
  could	
  evaluate	
  the	
  implementation	
  of	
  the	
  
restructuring	
  plan	
  and	
  take	
  into	
  account	
  any	
  subsequent	
  developments	
  to	
  determine	
  whether	
  there	
  
was	
  a	
  reasonable	
  likelihood	
  that	
  the	
  school	
  could	
  successfully	
  sustain	
  operations	
  through	
  the	
  end	
  of	
  
the	
  2014-­‐15	
  school	
  year.	
  

	
  
The	
  restructuring	
  plan	
  Hālau	
  Lōkahi	
  submitted	
  on	
  January	
  2	
  did	
  not	
  address	
  the	
  lack	
  of	
  qualified	
  
teachers	
  for	
  core	
  subjects.	
  The	
  school	
  failed	
  to	
  hire	
  a	
  single	
  qualified	
  mathematics	
  teacher	
  for	
  any	
  
grade	
  level.	
  This	
  plan	
  was	
  predicated	
  on	
  the	
  use	
  of	
  Department	
  of	
  Education	
  (DOE)	
  special	
  
education	
  teachers,	
  who	
  under	
  the	
  plan	
  were	
  the	
  school’s	
  only	
  licensed	
  teachers,	
  to	
  deliver	
  core	
  
instruction	
  for	
  the	
  general	
  education	
  population.	
  	
  Commission	
  staff	
  notified	
  Hālau	
  Lōkahi	
  that	
  this	
  
was	
  improper	
  and	
  gave	
  the	
  school	
  an	
  additional	
  last	
  opportunity	
  to	
  restructure	
  the	
  staff	
  based	
  on	
  
remaining	
  funding	
  and	
  professional	
  qualifications,	
  as	
  had	
  been	
  proposed.	
  
	
  
In	
  response,	
  Hālau	
  Lōkahi	
  proposed	
  a	
  new	
  model	
  of	
  instruction	
  under	
  a	
  new	
  arrangement	
  with	
  K12,	
  
Inc.,	
  an	
  online	
  curriculum	
  provider	
  and	
  charter	
  school	
  management	
  company,	
  to	
  deliver	
  the	
  
curriculum	
  virtually	
  with	
  remote,	
  licensed	
  teachers.	
  Hālau	
  Lōkahi	
  would	
  obtain	
  a	
  “grant”	
  from	
  K12	
  
upon	
  execution	
  of	
  a	
  memorandum	
  of	
  understanding	
  that	
  would	
  call	
  for	
  K12	
  to	
  receive	
  a	
  multi-­‐year	
  
contract	
  entitling	
  it	
  to	
  receive	
  a	
  percentage	
  of	
  the	
  school’s	
  gross	
  revenues.	
  According	
  to	
  the	
  school	
  
and	
  K12	
  representatives,	
  this	
  new	
  model	
  for	
  the	
  school	
  was	
  first	
  discussed	
  days	
  before	
  the	
  start	
  of	
  
the	
  semester.	
  
	
  
At	
  its	
  January	
  8,	
  2015	
  meeting,	
  the	
  Commission	
  rejected	
  the	
  latest	
  plan	
  due	
  to	
  the	
  academic	
  risk	
  to	
  
students,	
  the	
  financial	
  risk	
  due	
  to	
  the	
  plan’s	
  dependence	
  of	
  a	
  cash	
  infusion	
  of	
  $150,000	
  from	
  K12,	
  
and	
  the	
  lack	
  of	
  due	
  diligence	
  days	
  before	
  the	
  semester	
  was	
  to	
  start.	
  The	
  staff	
  submittal	
  for	
  that	
  
meeting	
  setting	
  forth	
  the	
  recommended	
  action	
  is	
  attached	
  as	
  Exhibit	
  1.	
  	
  A	
  representative	
  of	
  K12	
  
stated	
  that	
  the	
  cash	
  infusion	
  from	
  the	
  company	
  was	
  dependent	
  on	
  the	
  proposed	
  MOU	
  regarding	
  the	
  
management	
  contract	
  for	
  the	
  remainder	
  of	
  the	
  school’s	
  Charter	
  Contract	
  term.	
  The	
  Commission	
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voted	
  to	
  issue	
  Hālau	
  Lōkahi	
  a	
  Notice	
  of	
  Prospect	
  of	
  Revocation	
  and	
  to	
  withhold	
  further	
  funding,	
  
except	
  such	
  funds	
  as	
  were	
  essential	
  for	
  orderly	
  school	
  closure	
  and	
  dissolution	
  and	
  transition.	
  
	
  
On	
  January	
  9,	
  2015,	
  the	
  Commission	
  issued	
  to	
  Hālau	
  Lōkahi	
  the	
  formal,	
  written	
  Notice	
  of	
  Prospect	
  of	
  
Revocation,	
  attached	
  as	
  Exhibit	
  2.	
  The	
  Notice	
  cited	
  significant	
  concerns	
  over	
  material	
  and	
  
substantial	
  violations	
  of	
  the	
  terms,	
  conditions,	
  standards,	
  and/or	
  procedures	
  required	
  under	
  Hawaii	
  
Revised	
  Statutes	
  §302D	
  and	
  the	
  school’s	
  Charter	
  Contract,	
  its	
  failures	
  to	
  meet	
  generally	
  accepted	
  
standards	
  of	
  fiscal	
  management,	
  and	
  its	
  substantial	
  violations	
  of	
  material	
  provision	
  of	
  law	
  from	
  
which	
  the	
  school	
  is	
  not	
  exempted,	
  including	
  the	
  following:	
  
	
  
• Failure	
  to	
  promptly	
  and	
  adequately	
  adjust	
  payroll,	
  rent,	
  and	
  other	
  expenditures	
  to	
  reflect	
  the	
  

constraints	
  of	
  past	
  obligations	
  and	
  available	
  revenues,	
  not	
  only	
  during	
  the	
  last	
  fiscal	
  year	
  but	
  
also	
  after	
  being	
  afforded	
  another	
  opportunity	
  to	
  do	
  so	
  when	
  granted	
  a	
  new	
  charter	
  contract	
  in	
  
spite	
  of	
  past	
  failures;	
  

• Failure	
  to	
  properly	
  process	
  employee	
  payroll	
  and	
  withholdings;	
  

• Failure	
  to	
  adhere	
  to	
  the	
  school’s	
  own	
  financial	
  management	
  procedures	
  and	
  to	
  exercise	
  prudent	
  
internal	
  fiscal	
  controls,	
  including,	
  but	
  not	
  limited	
  to,	
  purchasing	
  authorization	
  and	
  safeguarding	
  
the	
  school’s	
  bank	
  accounts;	
  and	
  

• Other	
  circumstances	
  at	
  Hālau	
  Lōkahi	
  discussed	
  at	
  the	
  Commission’s	
  January	
  8,	
  2015	
  General	
  
Business	
  meeting,	
  as	
  well	
  as	
  previous	
  public	
  meetings	
  that	
  occurred	
  since	
  June	
  2014,	
  the	
  
proceedings	
  of	
  which	
  will	
  be	
  or	
  are	
  memorialized	
  as	
  part	
  of	
  the	
  Commission’s	
  official	
  minutes.	
  
	
  

III. DECISION	
  STATEMENT	
  
	
  
Hālau	
  Lōkahi’s	
  failures	
  to	
  meet	
  generally	
  accepted	
  standards	
  of	
  fiscal	
  management	
  and	
  its	
  resulting	
  
legal	
  and	
  contractual	
  violations	
  are	
  amply	
  demonstrated	
  in	
  the	
  events	
  and	
  documents	
  described	
  
above,	
  as	
  well	
  as	
  in	
  the	
  Commission’s	
  March	
  18,	
  2015	
  letter	
  to	
  Hālau	
  Lōkahi,	
  attached	
  as	
  Exhibit	
  3,	
  
further	
  highlighting	
  some	
  of	
  the	
  continuing	
  failures	
  that	
  were	
  discussed	
  in	
  Commission	
  proceedings	
  
from	
  June	
  2014	
  through	
  January	
  2015.	
  
	
  
In	
  its	
  Response	
  to	
  the	
  Notice	
  of	
  Prospect	
  of	
  Revocation,	
  attached	
  as	
  Exhibit	
  4,	
  Hālau	
  Lōkahi	
  
requested	
  this	
  hearing	
  and	
  provided	
  some	
  responses	
  to	
  the	
  grounds	
  for	
  revocation.	
  Hālau	
  Lōkahi’s	
  
responses	
  generally	
  do	
  not	
  dispute	
  the	
  grounds	
  for	
  revocation.	
  Rather,	
  they	
  represent	
  more	
  
promises	
  for	
  more	
  school	
  turnaround	
  efforts	
  to	
  attempt	
  to	
  address	
  the	
  school’s	
  systemic	
  financial	
  
and	
  operational	
  shortcomings.	
  These	
  promises	
  and	
  efforts	
  are	
  premised	
  on	
  a	
  school	
  model	
  and	
  
business	
  arrangement	
  that	
  the	
  Commission	
  expressly	
  rejected	
  at	
  its	
  January	
  8,	
  2015	
  meeting.	
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A	
  chart	
  providing	
  an	
  update	
  on	
  Hālau	
  Lōkahi’s	
  latest	
  financial	
  situation	
  is	
  attached	
  as	
  Exhibit	
  5.	
  	
  
Since	
  the	
  Commission	
  took	
  control	
  of	
  the	
  school’s	
  funds	
  after	
  the	
  January	
  8	
  Commission	
  meeting,	
  
approximately	
  $96,000	
  was	
  expended	
  to	
  meet	
  certain	
  past	
  obligations	
  and	
  to	
  fund	
  payroll	
  through	
  
January	
  31,	
  2015	
  to	
  allow	
  more	
  time	
  for	
  student	
  and	
  staff	
  transitions.	
  Claims	
  by	
  the	
  landlord	
  and	
  
vendors	
  known	
  at	
  this	
  time	
  of	
  outstanding	
  obligations,	
  including	
  rent	
  estimated	
  by	
  Commission	
  staff	
  
through	
  March	
  31,	
  2015	
  based	
  on	
  correspondence	
  from	
  the	
  landlord	
  to	
  the	
  school,	
  total	
  about	
  
$234,000.	
  The	
  Commission	
  also	
  has	
  received	
  notice	
  of	
  certain	
  additional	
  claims	
  that	
  funds	
  may	
  be	
  
owed	
  by	
  Hālau	
  Lōkahi.	
  Assuming	
  all	
  of	
  the	
  funds	
  that	
  had	
  been	
  originally	
  allocated	
  to	
  Hālau	
  Lōkahi	
  
for	
  the	
  current	
  school	
  year	
  were	
  released	
  to	
  the	
  school,	
  even	
  though	
  approximately	
  two-­‐thirds	
  of	
  
the	
  students	
  on	
  which	
  that	
  funding	
  level	
  was	
  based	
  have	
  transferred	
  to	
  other	
  schools,	
  and	
  even	
  
assuming	
  no	
  additional	
  past	
  claims	
  emerge	
  and	
  no	
  additional	
  costs	
  would	
  be	
  deemed	
  to	
  have	
  been	
  
incurred	
  since	
  January	
  31	
  were	
  the	
  school	
  to	
  continue,	
  these	
  funds	
  would	
  be	
  inadequate	
  to	
  meet	
  
these	
  obligations.	
  
