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Members American Institute Certified Public Accountants 

Center for Public Company Audit Firms and PCPS 

INDEPENDENT AUDITOR’S REPORT 

  

 

The Board of Directors 

eStem Public Charter School 

Little Rock, Arkansas 

 

We have audited the accompanying financial statements of the charter school known as eStem Public 

Charter School (the School), which comprise the balance sheet – regulatory basis of each fund as of  

June 30, 2014, and the related statement of revenues, expenditures and changes in fund balance – 

governmental funds – regulatory basis and the statement of revenues, expenditures and changes in fund 

balance – budget and actual – general and special revenue funds – regulatory basis for the year then 

ended, and the related notes to the financial statements. 

 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 

accordance with the financial reporting provisions set forth in the Arkansas Department of Education 

Rules Governing the Regulatory Basis of Accounting. Management is also responsible for the design, 

implementation and maintenance of internal control relevant to the preparation and fair presentation of 

financial statements that are free from material misstatement, whether due to fraud or error. 

 

Auditor’s Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit. We 

conducted our audit in accordance with auditing standards generally accepted in the United States of 

America. Those standards require that we plan and perform the audit to obtain reasonable assurance 

about whether the financial statements are free from material misstatement. 

 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 

the financial statements The procedures selected depend on the auditor’s judgment, including the 

assessment of the risks of material misstatement of the financial statements, whether due to fraud or 

error. In making those risk assessments, the auditor considers internal control relevant to the School’s 

preparation and fair presentation of the financial statements in order to design audit procedures that are 

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of  

the School’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating 

the appropriateness of accounting policies used and the reasonableness of significant accounting 

estimates made by management, as well as evaluating the overall presentation of the financial 

statements. 

 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 

our audit opinions. 
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The Board of Directors 

eStem Public Charter School 
 

 

Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles 

As described in Note 1(b), the financial statements are prepared by the School, on the basis of the financial 

reporting provisions of Arkansas Code Annotated §10-4-413(c), as set forth in the Arkansas Department of 

Education Rules Governing the Regulatory Basis of Accounting, which is a basis of accounting other than 

accounting principles generally accepted in the United States of America, to meet the requirements of the 

Arkansas Department of Education.  

 

The effects on the financial statements of the variances between the regulatory basis of accounting 

described in Note 1(b) and accounting principles generally accepted in the United States of America, 

although not reasonably determinable, are presumed to be material. 

 
Adverse Opinion on U.S. Generally Accepted Accounting Principles 

In our opinion, because of the significance of the matter discussed in the “Basis for Adverse Opinion on U.S. 

Generally Accepted Accounting Principles” paragraphs, the financial statements referred to above do not 

present fairly, in accordance with accounting principles generally accepted in the United States of America, 

the financial position of the School as of June 30, 2014, and the changes in its financial position for the year 

then ended. 

 

Unmodified Opinion on Regulatory Basis of Accounting 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 

regulatory basis financial position of each fund of the School as of June 30, 2014, and the respective 

regulatory basis changes in financial position and regulatory basis budgetary comparison for the general 

fund and special revenue fund for the year then ended in accordance with the financial reporting provisions 

of the Arkansas Department of Education as described in Note 1(b). 

 

Other Matters 

Other Information 

Our audit was conducted for the purpose of forming opinions on the regulatory basis financial statements 

as a whole.  The schedule of capital assets, which is the responsibility of management, is presented for the 

purpose of additional analysis and in compliance with state statute.  Such information has not been 

subjected to the auditing procedures applied in the audit of the regulatory basis financial statements and, 

accordingly, we do not express an opinion or provide any assurance on it. 

 

The schedule of expenditures of federal awards is presented for the purpose of additional analysis as 

required by the U.S. Office of Management and Budget Circular A-133, Audits of States Local Governments 

and Non-Profit Organizations, and is not a required part of the basic financial statements.  The schedule of 

expenditures of federal awards is the responsibility of management and was derived from and relate 

directly to the underlying accounting and other records used to prepare the regulatory basis financial 

statements.  The information has been subjected to the auditing procedures applied in the audit of the 

regulatory basis financial statements and certain additional procedures, including comparing and 

reconciling such information directly to the underlying accounting and other records used to prepare the 

regulatory basis financial statements or to the regulatory basis financial statements themselves, and other 

additional procedures in accordance with auditing standards generally accepted in the United States of 

America.  In our opinion, the information is fairly stated, in all material respects, in relation to the 

regulatory basis financial statements as a whole. 
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The Board of Directors 

eStem Public Charter School 

 

 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated March 11, 2015, 

on our consideration of the School’s internal control over financial reporting and on our tests of its 

compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. 