	
  
The	
  Commission	
  acted	
  upon	
  very	
  solid	
  grounds	
  when	
  it	
  initiated	
  the	
  revocation	
  process	
  on	
  January	
  
8,	
  2015	
  and	
  set	
  in	
  motion	
  necessary	
  measures	
  to	
  protect	
  student	
  and	
  public	
  interests.	
  Those	
  
grounds	
  are	
  as	
  valid	
  today	
  as	
  they	
  were	
  then.	
  	
  
	
  

IV. RECOMMENDATION	
  

Proposed	
  Motion:	
  
	
  
“Moved	
  that	
  the	
  Commission	
  revoke	
  the	
  Charter	
  Contract	
  of	
  Hālau	
  Lōkahi	
  Charter	
  School	
  
and	
  that	
  Commission	
  staff	
  implement	
  the	
  closure	
  protocol	
  that	
  the	
  Commission	
  approved	
  
as	
  a	
  contingency	
  on	
  March	
  12,	
  2015.”	
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Report	
  for	
  Commission’s	
  Financial	
  Monitoring,	
  and	
  Hālau	
  Lōkahi	
  Charter	
  
School’s	
  Financial	
  Sustainability	
  Plan,	
  and	
  Staff	
  Restructuring 

	
  

I. DESCRIPTION	
  

Review	
  of	
  the	
  financial	
  reports	
  of	
  Hālau	
  Lōkahi	
  Charter	
  School	
  (“Halau	
  Lokahi”)	
  for	
  the	
  month	
  ended	
  
November	
  30,	
  2014,	
  assessment	
  of	
  the	
  school’s	
  ability	
  to	
  sustain	
  operations	
  for	
  the	
  remainder	
  of	
  
the	
  2014-­‐2015	
  school	
  year,	
  analysis	
  of	
  new	
  proposed	
  financial	
  and	
  academic	
  plan	
  involving	
  for-­‐profit	
  
service	
  provider,	
  and	
  recommended	
  action	
  to	
  withhold	
  funding	
  and	
  initiate	
  revocation.	
  

II. BACKGROUND	
  

The	
  Commission	
  has	
  required	
  Hālau	
  Lōkahi	
  to	
  submit	
  information	
  monthly	
  regarding	
  the	
  status	
  of	
  
the	
  school’s	
  finances	
  until	
  such	
  time	
  the	
  Commission	
  deems	
  such	
  financial	
  monitoring	
  no	
  longer	
  
necessary.	
  	
  This	
  is	
  the	
  fourth	
  month	
  information	
  is	
  being	
  provided.	
  	
  	
  

At	
  the	
  Commission’s	
  December	
  11,	
  2014	
  General	
  Business	
  Meeting,	
  the	
  Commission	
  decided	
  to	
  
withhold	
  funding	
  from	
  the	
  school	
  until	
  staff	
  had	
  analyzed	
  the	
  results	
  of	
  the	
  school’s	
  proposed	
  end-­‐
of-­‐semester	
  restructuring	
  so	
  that	
  the	
  Commission	
  could	
  determine	
  whether	
  there	
  is	
  a	
  reasonable	
  
likelihood	
  that	
  the	
  school	
  could	
  successfully	
  continue	
  operations	
  through	
  the	
  end	
  of	
  the	
  2014-­‐2015	
  
school	
  year	
  and	
  the	
  release	
  of	
  this	
  funds.	
  	
  Under	
  the	
  restructuring	
  plan,	
  the	
  school	
  was	
  to	
  lay	
  off	
  all	
  
employees	
  at	
  the	
  end	
  of	
  the	
  semester	
  and	
  assemble	
  a	
  new,	
  smaller	
  staff	
  based	
  on	
  professional	
  
qualifications	
  for	
  the	
  remainder	
  of	
  the	
  school	
  year.	
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Since	
  that	
  meeting,	
  there	
  have	
  been	
  numerous	
  developments	
  at	
  the	
  school:	
  

• Commission	
  staff	
  began	
  assisting	
  with	
  registrar	
  responsibilities,	
  as	
  we	
  had	
  offered	
  in	
  July.	
  
Some	
  student	
  transfers	
  had	
  languished	
  since	
  then.	
  
	
  

• Fay	
  Uyeda	
  and	
  Kilinahe	
  (“Nahe”)	
  Nohoi	
  resigned	
  from	
  the	
  Governing	
  Board.	
  	
  
	
  

• Tiane	
  McNeill,	
  a	
  teacher	
  at	
  the	
  school,	
  was	
  designated	
  as	
  Interim	
  Executive	
  Director	
  of	
  the	
  
school.	
  
	
  

• The	
  school’s	
  enrollment	
  continued	
  to	
  drop,	
  including	
  virtual	
  students	
  who	
  were	
  invited	
  and	
  
encouraged	
  to	
  transfer	
  to	
  Myron	
  B.	
  Thompson	
  Academy.	
  As	
  of	
  this	
  morning	
  the	
  system	
  
shows	
  an	
  enrollment	
  of	
  121,	
  with	
  seven	
  more	
  withdrawals	
  to	
  be	
  processed	
  tomorrow.	
  Of	
  
the	
  remaining	
  114,	
  11	
  reside	
  on	
  neighbor	
  islands	
  and	
  are	
  enrolled	
  in	
  the	
  virtual	
  program.	
  
The	
  remaining	
  103	
  are	
  fairly	
  well	
  distributed	
  across	
  grades	
  and	
  across	
  Oahu.	
  
	
  

• Tiane	
  McNeill	
  returned	
  to	
  the	
  classroom	
  instead	
  of	
  serving	
  as	
  interim	
  director	
  and	
  
consultant	
  Elizabeth	
  Blake	
  became	
  acting	
  executive	
  director.	
  
	
  

• The	
  staff	
  restructuring	
  was	
  completed	
  with	
  nine	
  previous	
  staff	
  members	
  rehired.	
  	
  The	
  eight	
  
teachers	
  rehired	
  include	
  five	
  who	
  are	
  unlicensed,	
  some	
  of	
  whom	
  have	
  not	
  earned	
  
undergraduate	
  degrees.	
  	
  	
  

III. DECISION	
  MAKING	
  STATEMENT	
  

Financial	
  information	
  
	
  
Commission	
  staff	
  has	
  reviewed	
  the	
  financial	
  information	
  provided	
  by	
  the	
  school	
  as	
  of	
  the	
  January	
  2,	
  
2015b	
  deadline.	
  	
  In	
  this	
  submittal	
  we	
  first	
  analyze	
  this	
  information,	
  without	
  accounting	
  for	
  new	
  
information	
  provided	
  yesterday	
  based	
  on	
  a	
  cash	
  infusion	
  from	
  K12.	
  This	
  is	
  so	
  that	
  the	
  Commission	
  
can	
  understand	
  the	
  situation	
  if	
  the	
  proposed	
  K12	
  arrangements	
  were	
  not	
  to	
  work	
  out.	
  
	
  
The	
  financial	
  information	
  provided	
  covered	
  the	
  period	
  from	
  July	
  1,	
  2014	
  through	
  December	
  19,	
  
2014.	
  	
  Due	
  to	
  the	
  lack	
  of	
  records,	
  the	
  financial	
  statements	
  were	
  based	
  on	
  information	
  contained	
  on	
  
the	
  bank	
  statements.	
  The	
  financial	
  statements	
  will	
  be	
  made	
  available	
  to	
  the	
  Commissioners	
  for	
  their	
  
further	
  review,	
  if	
  desired.	
  Highlights	
  of	
  the	
  information	
  include:	
  
	
  
1. Net	
  Income	
  at	
  December	
  19,	
  2014,	
  year	
  to	
  date:	
  	
  $61,678	
  

Net	
  income	
  for	
  the	
  year	
  to	
  date	
  period	
  decreased	
  by	
  $184,615,	
  a	
  significant	
  decrease	
  from	
  the	
  
net	
  income	
  reported	
  for	
  October	
  31	
  of	
  $246,293.	
  	
  This	
  decrease	
  appears	
  to	
  be	
  high	
  when	
  
considering	
  the	
  historical	
  expense	
  run	
  rate	
  of	
  approximately	
  $100,000	
  per	
  month	
  and	
  that	
  50%	
  
of	
  the	
  second	
  per	
  pupil	
  allocation,	
  or	
  $120,318,	
  had	
  been	
  provided	
  to	
  the	
  school.	
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Total	
  expenses	
  for	
  the	
  more	
  than	
  five-­‐month	
  period	
  came	
  to	
  $720,792.	
  	
  Personnel	
  costs	
  of	
  
$467,246	
  for	
  the	
  period	
  represent	
  approximately	
  65%	
  of	
  total	
  expenses.	
  	
  Salary	
  expense	
  
includes	
  adjustments	
  for	
  terminated	
  teachers	
  as	
  their	
  ten-­‐month	
  salaries	
  are	
  paid	
  over	
  twelve	
  
months.	
  	
  	
  This	
  cost	
  will	
  decrease	
  as	
  the	
  staffing	
  has	
  been	
  reduced	
  by	
  half,	
  and	
  of	
  the	
  eight	
  
teachers	
  on	
  staff,	
  three	
  are	
  funded	
  by	
  the	
  Department	
  of	
  Education	
  (“DOE”).	
  	
  
	
  
Occupancy	
  cost	
  is	
  $156,375	
  for	
  the	
  year	
  to	
  date	
  period.	
  	
  This	
  amount	
  includes	
  a	
  “rent	
  holiday”	
  
for	
  four	
  months	
  starting	
  in	
  November,	
  2014	
  which	
  reduced	
  monthly	
  rents	
  by	
  approximately	
  
$10,000.	
  	
  Utilities	
  expense	
  for	
  the	
  comparable	
  period	
  totals	
  $19,326.	
  	
  This	
  amount	
  does	
  not	
  
include	
  all	
  expenses	
  for	
  the	
  year	
  to	
  date	
  period.	
  	
  Utilities	
  expense	
  is	
  budgeted	
  at	
  $7,644	
  per	
  
month.	
  	
  For	
  the	
  year	
  to	
  date	
  period,	
  occupancy	
  expense	
  accounts	
  for	
  approximately	
  22%	
  of	
  total	
  
expenses.	
  

	
  
Monthly	
  expenses	
  currently	
  average	
  approximately	
  $120,000.	
  	
  Based	
  on	
  this	
  run-­‐rate,	
  unless	
  
expenses	
  are	
  significantly	
  scaled	
  back,	
  the	
  school	
  will	
  exhaust	
  funds	
  by	
  February,	
  2015.	
  	
  	
  

	
  
2. Cash	
  Balance	
  as	
  of	
  December	
  22,	
  2014:	
  	
  $33,089	
  

Cash	
  balance	
  includes	
  50%	
  of	
  the	
  second	
  per	
  pupil	
  released	
  to	
  the	
  school	
  at	
  the	
  end	
  of	
  
November.	
  	
  Cash	
  balance	
  as	
  of	
  January	
  7,	
  2015	
  is	
  reported	
  at	
  $12,928.	
  	
  
	
  
The	
  remaining	
  amount	
  of	
  funds	
  due	
  to	
  the	
  school	
  of	
  $255,519.79—comprising	
  the	
  remaining	
  
50%	
  second	
  per	
  pupil,	
  third	
  per	
  pupil,	
  and	
  balance	
  of	
  targeted	
  federal	
  Impact	
  Aid	
  funding—will	
  
need	
  to	
  sustain	
  the	
  school	
  through	
  the	
  rest	
  of	
  the	
  year.	
  	
  At	
  this	
  point	
  in	
  time,	
  the	
  school	
  has	
  
spent	
  75%	
  of	
  its	
  annual	
  per	
  pupil	
  allocation,	
  or	
  $753,060.	
  	
  The	
  school’s	
  ability	
  to	
  meet	
  its	
  
financial	
  obligations	
  for	
  the	
  remainder	
  of	
  the	
  fiscal	
  year	
  is	
  in	
  question	
  as	
  it	
  will	
  have	
  
approximately	
  one	
  third	
  of	
  funds	
  spent	
  in	
  the	
  first	
  half	
  of	
  the	
  year	
  to	
  cover	
  expenses	
  for	
  the	
  
second	
  half	
  of	
  the	
  year.	
  	
  	
  
	
  
The	
  cash	
  flow	
  forecast,	
  which	
  reflects	
  the	
  lower	
  payroll	
  expense,	
  provided	
  by	
  the	
  school	
  shows	
  a	
  
shortfall	
  of	
  approximately	
  $10,000	
  at	
  Mid-­‐July,	
  2015.	
  	
  However,	
  due	
  to	
  the	
  timing	
  of	
  cash	
  
inflows,	
  the	
  school	
  will	
  not	
  be	
  able	
  to	
  make	
  payroll	
  in	
  March	
  and	
  April,	
  and	
  then	
  again	
  in	
  July.	
  	
  
Additional	
  forbearances	
  from	
  the	
  landlord,	
  although	
  helpful	
  in	
  the	
  past,	
  will	
  not	
  help	
  the	
  school	
  
make	
  payroll,	
  as	
  the	
  monthly	
  shortfalls	
  for	
  those	
  months	
  are	
  significantly	
  in	
  excess	
  of	
  $10,000	
  
monthly	
  rent	
  payments.	
  
	
  

Governing	
  Board	
  status	
  
	
  
November	
  Governing	
  Board	
  resignations	
  caused	
  the	
  Board	
  to	
  come	
  into	
  conflict	
  with	
  the	
  conflict	
  of	
  
interest	
  provision	
  in	
  the	
  state	
  charter	
  school	
  law,	
  Section	
  302D-­‐12,	
  Hawaii	
  Revised	
  Statutes,	
  which	
  
limits	
  employees,	
  relatives,	
  and	
  vendors	
  to	
  not	
  more	
  than	
  one-­‐third	
  of	
  a	
  governing	
  board’s	
  voting	
  
membership.	
  	
  The	
  Commission	
  issued	
  the	
  school	
  a	
  Notice	
  of	
  Deficiency	
  to	
  that	
  effect	
  on	
  December	
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2,	
  2014,	
  to	
  give	
  the	
  Governing	
  Board	
  an	
  opportunity	
  to	
  respond	
  with	
  its	
  plan	
  for	
  resolving	
  the	
  
situation.	
  
	
  
Of	
  the	
  four	
  new	
  members	
  added	
  in	
  November,	
  member	
  Kilinahe	
  Nahoi	
  resigned	
  effective	
  December	
  
23,	
  2014,	
  and	
  member	
  Shakil	
  Ahmed	
  has	
  been	
  out	
  of	
  state	
  since	
  mid-­‐December	
  and	
  is	
  expected	
  to	
  
return	
  on	
  January	
  21.	
  	
  	
  
	
  
As	
  of	
  yesterday	
  the	
  Governing	
  Board	
  added	
  new	
  members	
  and	
  is	
  now	
  comprised	
  of:	
  
	
  

• Kari	
  Kalima	
  –	
  former	
  employee	
  of	
  school;	
  
• Leila	
  Sagarang	
  –	
  employed	
  by	
  property	
  management	
  company	
  for	
  school’s	
  building	
  

complex;	
  	
  
• Krista	
  Oldham	
  –	
  employed	
  by	
  property	
  management	
  company	
  for	
  school’s	
  building	
  

complex;	
  
• Shakil	
  Ahmed	
  –	
  community	
  business	
  owner;	
  
• John	
  Thatcher	
  –	
  director	
  of	
  Connections	
  Charter	
  School	
  and	
  former	
  Hālau	
  Lōkahi	
  governing	
  

board	
  member	
  at	
  time	
  board	
  required	
  by	
  Commission	
  to	
  resign	
  in	
  June;	
  and	
  
• Steven	
  Sullivan	
  –	
  Vice	
  Principal	
  of	
  KANAKA.	
  

	
  
Academic	
  Plan	
  and	
  Revised	
  Plan	
  with	
  New	
  Proposed	
  Role	
  for	
  K12	
  
	
  
The	
  Academic	
  Plan	
  presented	
  by	
  the	
  school	
  by	
  the	
  January	
  2	
  deadline	
  required	
  the	
  three	
  licensed	
  
teachers	
  to	
  teach	
  all	
  classes	
  for	
  grades	
  kindergarten	
  through	
  12.	
  	
  However,	
  two	
  of	
  the	
  three	
  
teachers	
  are	
  special	
  education	
  teachers	
  funded	
  by	
  the	
  Department	
  of	
  Education	
  (DOE).	
  	
  The	
  DOE	
  
indicated	
  that	
  these	
  teachers	
  are	
  required	
  to	
  serve	
  special	
  needs	
  children	
  as	
  required	
  by	
  their	
  
Individualized	
  Education	
  Programs,	
  over	
  and	
  above	
  a	
  school’s	
  general	
  education	
  teaching	
  staff.	
  
	
  
This	
  was	
  communicated	
  to	
  the	
  school,	
  and	
  a	
  revised	
  plan	
  was	
  submitted	
  to	
  staff	
  yesterday.	
  This	
  plan	
  
includes	
  curriculum	
  and	
  teachers	
  provided	
  by	
  K12,	
  a	
  for-­‐profit	
  provider	
  of	
  online	
  education	
  and	
  
administrative	
  and	
  technological	
  services.	
  	
  The	
  first	
  meeting	
  between	
  the	
  school	
  and	
  K12	
  occurred	
  
on	
  Tuesday,	
  January	
  6.	
  	
  K12	
  met	
  with	
  Commission	
  staff	
  later	
  that	
  day	
  to	
  describe	
  the	
  potential	
  
working	
  relationship.	
  	
  Yesterday	
  afternoon,	
  representatives	
  from	
  the	
  school	
  and	
  K12	
  met	
  again	
  with	
  
staff	
  to	
  present	
  more	
  details	
  on	
  the	
  plan;	
  a	
  non-­‐binding	
  Memorandum	
  of	
  Understanding	
  (MOU);	
  a	
  
revised	
  cash	
  flow	
  forecast	
  based	
  on	
  a	
  $150,000	
  grant	
  to	
  a	
  nonprofit	
  affiliated	
  with	
  the	
  school;	
  and	
  
an	
  agreement	
  from	
  the	
  property	
  manager	
  to	
  restructure	
  again	
  the	
  repayment	
  of	
  back	
  rent.	
  	
  
	
  
With	
  the	
  grant,	
  the	
  cash	
  position	
  of	
  the	
  school	
  significantly	
  improves	
  and	
  the	
  school	
  is	
  able	
  to	
  make	
  
payroll	
  for	
  the	
  rest	
  of	
  the	
  fiscal	
  and	
  academic	
  year	
  through	
  receipt	
  of	
  its	
  first	
  allocation	
  of	
  2015-­‐2016	
  
per	
  pupil	
  funding	
  in	
  July.	
  
	
  



  Exhibit 1 

5	
  
 

Under	
  the	
  proposed	
  academic	
  plan,	
  the	
  core	
  subjects	
  in	
  grades	
  7	
  through	
  12	
  would	
  be	
  delivered	
  by	
  
computer	
  with	
  onsite	
  support	
  from	
  educational	
  assistants.	
  K12	
  expresses	
  confidence	
  that	
  it	
  can	
  
provide	
  Hawaii-­‐based	
  and	
  Hawaii-­‐credentialed	
  teacher	
  promptly.	
  K12	
  would	
  provide	
  certain	
  
educational	
  products	
  as	
  well	
  and	
  would	
  provide	
  support	
  for	
  the	
  school’s	
  delivery	
  of	
  special	
  
education.	
  