The purpose of that report is to describe the scope of our testing of internal control over financial reporting 

and compliance and the results of that testing, and not to provide an opinion on internal control over 

financial reporting or on compliance.  That report is an integral part of an audit performed in accordance 

with Government Auditing Standards in considering School’s internal control over financial reporting and 

compliance. 

 

 
Certified Public Accountants 

 

March 11, 2015 

Little Rock, Arkansas 

 

 

 

 

 



eStem Public Charter School 
 

See accompanying notes to financial statements. 
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BALANCE SHEET – REGULATORY BASIS 

June 30, 2014 

 

 

Special Fiduciary

General Revenue Fund

ASSETS

Cash  258,024$      763$              71,517$        

Repurchase agreement 193,894 -                 -               

Accounts receivable 45,891           26,229           -               

Due from CMO 149,515        -                 -               

Due from other funds 24,230           -                 -               

TOTAL ASSETS 671,554$      26,992$        71,517$        

LIABILITIES AND FUND BALANCES

Liabilities

Accounts payable 46,797$        1,666$           -$             

Accrued payroll and related expenditures 539,812        -               -               

Due to student groups  -               -               71,517           

Due to other funds -               24,230           -               

Total Liabilities  586,609        25,896           71,517           
 

Fund Balances 

Restricted -               1,096             -               

Unassigned 84,945           -               -               

Total Fund Balance 84,945           1,096             -               

TOTAL LIABILITIES AND FUND BALANCES 671,554$      26,992$        71,517$        

Governmental Funds

Major

 

   

 

 

 



eStem Public Charter School 
 

See accompanying notes to financial statements. 
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STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES – GOVERNMENTAL 

FUNDS – REGULATORY BASIS 

For the Year Ended June 30, 2014 

 

Special

General Revenue

REVENUES

State assistance 9,761,658$   1,940$           

Federal assistance -               684,763         

Meal sales -               107,309         

Private assistance 316,262         -               

Interest 224                 -               

Total Revenues 10,078,144   794,012         

EXPENDITURES

Instructional services 5,359,084      245,476         

Instructional support services 1,170,411      290,363         

School administration 459,744         -               

General administration 966,819         -               

Operation and maintenance of plant 1,940,976      -               

Capital outlay 225,281         -               

Transportation 177,887         -               

Community services -               2,457             

Food services -               302,884         

Total Expenditures 10,300,202   841,180         

EXCESS OF EXPENDITURES OVER REVENUES (222,058)        (47,168)          

OTHER FINANCING (USES) SOURCES 

Program funding return (20,984)          -               

Operating transfer to food service (46,479)          46,479           

NET CHANGE IN FUND BALANCES (289,521)        (689)               

FUND BALANCES - BEGINNING OF YEAR 374,466         1,785             

FUND BALANCES - END OF YEAR 84,945$         1,096$           
 

Governmental Funds

Major

  
 

 

 

  

 



 

eStem Public Charter School 
 

See accompanying notes to financial statements. 
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STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES –  

BUDGET AND ACTUAL – GENERAL AND SPECIAL REVENUE FUNDS – REGULATORY BASIS 

For the Year Ended June 30, 2014 

 

Variance Variance

Favorable Favorable

Budget Actual (Unfavorable) Budget Actual (Unfavorable)

REVENUES

State assistance  9,804,879$   9,761,658$   (43,221)$        2,500$           1,940$           (560)$             

Federal assistance  -               -               -               807,228         684,763         (122,465)        

Meal sales -               -               -               116,200         107,309         (8,891)            

Private assistance 287,820         316,262         28,442           -               -               -               

Interest 250                 224                 (26)                  -               -               -               