	
  
As	
  set	
  forth	
  in	
  the	
  non-­‐binding	
  MOU,	
  K12	
  would	
  provide	
  administrative	
  services	
  and	
  technological	
  
services,	
  including	
  personnel	
  recruiting	
  and	
  hiring	
  (or	
  hiring	
  recommendations)	
  and	
  management,	
  
teacher	
  training,	
  administrative	
  support,	
  and	
  IT	
  support	
  services.	
  
	
  
Payment	
  for	
  K12’s	
  educational	
  services	
  would	
  be	
  based	
  on	
  a	
  national	
  price	
  list,	
  but	
  salaries	
  would	
  be	
  
school	
  expenses	
  not	
  paid	
  out	
  of	
  K12’s	
  fees.	
  Payment	
  for	
  administrative	
  and	
  technological	
  services	
  
would	
  not	
  exceed	
  15%	
  of	
  all	
  federal,	
  state,	
  and	
  local	
  funding,	
  including	
  special	
  education	
  funding,	
  
grants,	
  appropriations,	
  and	
  contributions.	
  	
  
	
  
K12	
  would	
  guarantee	
  that	
  the	
  school	
  maintains	
  a	
  balanced	
  budget,	
  provided	
  K12	
  is	
  the	
  exclusive	
  
provider	
  of	
  educational	
  products	
  and	
  services	
  for	
  the	
  online/virtual	
  programs	
  unless	
  otherwise	
  
agreed,	
  the	
  school	
  does	
  not	
  adopt	
  a	
  budget	
  or	
  policy	
  requiring	
  K12	
  to	
  increase	
  financial	
  credit	
  above	
  
that	
  it	
  initially	
  proposes	
  each	
  year,	
  and	
  does	
  not	
  subsequently	
  modify	
  budgets	
  to	
  materially	
  increase	
  
the	
  level	
  of	
  services	
  provide	
  or	
  the	
  financial	
  risk	
  to	
  K12.	
  	
  
	
  
K12	
  would	
  cover	
  any	
  deficits	
  and	
  would	
  be	
  paid	
  only	
  after	
  salaries,	
  facility	
  costs,	
  and	
  other	
  budgeted	
  
costs.	
  It	
  would	
  provide	
  cash	
  advances	
  to	
  maintain	
  the	
  school	
  and	
  will	
  postpone	
  payments	
  for	
  its	
  own	
  
services	
  until	
  funds	
  are	
  available.	
  
	
  
Under	
  certain	
  circumstances	
  K12	
  could	
  terminate	
  the	
  agreement	
  if	
  there	
  were	
  a	
  material	
  reduction	
  
in	
  school	
  revenues	
  used	
  to	
  calculate	
  its	
  fees	
  or	
  material	
  increase	
  in	
  K12’s	
  costs	
  and	
  responsibilities.	
  
	
  	
  	
  
Staff	
  analysis	
  
	
  
Staff	
  has	
  serious	
  concerns	
  with	
  the	
  proposed	
  solution	
  for	
  the	
  school’s	
  latest	
  academic	
  plan	
  and	
  
financial	
  plan	
  supported	
  by	
  K12,	
  which	
  has	
  been	
  provided	
  the	
  week	
  before	
  the	
  start	
  of	
  the	
  semester	
  
and	
  under	
  uncertain	
  circumstances	
  and	
  thus	
  is	
  not	
  capable	
  of	
  being	
  carefully	
  considered	
  even	
  by	
  the	
  
school,	
  its	
  staff,	
  and	
  families,	
  let	
  alone	
  by	
  the	
  Commission.	
  	
  In	
  the	
  end,	
  we	
  cannot	
  conclude	
  that	
  this	
  
is	
  an	
  acceptable	
  way	
  for	
  a	
  public	
  school	
  or	
  the	
  Commission	
  to	
  fulfill	
  its	
  responsibilities	
  to	
  students.	
  
	
  

1. Academic	
  risk	
  to	
  students.	
  
	
  
Four	
  days	
  remain	
  before	
  students	
  return	
  to	
  school.	
  Despite	
  the	
  non-­‐binding	
  MOU	
  and	
  
verbal	
  representations	
  made	
  by	
  the	
  school	
  and	
  K12,	
  it	
  is	
  highly	
  unlikely	
  that	
  the	
  school	
  can	
  
deliver	
  quality	
  instruction	
  now	
  to	
  its	
  students	
  under	
  the	
  plan	
  submitted.	
  How	
  credentialed	
  
qualified	
  and	
  properly	
  licensed	
  teachers	
  will	
  be	
  hired	
  and	
  prepared	
  to	
  deliver	
  K12	
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curriculum	
  to	
  this	
  student	
  population,	
  and	
  how	
  the	
  faculty	
  and	
  staff	
  training	
  necessary	
  to	
  
implement	
  an	
  abrupt	
  shift	
  to	
  an	
  online	
  curriculum	
  can	
  be	
  accomplished	
  immediately	
  is	
  
unclear.	
  How	
  students	
  would	
  make	
  such	
  a	
  significant	
  transition	
  is	
  a	
  serious	
  concern.	
  	
  
	
  
The	
  instructional,	
  operational,	
  and	
  technological	
  outlook	
  for	
  this	
  immediate	
  and	
  drastic	
  
retooling	
  of	
  the	
  delivery	
  of	
  instruction	
  would	
  be	
  questionable	
  under	
  the	
  best	
  of	
  
circumstances	
  in	
  a	
  highly	
  functioning	
  school.	
  That	
  is	
  not	
  the	
  situation	
  here.	
  This	
  school	
  has	
  
been	
  in	
  a	
  state	
  of	
  operational	
  turmoil	
  and	
  deep	
  and	
  systemic	
  dysfunction.	
  As	
  for	
  technology,	
  
the	
  school	
  reports	
  that	
  it	
  has	
  been	
  unable	
  to	
  process	
  even	
  routine	
  electronic	
  student	
  
transactions	
  because	
  a	
  modem	
  is	
  out	
  somewhere	
  and	
  cannot	
  be	
  located.	
  
	
  

2. Financial	
  risk.	
  	
  
	
  
The	
  school	
  will	
  not	
  be	
  able	
  to	
  sustain	
  operations	
  for	
  the	
  balance	
  of	
  the	
  year	
  without	
  cash	
  
infusions	
  from	
  K12.	
  	
  The	
  cash	
  forecast	
  provided	
  without	
  this	
  grant	
  showed	
  the	
  school	
  unable	
  
to	
  make	
  payroll	
  in	
  March,	
  April,	
  and	
  July.	
  If	
  for	
  any	
  reason	
  the	
  proposed	
  arrangements	
  or	
  
relationship	
  do	
  not	
  work	
  out,	
  the	
  terms	
  required	
  by	
  K12	
  are	
  not	
  approved	
  by	
  the	
  Attorney	
  
General,	
  or	
  the	
  challenges	
  of	
  the	
  school	
  make	
  the	
  arrangement	
  unworkable,	
  the	
  school	
  not	
  
only	
  will	
  be	
  incapable	
  of	
  delivering	
  its	
  academic	
  program	
  to	
  students	
  with	
  qualified	
  
instructors	
  but	
  will	
  have	
  to	
  cease	
  operations	
  altogether	
  mid-­‐semester.	
  

	
  
3. Arrangements	
  with	
  K12.	
  

	
  
Staff	
  has	
  concerns	
  about	
  the	
  nature	
  of	
  the	
  proposed	
  relationship	
  between	
  the	
  school	
  and	
  
K12	
  and	
  its	
  broader	
  policy	
  implications.	
  The	
  role	
  proposed	
  is	
  much	
  more	
  significant,	
  
operationally	
  and	
  financially,	
  than	
  that	
  of	
  an	
  ordinary	
  vendor	
  relationship	
  for	
  services.	
  The	
  
academic	
  operations	
  of	
  the	
  school—and	
  indeed	
  its	
  very	
  financial	
  existence—are	
  entirely	
  
dependent	
  on	
  this	
  business	
  relationship	
  with	
  a	
  for-­‐profit	
  company.	
  The	
  long-­‐term	
  
implications	
  of	
  business	
  terms	
  arrived	
  at	
  under	
  such	
  duress	
  are	
  unclear	
  and	
  cannot	
  be	
  
properly	
  evaluated	
  now	
  as	
  school	
  reconvenes	
  and	
  students	
  return.	
  
	
  
On	
  a	
  broader	
  level,	
  entering	
  into	
  the	
  management	
  services	
  and	
  curriculum	
  agreement	
  under	
  
these	
  circumstances	
  affords	
  K12,	
  as	
  its	
  representative	
  has	
  indicated,	
  with	
  the	
  opportunity	
  to	
  
reestablish	
  a	
  stronger	
  presence	
  in	
  the	
  Hawaii	
  market	
  without	
  having	
  to	
  go	
  through	
  the	
  rigor	
  
of	
  the	
  Commission’s	
  normal	
  application	
  process	
  for	
  a	
  new	
  school.	
  A	
  hallmark	
  of	
  that	
  process	
  
is	
  the	
  due	
  diligence	
  for	
  proposed	
  relationships	
  of	
  precisely	
  this	
  nature	
  and	
  this	
  significance	
  
between	
  a	
  local	
  public	
  charter	
  school	
  and	
  an	
  outside	
  entity.	
  	
  	
  
	
  
The	
  shift	
  to	
  such	
  a	
  relationship	
  and	
  the	
  shift	
  to	
  online	
  delivery	
  of	
  instruction	
  by	
  an	
  existing	
  
school	
  necessitate	
  revision	
  of	
  a	
  school’s	
  Charter	
  Contract.	
  	
  This	
  process	
  too	
  would	
  require	
  
significant	
  due	
  diligence	
  by	
  the	
  Commission.	
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IV. RECOMMENDATION	
  

In	
  light	
  of	
  the	
  latest	
  developments	
  at	
  the	
  school,	
  the	
  staff	
  recommends	
  that	
  the	
  Commission	
  
withhold	
  further	
  funding	
  of	
  the	
  school,	
  except	
  as	
  necessary	
  for	
  orderly	
  transition	
  to	
  closure,	
  and	
  to	
  
notify	
  the	
  school,	
  staff,	
  and	
  families	
  of	
  its	
  intent	
  to	
  commence	
  the	
  contract	
  revocation	
  process.	
  
	
  
Staff	
  has	
  been	
  in	
  communication	
  with	
  other	
  charter	
  schools,	
  DOE	
  and	
  Complex	
  Area	
  
Superintendents,	
  and	
  DOE	
  contacts	
  for	
  the	
  DOE	
  Kaiapuni	
  schools	
  about	
  the	
  possibility	
  of	
  closure	
  and	
  
additional	
  student	
  transfers,	
  applications,	
  and	
  inquiries.	
  We	
  are	
  prepared	
  for	
  immediate	
  
notifications	
  to	
  families,	
  staff,	
  schools,	
  and	
  other	
  stakeholders	
  and	
  to	
  provide	
  information	
  and	
  
resources	
  on	
  the	
  process	
  and	
  on	
  student	
  transfer	
  options.	
  
	
  
Proposed	
  motion:	
  
	
  
“Moved	
  that:	
  

1. The	
  Commission	
  staff	
  issue	
  to	
  Hālau	
  Lōkahi	
  Charter	
  School	
  a	
  notice	
  of	
  prospect	
  of	
  
revocation;	
  and	
  	
  
	
  

2. The	
  Commission	
  withhold	
  further	
  funding	
  of	
  Hālau	
  Lōkahi	
  Charter	
  School,	
  provided	
  that	
  
staff	
  be	
  authorized	
  to	
  release	
  such	
  funds	
  as	
  it	
  deems	
  essential	
  for	
  orderly	
  school	
  closure	
  
and	
  dissolution	
  and	
  transition.”	
  

	
  



 

DAVID	
  IGE	
  
GOVERNOR	
  

	
  
	
  

	
  	
  

	
  

CATHERINE	
  PAYNE	
  
CHAIRPERSON

STATE	
  OF	
  HAWAII	
  
STATE	
  PUBLIC	
  CHARTER	
  SCHOOL	
  COMMISSION	
  

(ʻAHA	
  KULA	
  HOʻĀMANA)	
  
http://CharterCommission.Hawaii.Gov	
  

1111	
  Bishop	
  Street,	
  Suite	
  516,	
  Honolulu,	
  Hawaii	
  96813	
  
Tel:	
  	
  808-­‐586-­‐3775	
  	
  	
  	
  	
  	
  Fax:	
  	
  808-­‐586-­‐3776	
  

	
  

January	
  9,	
  2015	
  

VIA	
  EMAIL	
  and	
  CERTIFIED	
  MAIL,	
  RETURN	
  RECEIPT	
  REQUESTED	
   	
  
	
  
Elizabeth	
  Blake,	
  Acting	
  Executive	
  Director	
  
Governing	
  Board	
  
Hālau	
  Lōkahi	
  Charter	
  School	
  
401	
  Waiakamilo	
  Road,	
  Unit	
  1A	
  
Honolulu,	
  Hawaii	
  96817	
  

Re:	
   Notice	
  of	
  Prospect	
  of	
  Revocation	
  	
  

Dear	
  Elizabeth	
  and	
  the	
  Governing	
  Board	
  of	
  Hālau	
  Lōkahi:	
  

We	
  write	
  to	
  you	
  today,	
  after	
  a	
  painful	
  decision	
  yesterday,	
  with	
  this	
  formal	
  Notice	
  of	
  Prospect	
  of	
  
Revocation	
  pursuant	
  to	
  §8-­‐505-­‐16,	
  Hawaii	
  Administrative	
  Rules	
  (HAR),	
  and	
  in	
  accordance	
  with	
  
the	
  action	
  taken	
  yesterday	
  at	
  the	
  State	
  Public	
  Charter	
  School	
  Commission’s	
  General	
  Business	
  
Meeting.	
  But	
  just	
  as	
  important,	
  we	
  write	
  to	
  you	
  in	
  the	
  hopes	
  that	
  the	
  Commission	
  and	
  Hālau	
  
Lōkahi	
  Charter	
  School	
  can	
  work	
  together	
  to	
  effectuate	
  a	
  smooth	
  and	
  cooperative	
  closure	
  and	
  
dissolution,	
  which	
  we	
  strongly	
  feel	
  is	
  in	
  the	
  best	
  interest	
  of	
  the	
  school’s	
  students.	
  	
  	
  

Under	
  §302D-­‐18(g),	
  Hawaii	
  Revised	
  Statutes	
  (HRS),	
  the	
  Commission	
  took	
  action	
  to	
  initiate	
  the	
  
revocation	
  of	
  Hālau	
  Lōkahi	
  ’s	
  charter	
  contract	
  due	
  to	
  significant	
  concerns	
  over	
  material	
  and	
  
substantial	
  violations	
  of	
  the	
  terms,	
  conditions,	
  standards,	
  and/or	
  procedures	
  required	
  under	
  
HRS	
  §302D	
  and	
  its	
  charter	
  contract,	
  its	
  failures	
  to	
  meet	
  generally	
  accepted	
  standards	
  of	
  fiscal	
  
management,	
  and	
  its	
  substantial	
  violations	
  of	
  material	
  provision	
  of	
  law	
  from	
  which	
  the	
  school	
  is	
  
not	
  exempted,	
  including	
  but	
  not	
  limited	
  to:	
  

• Failure	
  to	
  promptly	
  and	
  adequately	
  adjust	
  payroll,	
  rent,	
  and	
  other	
  expenditures	
  to	
  
reflect	
  the	
  constraints	
  of	
  past	
  obligations	
  and	
  available	
  revenues,	
  not	
  only	
  during	
  the	
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last	
  fiscal	
  year	
  but	
  also	
  after	
  being	
  afforded	
  another	
  opportunity	
  to	
  do	
  so	
  when	
  granted	
  
a	
  new	
  charter	
  contract	
  in	
  spite	
  of	
  past	
  failures;	
  

• Failure	
  to	
  properly	
  process	
  employee	
  payroll	
  and	
  withholdings;	
  

• Failure	
  to	
  adhere	
  to	
  the	
  school’s	
  own	
  financial	
  management	
  procedures	
  and	
  to	
  exercise	
  
prudent	
  internal	
  fiscal	
  controls,	
  including,	
  but	
  not	
  limited	
  to,	
  purchasing	
  authorization	
  
and	
  safeguarding	
  the	
  school’s	
  bank	
  accounts;	
  and	
  

• Other	
  circumstances	
  at	
  Hālau	
  Lōkahi	
  discussed	
  at	
  the	
  Commission’s	
  January	
  8,	
  2015	
  
General	
  Business	
  meeting,	
  as	
  well	
  as	
  previous	
  public	
  meetings	
  that	
  occurred	
  since	
  June	
  
2014,	
  the	
  proceedings	
  of	
  which	
  will	
  be	
  or	
  are	
  memorialized	
  as	
  part	
  of	
  the	
  Commission’s	
  
official	
  minutes.	
  

Under	
  HAR	
  §8-­‐505-­‐16,	
  Hālau	
  Lōkahi	
  has	
  until	
  February	
  10,	
  2015,	
  to	
  respond	
  to	
  this	
  Notice	
  of	
  
Prospect	
  of	
  Revocation,	
  although	
  it	
  can,	
  of	
  course,	
  respond	
  more	
  promptly.	
  While	
  we	
  would	
  
hope	
  the	
  Governing	
  Board	
  will	
  consider	
  very	
  carefully	
  under	
  these	
  circumstances	
  whether	
  this	
  
would	
  be	
  in	
  the	
  best	
  interest	
  of	
  its	
  students,	
  staff,	
  and	
  community,	
  the	
  school	
  also	
  has	
  the	
  
option	
  of	
  requesting	
  a	
  hearing	
  on	
  this	
  matter	
  in	
  accordance	
  with	
  HAR	
  §8-­‐505-­‐20	
  and	
  may	
  
request	
  legal	
  representation	
  subject	
  to	
  Section	
  28-­‐8.3,	
  HRS.	
  For	
  more	
  details,	
  we	
  refer	
  you	
  to	
  
HAR	
  §8-­‐505,	
  Subchapters	
  4	
  and	
  5.	
  

We	
  will	
  follow	
  up	
  with	
  you	
  on	
  closure	
  and	
  dissolution,	
  but	
  right	
  now	
  our	
  most	
  urgent,	
  
immediate	
  priority	
  is	
  helping	
  the	
  families	
  make	
  smooth	
  and	
  prompt	
  transitions	
  to	
  other	
  
schools,	
  now	
  at	
  the	
  beginning	
  of	
  the	
  semester.	
  While	
  we	
  have	
  notified	
  parents	
  of	
  the	
  
Commission’s	
  decision	
  yesterday,	
  we	
  would	
  encourage	
  the	
  school	
  to	
  be	
  open	
  to	
  families	
  on	
  
Tuesday	
  in	
  case	
  by	
  then	
  some	
  students	
  have	
  not	
  yet	
  begun	
  the	
  process	
  of	
  enrolling	
  elsewhere.	
  
We	
  think	
  it	
  would	
  make	
  sense	
  if	
  the	
  school	
  would	
  assist	
  families	
  onsite	
  that	
  day	
  with	
  the	
  
process	
  of	
  reviewing	
  their	
  options	
  at	
  other	
  schools,	
  and	
  we	
  will	
  assist	
  the	
  school	
  and	
  the	
  
families	
  directly	
  with	
  that	
  process.	
  We	
  have	
  been	
  in	
  touch	
  with	
  Department	
  of	
  Education,	
  the	
  
Hawaiian	
  focus	
  charter	
  schools,	
  the	
  DOE	
  Kaiapuni	
  schools,	
  and	
  other	
  charter	
  schools	
  about	
  
their	
  openings	
  and	
  special	
  consideration	
  for	
  transfers	
  from	
  Hālau	
  Lōkahi.	
  So	
  far	
  those	
  schools	
  
with	
  any	
  space	
  available	
  have	
  demonstrated	
  great	
  compassion	
  and	
  aloha	
  in	
  offering	
  to	
  do	
  their	
  
best	
  to	
  accommodate	
  transfers,	
  even	
  though	
  at	
  this	
  point	
  there	
  is	
  unlikely	
  to	
  be	
  any	
  funding	
  
associated	
  with	
  these	
  new	
  enrollments.	
  We	
  also	
  could	
  attempt	
  next	
  week	
  to	
  get	
  
representatives	
  of	
  other	
  schools	
  to	
  be	
  present	
  at	
  Hālau	
  Lōkahi.	
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Similarly,	
  we	
  are	
  prepared	
  to	
  assist	
  the	
  school’s	
  staff	
  members	
  with	
  transition	
  to	
  the	
  best	
  of	
  our	
  
ability.	
  We	
  urge	
  you	
  to	
  contact	
  the	
  Labor	
  and	
  Employment	
  Division	
  of	
  the	
  Department	
  of	
  the	
  
Attorney	
  General	
  as	
  to	
  procedures	
  for	
  the	
  employees	
  going	
  forward,	
  but	
  we	
  have	
  begun	
  
making	
  quiet	
  inquiries	
  to	
  other	
  schools	
  and	
  stakeholders	
  on	
  behalf	
  of	
  the	
  school’s	
  kumu.	
  