Total Revenues 10,092,949   10,078,144   (14,805)          925,928         794,012         (131,916)        

EXPENDITURES

Instructional services 5,443,294      5,359,084      84,210           227,161 245,476         (18,315)          

Instructional support services 1,251,143      1,170,411      80,732           406,100 290,363         115,737         

School administration 440,384         459,744         (19,360)          -               -               -               

General administration 1,026,847      966,819         60,028           -               -               -               

Operation and maintenance of plant 1,864,349      1,940,976      (76,627)          -               -               -               

Capital outlay -               225,281         (225,281)        -               -               -               

Transportation 21,600           177,887         (156,287)        -               -               -               

Community services -               -               -               2,451 2,457             (6)                    

Food services -               -               -               283,700 302,884         (19,184)          

Total Expenditures 10,047,617   10,300,202   (252,585)        919,412         841,180         78,232           

EXCESS OF REVENUES OVER (UNDER) 

EXPENDITURES 45,332           (222,058)        (267,390)        6,516             (47,168)          (53,684)          

OTHER FINANCING (USES) SOURCES 

Program funding return -               (20,984)          (20,984)          -               -               -               

Operating transfer to food service -               (46,479)          (46,479)          -               46,479           46,479           

NET CHANGE IN FUND BALANCES 45,332           (289,521)        (334,853)        6,516             (689)               (7,205)            

FUND BALANCES - BEGINNING OF YEAR  374,466         374,466         -               1,785             1,785             -               

FUND BALANCES - END OF YEAR 419,798$       84,945$         (334,853)$     8,301$           1,096$           (7,205)$          

General Special Revenue

 
  



eStem Public Charter School 
 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2014 
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NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 

(a)  Reporting Entity 

Prior to July 1, 2013, eStem Public Charter School (the School) operated under three separate charters: 

eStem Elementary Public Charter School (the Elementary School), eStem Middle Public Charter School 

(the Middle School) and eStem High Public Charter School (the High School). These nonprofit 

organizations, which were incorporated under the laws of the State of Arkansas (the State), were each 

granted a charter by the Arkansas State Board of Education (the State Board) on December 10, 2007, to 

operate an open-enrollment charter school.  Effective July 1, 2013, the State Board granted the 

nonprofit organizations permission to merge the charters for the Elementary School and the Middle 

School with the High School to create a single school district (eStem Public Charter School or the 

School).   As of June 30, 2014, the Elementary School, the Middle School and the High School were still 

separate legal entities but were considered one entity for state reporting purposes.   

 

Also effective July 1, 2013, the State Board renewed the School’s charter for a ten-year period that will 

expire on June 30, 2023 and capped their enrollment at 1,462 students.  The School, which is operated 

by the nonprofit corporation in accordance with the Arkansas Department of Education (ADE) Rules and 

Regulations Governing Charter Schools, offers educational opportunities to students in grade levels 

from kindergarten through twelfth grade.   
 

As discussed in Note 8, the School is party to certain agreements and shares certain common board 

members with eStem Public Charter Schools, Inc. (the Charter Management Organization, hereinafter 

referred to as “the CMO”).  While the CMO and the School share certain common board members, 

each organization is a separate legal entity. 
 

These financial statements include only balances and transactions directly attributable to the School 

and do not include any balances or transactions attributable to the CMO. 
 

(b)  Measurement Focus and Basis of Accounting 

These financial statements are prepared in accordance with a regulatory basis of accounting prescribed 

by Arkansas Code Annotated §10-4-413(c), as set forth in the Arkansas Department of Education Rules 

Governing the Regulatory Basis of Accounting (RBA), which requires that financial statements be 

presented on a fund basis with, at a minimum, the general fund and special revenue fund presented 

separately and all other funds presented in the aggregate. The law also stipulates that the financial 

statements consist of a balance sheet – regulatory basis; a statement of revenues, expenditures and 

changes in fund balances – regulatory basis; a comparison of the final adopted budget to the actual 

expenditures for the general fund and special revenue fund of the entity; notes to the financial 

statements; and a supplemental schedule of capital assets that includes land, buildings and equipment. 

The law further stipulates that the State Board shall promulgate the rules necessary to administer the 

regulatory basis of presentation. 
 