We	
  know	
  that	
  emotions	
  are	
  raw	
  and	
  anxieties	
  high	
  under	
  these	
  circumstances,	
  and	
  we	
  are	
  
committed	
  to	
  working	
  diligently	
  with	
  you	
  to	
  address	
  the	
  needs	
  of	
  your	
  students	
  and	
  their	
  
families,	
  as	
  well	
  as	
  your	
  staff,	
  through	
  this	
  closure	
  process.	
  We	
  feel	
  it	
  is	
  important	
  to	
  share	
  with	
  
you	
  the	
  mana‘o	
  we	
  have	
  received	
  from	
  charter	
  schools	
  and	
  authorizers	
  in	
  other	
  states,	
  which	
  is	
  
that	
  a	
  fight	
  over	
  a	
  revocation	
  decision	
  among	
  the	
  adults,	
  like	
  a	
  bitter	
  divorce,	
  inevitably	
  exacts	
  
the	
  most	
  terrible	
  toll	
  on	
  the	
  very	
  ones	
  whose	
  interests	
  both	
  sides	
  strongly	
  feel	
  they	
  are	
  
advocating:	
  the	
  children.	
  For	
  this	
  reason,	
  we	
  are	
  told,	
  the	
  trend	
  nationally	
  has	
  been	
  toward	
  
cooperative	
  rather	
  than	
  disputed	
  closures,	
  as	
  difficult	
  as	
  this	
  understandably	
  can	
  be	
  for	
  the	
  
school	
  emotionally.	
  It	
  is	
  our	
  sincere	
  hope	
  that	
  we	
  all	
  can	
  achieve	
  this	
  kind	
  of	
  responsible	
  kokua	
  
in	
  the	
  best	
  interest	
  of	
  the	
  children.	
  

Again,	
  we	
  will	
  follow	
  up	
  or	
  await	
  your	
  response	
  when	
  your	
  school	
  community	
  has	
  had	
  an	
  
opportunity	
  to	
  reflect	
  upon	
  its	
  next	
  steps.	
  In	
  particular	
  we	
  will	
  want	
  to	
  know	
  your	
  plans	
  for	
  next	
  
week.	
  In	
  the	
  meantime,	
  for	
  procedural	
  questions,	
  please	
  contact	
  Organizational	
  Performance	
  
Manager	
  Yvonne	
  Lau	
  (Yvonne.Lau@spcsc.hawaii.gov	
  or	
  (808)	
  586-­‐3781),	
  and	
  for	
  financial	
  
questions,	
  please	
  contact	
  Financial	
  Performance	
  Manager	
  Leila	
  Shar	
  
(Leila.Shar@spcsc.hawaii.gov	
  or	
  (808)	
  586-­‐3780).	
  

Sincerely	
  yours,	
  

	
   	
  

	
   	
  

Catherine	
  Payne	
   	
   	
   	
   	
   Thomas	
  E.	
  M.	
  Hutton	
  
Chairperson	
   	
   	
   	
   	
   	
   Executive	
  Director	
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March	
  18,	
  2015	
  

VIA	
  E-­‐MAIL	
  AND	
  CERTIFIED	
  MAIL	
  

Peter	
  Terry,	
  Governing	
  Board	
  Chair	
  
Hālau	
  Lōkahi	
  Charter	
  School	
  	
  
401	
  Waiakamilo	
  Road,	
  Unit	
  1A	
  
Honolulu,	
  HI	
  96817	
  
	
  
RE:	
  Revocation	
  hearing	
  proceedings	
  	
  
	
  
Dear	
  Mr.	
  Terry:	
  
	
  
This	
  letter	
  is	
  to	
  inform	
  you	
  of	
  the	
  proceedings	
  for	
  Monday,	
  March	
  30,	
  2015,	
  that	
  the	
  
Commission	
  will	
  be	
  following	
  pursuant	
  to	
  the	
  Hālau	
  Lōkahi	
  Charter	
  School’s	
  request	
  for	
  a	
  
hearing	
  on	
  the	
  revocation	
  of	
  its	
  Charter	
  Contract.	
  

The	
  hearing	
  will	
  convene	
  at	
  9:00	
  a.m.	
  in	
  Room	
  404	
  of	
  the	
  Queen	
  Liliuokalani	
  Building,	
  1390	
  
Miller	
  St.	
  in	
  Honolulu.	
  	
  The	
  Commission	
  Executive	
  Director	
  and	
  Financial	
  Performance	
  Manager	
  
first	
  will	
  review	
  the	
  facts	
  and	
  circumstances	
  leading	
  up	
  to	
  Commission’s	
  January	
  8,	
  2015	
  vote	
  to	
  
initiate	
  revocation	
  and	
  to	
  release	
  only	
  such	
  funds	
  as	
  were	
  necessary	
  for	
  transition	
  to	
  closure;	
  
review	
  the	
  grounds	
  for	
  revocation	
  as	
  cited	
  in	
  the	
  Commission’s	
  January	
  9,	
  2015	
  Notice	
  of	
  
Prospect	
  of	
  Revocation	
  and	
  cite	
  details;	
  and	
  address	
  points	
  raised	
  by	
  Hālau	
  Lōkahi	
  in	
  its	
  
February	
  10,	
  2015	
  Response	
  to	
  that	
  Notice.	
  	
  The	
  Commission	
  staff’s	
  presentation	
  may	
  address	
  
the	
  points	
  set	
  forth	
  for	
  the	
  school’s	
  benefit	
  in	
  Attachment	
  A	
  to	
  this	
  letter.	
  	
  Any	
  written	
  
documentation	
  that	
  staff	
  will	
  provide	
  to	
  the	
  Commissioners	
  for	
  the	
  hearing	
  will	
  be	
  provided	
  to	
  
the	
  school	
  by	
  noon	
  on	
  Wednesday,	
  March	
  25,	
  2015	
  via	
  email.	
  Once	
  the	
  Commission	
  staff	
  has	
  
completed	
  its	
  presentation,	
  Hālau	
  Lōkahi,	
  through	
  its	
  representative(s)	
  and/or	
  legal	
  counsel,	
  
will	
  be	
  given	
  an	
  opportunity	
  to	
  ask	
  questions	
  about	
  the	
  information	
  presented.	
  

Then	
  Hālau	
  Lokāhi’s	
  representative(s)	
  and/or	
  legal	
  counsel	
  will	
  have	
  the	
  opportunity	
  to	
  present	
  
its	
  challenge	
  to	
  rationale	
  for	
  closure	
  and	
  support	
  for	
  continuation	
  of	
  the	
  school.	
  The	
  school	
  has	
  
the	
  option	
  of	
  submitting	
  written	
  documents	
  supporting	
  its	
  position;	
  any	
  such	
  documents	
  must	
  
be	
  received	
  by	
  the	
  Commission	
  via	
  email	
  at	
  commission.mail@spcsc.hawaii.gov	
  or	
  delivered	
  in	
  
hard	
  copy	
  to	
  the	
  Commission	
  office	
  at	
  1111	
  Bishop	
  St.,	
  Suite	
  516,	
  Honolulu,	
  no	
  later	
  than	
  noon	
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on	
  Friday,	
  March	
  27,	
  2015.	
  As	
  this	
  is	
  a	
  special	
  proceeding,	
  no	
  public	
  testimony	
  will	
  be	
  taken,	
  but	
  
the	
  school	
  also	
  has	
  the	
  option	
  of	
  calling	
  witnesses	
  to	
  testify	
  on	
  its	
  behalf;	
  the	
  list	
  of	
  any	
  
witnesses	
  to	
  be	
  called	
  must	
  be	
  submitted	
  to	
  the	
  Commission	
  no	
  later	
  than	
  noon	
  on	
  
Wednesday,	
  March	
  25,	
  2015.	
  Once	
  any	
  witnesses	
  for	
  Hālau	
  Lōkahi	
  have	
  testified,	
  the	
  
Commission	
  Executive	
  Director	
  and/or	
  Financial	
  Performance	
  Manager	
  will	
  have	
  the	
  
opportunity	
  to	
  ask	
  questions	
  about	
  the	
  information	
  presented.	
  	
  

The	
  Commissioners	
  may	
  choose	
  to	
  ask	
  questions	
  of	
  either	
  the	
  Commission	
  staff	
  or	
  Hālau	
  
Lōkahi’s	
  representatives,	
  legal	
  counsel,	
  and	
  witnesses	
  during	
  or	
  after	
  the	
  respective	
  
presentations.	
  

After	
  the	
  presentations	
  and	
  any	
  questioning	
  by	
  the	
  Commissioners,	
  the	
  Commissioners	
  will	
  
enter	
  into	
  executive	
  session	
  to	
  consult	
  with	
  legal	
  counsel	
  on	
  the	
  Commission’s	
  powers,	
  duties,	
  
privileges,	
  immunities	
  and	
  liabilities	
  relating	
  to	
  the	
  revocation	
  of	
  the	
  Charter	
  Contract	
  of	
  Hālau	
  
Lōkahi	
  Charter	
  School.	
  	
  Upon	
  reconvening	
  after	
  executive	
  session,	
  the	
  Commissioners	
  may	
  ask	
  
additional	
  questions.	
  	
  The	
  Commission	
  will	
  invite	
  the	
  Commission	
  staff	
  and	
  Hālau	
  Lōkahi’s	
  
representative(s)	
  and/or	
  legal	
  counsel	
  to	
  offer	
  any	
  final	
  comments.	
  The	
  Commission	
  will	
  
deliberate	
  and	
  then	
  take	
  action	
  on	
  the	
  proposed	
  revocation.	
  

The	
  hearing	
  may	
  be	
  recorded.	
  

Should	
  you	
  have	
  questions	
  concerning	
  the	
  hearing,	
  please	
  contact	
  Yvonne	
  Lau,	
  Chief	
  
Operations	
  Officer,	
  at	
  (808)	
  586-­‐3777	
  or	
  Yvonne.lau@spcsc.hawaii.gov.	
  

Aloha,	
  

	
  

	
  
Thomas	
  E.	
  M.	
  Hutton	
  
Executive	
  Director	
  
	
  
Attachment	
  
	
  
cc:  Governing	
  Board	
  members,	
  Hālau	
  Lōkahi	
  Charter	
  School	
  	
  
	
   Elizabeth	
  Blake	
  
	
   Carter	
  Siu,	
  Deputy	
  Attorney	
  General	
  for	
  Hālau	
  Lōkahi	
  Charter	
  School	
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ATTACHMENT	
  A	
  

To	
  

Letter	
  to	
  Hālau	
  Lōkahi	
  Governing	
  Board	
  re.	
  Hearing	
  Proceedings	
  

	
  

As	
  indicated	
  in	
  the	
  Commission’s	
  January	
  9,	
  2015	
  Notice	
  of	
  Prospect	
  of	
  Revocation,	
  the	
  grounds	
  
for	
  revocation	
  of	
  Hālau	
  Lōkahi	
  Charter	
  School’s	
  Charter	
  Contract	
  are	
  the	
  following:	
  

• Failure	
  to	
  promptly	
  and	
  adequately	
  adjust	
  payroll,	
  rent,	
  and	
  other	
  expenditures	
  to	
  
reflect	
  the	
  constraints	
  of	
  past	
  obligations	
  and	
  available	
  revenues,	
  not	
  only	
  during	
  the	
  
last	
  fiscal	
  year	
  (2013-­‐2014)	
  but	
  even	
  after	
  being	
  afforded	
  another	
  opportunity	
  to	
  do	
  so	
  
when	
  granted	
  a	
  new	
  charter	
  contract	
  (2014-­‐2015)	
  in	
  spite	
  of	
  past	
  failures;	
  
	
  

• Failure	
  to	
  properly	
  process	
  employee	
  payroll	
  and	
  withholdings;	
  
	
  

• Failure	
  to	
  adhere	
  to	
  the	
  school's	
  own	
  financial	
  management	
  procedures	
  and	
  to	
  exercise	
  
prudent	
  internal	
  fiscal	
  controls,	
  including,	
  but	
  not	
  limited	
  to,	
  purchasing	
  authorization	
  
and	
  safeguarding	
  the	
  school's	
  bank	
  accounts	
  and	
  implementing	
  internal	
  controls;	
  and	
  
	
  

• Other	
  circumstances	
  at	
  Hālau	
  Lōkahi	
  discussed	
  at	
  the	
  Commission's	
  January	
  8,	
  2015	
  
General	
  Business	
  meeting,	
  as	
  well	
  as	
  previous	
  public	
  meetings	
  that	
  occurred	
  since	
  June	
  
2014,	
  the	
  proceedings	
  of	
  which	
  will	
  be	
  or	
  are	
  memorialized	
  as	
  part	
  of	
  the	
  Commission's	
  
official	
  minutes.	
  

The	
  Commission	
  staff’s	
  presentation	
  at	
  the	
  hearing	
  may	
  include	
  the	
  following	
  points	
  related	
  to	
  
these	
  grounds	
  for	
  revocation	
  and/or	
  responding	
  to	
  points	
  raised	
  in	
  Hālau	
  Lākahi’s	
  Response	
  to	
  
the	
  Notice	
  of	
  Prospect	
  of	
  Revocation:	
  	
  

• Failure	
  to	
  promptly	
  and	
  adequately	
  adjust	
  payroll,	
  rent,	
  and	
  other	
  expenditures	
  to	
  
reflect	
  the	
  constraints	
  of	
  past	
  obligations	
  and	
  available	
  revenues,	
  not	
  only	
  during	
  the	
  
last	
  fiscal	
  year	
  (2013-­‐2014)	
  but	
  even	
  after	
  being	
  afforded	
  another	
  opportunity	
  to	
  do	
  so	
  
when	
  granted	
  a	
  new	
  charter	
  contract	
  (2014-­‐2015)	
  in	
  spite	
  of	
  past	
  failures:	
  
	
  

o The	
  school	
  failed	
  to	
  adjust	
  expeditiously	
  enough	
  the	
  amount	
  of	
  space	
  rented	
  to	
  
reflect	
  a	
  smaller	
  student	
  body.	
  	
  The	
  school	
  rented	
  space	
  based	
  on	
  prior	
  year’s	
  
enrollment	
  of	
  224	
  students,	
  despite	
  the	
  fact	
  that	
  the	
  school’s	
  budget	
  only	
  
provided	
  funding	
  based	
  on	
  SY	
  2014	
  actual	
  enrollment	
  of	
  178	
  students.	
  	
  

! Total	
  space	
  leased	
  April	
  17,2013:	
  22,162	
  square	
  feet	
  for	
  237	
  students	
  
(93.5	
  sq	
  ft/student)	
  

! Total	
  space	
  leased	
  July	
  29,	
  2014:	
  15,836	
  square	
  feet	
  for	
  159	
  students	
  
(99.6	
  sq	
  ft/student)	
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! Per	
  correspondence	
  from	
  the	
  school’s	
  landlord’s	
  attorney,	
  school	
  
reducing	
  space	
  to	
  8,408	
  sq	
  ft	
  effective	
  March	
  1,	
  2015	
  for	
  60	
  students	
  
(140.1	
  sq	
  ft/student)	
  

o The	
  school	
  failed	
  to	
  reduce	
  the	
  administrative	
  staff	
  of	
  three	
  FTE’s	
  as	
  a	
  result	
  of	
  
lower	
  enrollment.	
  The	
  school	
  finally	
  reduced	
  the	
  number	
  of	
  administrative	
  staff	
  
on	
  December	
  19,	
  2014	
  with	
  layoffs	
  as	
  part	
  of	
  school	
  restructuring,	
  but	
  by	
  this	
  
time	
  the	
  school	
  had	
  already	
  exhausted	
  75%	
  of	
  the	
  funding	
  originally	
  allocated	
  to	
  
the	
  school	
  for	
  the	
  current	
  fiscal	
  year.	
  

o The	
  school’s	
  rental	
  of	
  storage	
  units	
  at	
  Public	
  Storage	
  were	
  not	
  investigated	
  until	
  
after	
  the	
  Commission	
  issued	
  the	
  Notice	
  of	
  Prospect	
  of	
  Revocation,	
  while	
  monthly	
  
rents	
  of	
  $1,243	
  continued	
  to	
  accumulate.	
  	
  Commission	
  staff	
  had	
  to	
  contact	
  
Public	
  Storage	
  to	
  determine	
  how	
  school	
  staff	
  could	
  gain	
  access	
  to	
  space,	
  as	
  it	
  had	
  
been	
  rented	
  under,	
  and	
  was	
  still	
  under	
  the	
  name	
  of,	
  the	
  former	
  school	
  director.	
  	
  	
  

o A	
  $4,150	
  per	
  month,	
  part-­‐time	
  accounting	
  services	
  contract	
  with	
  Charter	
  School	
  
Management	
  Corporation	
  has	
  never	
  been	
  terminated,	
  from	
  July	
  until	
  December	
  
and	
  even	
  now,	
  after	
  the	
  January	
  8,	
  2015	
  Commission	
  action	
  to	
  issue	
  the	
  Notice	
  
of	
  Prospect	
  of	
  Revocation.	
  	
  At	
  this	
  monthly	
  rate,	
  an	
  experienced,	
  full-­‐time	
  
accountant	
  could	
  have	
  been	
  hired	
  by	
  the	
  school.	
  	
  

o Many	
  of	
  the	
  proposed	
  corrective	
  actions	
  enumerated	
  in	
  the	
  school’s	
  Response	
  
to	
  Notice	
  of	
  Prospect	
  of	
  Revocation	
  make	
  clear	
  that	
  these	
  prudent	
  steps	
  were	
  
not	
  taken.	
  	
  	
  
	
  

• Failure	
  to	
  properly	
  process	
  employee	
  payroll	
  and	
  withholdings:	
  
	
  

o Despite	
  funding	
  being	
  provided	
  to	
  school	
  at	
  the	
  end	
  of	
  July	
  2014,	
  school	
  payroll	
  
was	
  not	
  processed	
  by	
  the	
  school’s	
  payroll	
  provider	
  until	
  the	
  pay	
  period	
  ending	
  
10/15/14.	
  	
  As	
  a	
  result,	
  employee	
  contribution	
  information	
  for	
  pension	
  (to	
  ERS)	
  
was	
  not	
  reported	
  and	
  various	
  premiums	
  (to	
  EUTF	
  and	
  other	
  third	
  party	
  
providers)	
  were	
  not	
  paid	
  for	
  more	
  than	
  three	
  months.	
  	
  This	
  created	
  an	
  
accounting	
  nightmare	
  for	
  both	
  employees	
  and	
  affected	
  insurance	
  and	
  state	
  
agencies.	
  
	
  

• Failure	
  to	
  adhere	
  to	
  the	
  school's	
  own	
  financial	
  management	
  procedures	
  and	
  to	
  exercise	
  
prudent	
  internal	
  fiscal	
  controls,	
  including,	
  but	
  not	
  limited	
  to,	
  purchasing	
  authorization	
  
and	
  safeguarding	
  the	
  school's	
  bank	
  accounts	
  and	
  implementing	
  internal	
  controls:	
  
	
  

o Changes	
  to	
  the	
  signatories	
  on	
  the	
  school’s	
  Bank	
  of	
  Hawaii	
  accounts	
  were	
  not	
  
made	
  until	
  December	
  5,	
  2015,	
  after	
  several	
  promptings	
  by	
  Commission	
  staff.	
  	