The RBA is not in accordance with generally accepted accounting principles (U.S. GAAP).  U.S. GAAP 

require that basic financial statements present government-wide financial statements.  Additionally, 

U.S. GAAP require the following major concepts: management’s discussion and analysis, accrual basis of 

accounting for government-wide financial statements, modified accrual basis of accounting for fund 



eStem Public Charter School 
 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2014 
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NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(b)  Measurement Focus and Basis of Accounting (Continued) 

financial statements, separate financial statements for fiduciary fund types, separate identification of 

special and extraordinary items, inclusion of capital assets and debt in the financial statements, specific 

procedures for the identification of major governmental funds, recording depreciation expense and 

specific note disclosures. The RBA does not require government-wide financial statements or the 

previously identified concepts. 
 

The accompanying financial statements are presented on a fund basis.  A fund is defined as a fiscal and 

accounting entity with a self-balancing set of accounts, which are segregated for purposes of recording 

specific activities or attaining certain objectives. Revenues are reported by major sources and 

expenditures are reported by major function.   
 

The School’s major funds are as follows: 
 

General Fund – The General Fund is used to account for and report all financial resources and 

operating expenditures of the School, except those that are required to be reported in the 

special revenue fund (described below). 
 

Special Revenue Fund – The Special Revenue Fund is used to account for and report the 

proceeds of specific revenue sources that are legally restricted or committed to expenditure 

for specified purposes. 
 

Fiduciary Fund – The Fiduciary Fund is used to report balances held by the School on behalf 

of various student clubs, groups and organizations.  These resources are held by the School 

acting as a custodial agent for others. 
 

The School had no other funds during the year ended June 30, 2014. 
 

(c)  Revenue Recognition 

Revenues are recognized when they become susceptible to accrual in accordance with the RBA. 
 

(d)  Interfund Balances and Transactions 

Receivables and payables resulting from short-term interfund loans are classified as due to or due from 

other funds. 
 

(e)  Fund Balances 

Governmental fund equity is classified as fund balance.  Fund balance is further classified as 

nonspendable, restricted, committed, assigned or unassigned.  Nonspendable fund balance cannot be 

spent because of its form.  Restricted fund balance has limitations imposed by creditors, grantors or 

contributors or by enabling legislation or constitutional provisions.  Committed fund balance is a 

limitation imposed by the School’s governing body through the approval of resolutions.  Assigned fund 

balance is a limitation imposed by management or another designee of the School’s governing body. 

Unassigned fund balance consists of the net resources in excess of amounts classified nonspendable, 

restricted, committed or assigned.   



eStem Public Charter School 
 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2014 
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NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(e)  Fund Balances (Continued) 

When both restricted and unrestricted fund balances are available for use for a specified purpose, it is 

the School’s policy to use restricted fund balances first, then unrestricted fund balances.  Furthermore, 

when expenditures are incurred for purposes for which amounts in committed, assigned or unassigned 

fund balance classifications may be used, committed fund balances are reduced first, followed by 

assigned amounts and then unassigned amounts. 

 

(f)  Annual Budget and Budgetary Accounting 

State statutes require an annual budget to be approved by the School’s Board and submitted to the 

ADE no later than September 30 of each year.  Budget amendments, if any, are not required to be 

submitted for approval to ADE.  The School’s budget is prepared utilizing the regulatory basis of 

accounting described in Note 1(b). 

 

(g)  Use of Estimates 

The preparation of financial statements in conformity with the RBA requires management to make 

estimates and assumptions that affect amounts reported in the financial statements and related note 

disclosures.  Accordingly, actual results could differ from those estimates. 

 

 

NOTE 2:  CASH  

 

The School’s cash consists of demand deposits maintained at a financial institution.  State statutes 

require that the School’s funds be deposited in banks located in the State and that all deposit balances 

in excess of Federal Deposit Insurance Corporation (FDIC) insurance limits be collateralized.  In the 

event of an institutional failure, any excess over FDIC insurance may not be recoverable.  At June 30, 

2014, the bank balances of the School’s demand deposit accounts maintained at a financial institution 

totaled $437,112, of which $187,111 was uninsured and uncollateralized. 