  Up	
  
until	
  this	
  date,	
  the	
  previous	
  school	
  director,	
  who	
  was	
  no	
  longer	
  employed	
  by	
  the	
  
school,	
  and	
  other	
  former	
  employees	
  who	
  had	
  been	
  separated	
  from	
  the	
  school	
  
for	
  over	
  seven	
  years	
  were	
  still	
  signatories	
  on	
  the	
  Bank	
  of	
  Hawaii	
  account.	
  

o As	
  of	
  January	
  29,	
  2015,	
  changes	
  to	
  the	
  signatories	
  on	
  the	
  school’s	
  First	
  Hawaiian	
  
Bank	
  account	
  still	
  had	
  not	
  been	
  made,	
  even	
  though	
  the	
  school	
  had	
  represented	
  
and	
  informed	
  Commission	
  staff	
  that	
  these	
  changes	
  were	
  made.	
  	
  Signatories	
  on	
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this	
  account	
  included	
  the	
  previous	
  school	
  director	
  and	
  former	
  employees	
  who	
  
had	
  been	
  separated	
  from	
  the	
  school	
  for	
  over	
  eight	
  years.	
  	
  

o Through	
  the	
  end	
  of	
  November	
  2014,	
  check	
  disbursements	
  for	
  the	
  school	
  still	
  
were	
  being	
  signed	
  by	
  the	
  previous	
  school	
  director,	
  who	
  had	
  been	
  required	
  to	
  
resign	
  as	
  a	
  condition	
  for	
  the	
  school’s	
  new	
  Charter	
  Contract	
  and	
  was	
  no	
  longer	
  
employed	
  by	
  the	
  school.	
  	
  Other	
  individuals	
  who	
  were	
  not	
  even	
  authorized	
  
signers,	
  including	
  the	
  previous	
  governing	
  board	
  chair	
  who	
  also	
  had	
  been	
  
required	
  to	
  resign,	
  continued	
  to	
  sign	
  school	
  checks	
  for	
  various	
  payments.	
  

o The	
  school’s	
  Response	
  to	
  the	
  Notice	
  of	
  Revocation,	
  by	
  proposing	
  various	
  
corrective	
  actions,	
  highlights	
  the	
  school’s	
  failure	
  to	
  develop	
  and	
  implement	
  
internal	
  control,	
  and	
  procedures	
  for	
  financial	
  reporting,	
  accounting,	
  and	
  
procurement	
  procedures.	
  	
  	
  

o In	
  the	
  school’s	
  Response	
  to	
  the	
  Notice	
  of	
  Prospect	
  of	
  Revocation—even	
  in	
  the	
  
school’s	
  financial	
  situation—the	
  new	
  governing	
  board	
  proposes	
  to	
  begin	
  
reviewing	
  financial	
  reports	
  only	
  at	
  least	
  quarterly	
  and	
  to	
  require	
  prior	
  governing	
  
board	
  approval	
  only	
  of	
  purchases	
  amounting	
  to	
  $2,500	
  or	
  more.	
  	
  

o The	
  school	
  failed	
  to	
  maintain	
  payroll	
  records	
  from	
  July	
  1,	
  2014	
  thru	
  December	
  
19,	
  2015,	
  despite	
  the	
  school’s	
  own	
  audit	
  report	
  for	
  fiscal	
  year	
  ending	
  June	
  30,	
  
2014.	
  The	
  school	
  is	
  responsible	
  for	
  maintaining	
  proper	
  records	
  of	
  employees’	
  
vacation	
  earned	
  since	
  any	
  unused	
  amount	
  is	
  payable	
  to	
  the	
  employee	
  upon	
  
separation.	
  	
  Additionally,	
  accrued	
  sick	
  time	
  not	
  used	
  can	
  be	
  converted	
  to	
  service	
  
time	
  for	
  an	
  employee.	
  	
  

o There	
  are	
  no	
  staff	
  attendance	
  records	
  at	
  the	
  school,	
  which	
  was	
  confirmed	
  by	
  the	
  
school’s	
  independent	
  auditor	
  during	
  field	
  work	
  for	
  fiscal	
  year	
  ending	
  June	
  30,	
  
2014	
  audit	
  report.	
  	
  This	
  was	
  still	
  the	
  case	
  when	
  staff	
  was	
  laid	
  off	
  in	
  December	
  
2014	
  and	
  no	
  vacation	
  payouts	
  could	
  be	
  made	
  since	
  there	
  were	
  no	
  records	
  
documenting	
  vacation	
  pay	
  due	
  to	
  staff.	
  

o The	
  school	
  has	
  failed	
  to	
  this	
  date	
  to	
  provide	
  a	
  list	
  of	
  fixed	
  assets	
  as	
  originally	
  
requested	
  on	
  July	
  29,	
  2014.	
  	
  The	
  school’s	
  Accounting	
  Policies	
  and	
  Procedures	
  
include	
  a	
  section	
  on	
  Fixed	
  Assets,	
  which	
  states	
  “The	
  School	
  should	
  keep	
  a	
  
detailed	
  listing	
  of	
  fixed	
  assets	
  which	
  shows	
  each	
  asset	
  individually.”	
  	
  
	
  

• Other	
  circumstances	
  at	
  Hālau	
  Lōkahi	
  discussed	
  at	
  the	
  Commission's	
  January	
  8,	
  2015	
  
General	
  Business	
  meeting,	
  as	
  well	
  as	
  previous	
  public	
  meetings	
  that	
  occurred	
  since	
  June	
  
2014,	
  the	
  proceedings	
  of	
  which	
  will	
  be	
  or	
  are	
  memorialized	
  as	
  part	
  of	
  the	
  Commission's	
  
official	
  minutes:	
  
	
  

o Continuous	
  failure	
  to	
  provide	
  information	
  to	
  Commission	
  staff	
  within	
  a	
  
reasonable	
  amount	
  of	
  time.	
  For	
  example,	
  for	
  the	
  financial	
  monitoring	
  of	
  the	
  
school	
  for	
  the	
  month	
  of	
  August,	
  2014,	
  staff	
  requested	
  a	
  list	
  of	
  fiscal	
  year	
  2014	
  
obligations	
  not	
  yet	
  paid.	
  	
  This	
  information	
  was	
  finally	
  provided,	
  in	
  a	
  sense,	
  to	
  
Commission	
  staff	
  in	
  January	
  2015	
  in	
  the	
  form	
  of	
  invoices	
  submitted	
  for	
  payment	
  
by	
  the	
  Commission.	
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o Despite	
  being	
  given	
  more	
  than	
  eight	
  months	
  to	
  address	
  the	
  school’s	
  serious	
  
financial	
  and	
  operational	
  issues,	
  the	
  school	
  failed	
  to	
  provide	
  a	
  viable	
  plan	
  to	
  
continue	
  fiscally	
  viable	
  and	
  lawful	
  operations.	
  	
  	
  	
  

! Despite	
  restructuring	
  and	
  staff	
  reductions,	
  the	
  restructuring	
  plan	
  initially	
  
proposed	
  by	
  the	
  school	
  still	
  did	
  nothing	
  to	
  address	
  the	
  lack	
  of	
  qualified	
  
teachers	
  for	
  core	
  subjects.	
  The	
  school	
  failed	
  to	
  hire	
  a	
  single	
  qualified	
  
mathematics	
  teacher	
  for	
  any	
  grade	
  level.	
  This	
  plan	
  was	
  predicated	
  on	
  the	
  
improper	
  use	
  of	
  DOE-­‐funded	
  special	
  education	
  teachers,	
  who	
  were	
  the	
  
only	
  licensed	
  teachers.	
  	
  The	
  primary	
  duty	
  of	
  DOE-­‐funded	
  special	
  
education	
  teachers	
  is	
  to	
  provide	
  special	
  education	
  services	
  to	
  the	
  school’s	
  
special	
  education	
  students,	
  not	
  to	
  provide	
  the	
  core	
  instruction	
  for	
  the	
  
general	
  education	
  population.	
  	
  	
  

! It	
  was	
  not	
  until	
  Commission	
  staff	
  informed	
  the	
  school	
  that	
  this	
  
restructuring	
  plan	
  was	
  flawed	
  that	
  the	
  school	
  proposed,	
  days	
  before	
  the	
  
start	
  of	
  the	
  semester,	
  a	
  new	
  arrangement	
  with	
  K12,	
  a	
  for-­‐profit	
  online	
  
curriculum	
  provider	
  and	
  charter	
  school	
  management	
  company,	
  to	
  deliver	
  
the	
  curriculum	
  virtually	
  with	
  remote	
  licensed	
  teachers	
  and	
  obtain	
  a	
  grant	
  
from	
  K12	
  upon	
  the	
  execution	
  of	
  an	
  MOU	
  that	
  would	
  call	
  for	
  a	
  K12	
  
management	
  contract.	
  

! According	
  to	
  information	
  the	
  school	
  submitted	
  to	
  the	
  Hawaii	
  Teacher	
  
Standards	
  Board,	
  all	
  of	
  the	
  teachers	
  of	
  grades	
  K-­‐6	
  teachers	
  are	
  virtual	
  or	
  
are	
  unlicensed,	
  which	
  is	
  not	
  what	
  the	
  school	
  had	
  represented	
  in	
  its	
  latest	
  
plan.	
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Hawaii State Public Charter School Commission

Halau Lokahi Public Charter School

For the Fiscal Year Ended June 30, 2015

Funds provided to School:

FY15 State Per Pupil Funding 783,361.00     

FY14 Impact Aid Funds ‐ distributed 10/29/14 23,079.84       

FY15 Impact Aid Funds ‐ distributed on per pupil basis 40,928.74       

Total funds disbursed to School 847,369.58     

Disbursements made by School (847,369.58)    

Funds held by School ‐                    

Funds originally allocated to School but held by Commission:

FY15 State Per Pupil Funding 120,318.00     

FY15 Impact Aid Funds ‐ allocated on targeted basis 34,792.79       

FY15 Second Quarter FICA/Medicare Reimb 29,238.28       

Total funds held by Commission 184,349.07     

Disbursements made by Commission on behalf of School since 1/9/15 (95,876.57)      

Funds held by Commission 88,472.50       

FY2015 Per Pupil funds originally allocated to School but not yet drawn down by Commission

FY15 Third Per Pupil Funding 100,409.00     

Funds Allocated but not drawn down 100,409.00     

Estimated outstanding obligations of School:

Invoices submitted by School but that School claims should not be paid (17,656.66)      

Rent and utilities Landlord claims is due through 1/4/15 (198,792.30)    

Estimated rent through 3/31/15, per landlord's attorney letter dated 2/20/15 (17,876.36)     

Estimated outstanding School obligations (234,325.32)    
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