 

 

NOTE 3:  REPURCHASE AGREEMENT 

 

At June 30, 2014, the School held securities through a repurchase agreement in the amount of 

$193,894.  Securities purchased through this agreement are limited to U.S. Treasuries, U.S. Government 

agencies, mortgage-backed securities and collateralized mortgage obligations. 

 

 



eStem Public Charter School 
 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2014 
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NOTE 4:  ACCOUNTS RECEIVABLE 

 

The accounts receivable balance at June 30, 2014 was comprised of the following: 
 

Special

Description General  Revenue

Federal assistance -$            26,229$        

Other 45,891 -              

Totals 45,891$        26,229$        

Governmental Funds

Major

 

  

NOTE 5:  LEASE COMMITMENTS 

 

Certain equipment and facilities are leased under noncancelable operating lease agreements.  

Approximate future minimum lease payments, by fiscal year, under noncancelable operating leases 

with commitments beyond one year consisted of the following at June 30, 2014: 
 

2015 725,000$     

2016 725,000        

2017 711,000        

2018  688,000        

2019 431,000        

2020-2024 2,156,000    

2025-2029 2,156,000    

2030 216,000        

Total 7,808,000$  

     
 

Total occupancy and equipment rentals were approximately $814,000 for the year ended June 30, 

2014. 

 

 

NOTE 6:  RETIREMENT PLAN 

 

The School participates in the Arkansas Teacher Retirement System (ATRS), a cost-sharing multiple-

employer defined benefit pension plan that covers all Arkansas public and charter school employees, 

except certain nonteachers hired prior to July 1, 1989. ATRS, administered by a Board  

of Trustees, provides retirement and disability benefits, annual cost-of-living adjustments, and death 

benefits to plan members and beneficiaries. Benefit and contribution provisions are established  

by State law and can be amended only by the Arkansas General Assembly.  The ATRS issues a publicly 

available financial report that may be obtained by writing to Arkansas Teacher Retirement System, 

1400 West Third Street, Little Rock, Arkansas 72201, or by calling 1-800-666-2877. 

 



eStem Public Charter School 
 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2014 
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NOTE 6:  RETIREMENT PLAN (Continued) 

 

ATRS has contributory and non-contributory plans.  Contributory members are required by law to 

contribute 6% of their salary.  The School must contribute 14% of eligible payroll for employees covered 

by ATRS.  The School’s contribution to ATRS for the year ended June 30, 2014 was approximately 

$786,000.  The contributions by the Elementary School, the Middle School and the High School to ATRS 

for the years ended June 30, 2013 and 2012 totaled approximately $716,000 and $684,000, 

respectively. These contributions are equal to the required contributions for each year. 

 

 

NOTE 7:  ON BEHALF PAYMENTS 

 

During the year ended June 30, 2014, health insurance premiums of approximately $167,500 were paid 

by the ADE to the Arkansas Employee Benefits Division on behalf of School employees.  This amount is 

not included in revenues or expenditures in the School’s financial statements. 

 

 

NOTE 8:  ACADEMIC AND BUSINESS SERVICES AGREEMENT 

 

The CMO provides facilities, personnel and certain services to the School. Such services include 

implementing educational programs, personnel management, facility and property management, 

business administration, budgeting and financial reporting, financial management, maintenance of 

records, pupil recruitment and admissions, family services, student discipline, annual reports, teacher 

training and professional development, charter renewal, public and governmental relations and any 

other services which may be agreed to in writing.   

 

These services are provided pursuant to a management agreement and related amendments (the 

Agreement) executed between the CMO and the School.  The Agreement provides that the CMO is 

entitled to receive management fees equal to the CMO’s board approved budgeted operating expenses, 

to the extent that such fees do not cause the School to incur a loss in the General Fund.  In addition, the 

CMO will be reimbursed for all expenses incurred by the CMO on behalf of the School. 

 

In addition to providing academic and business services, the CMO may from time-to-time make 

expenditures on behalf of the School for computers, equipment or operating expenses.  The School may 

also provide and receive periodic advances to and from the CMO. At June 30, 2014, outstanding 

balances are reported as due from CMO, net on the accompanying balance sheet – regulatory basis. 

 

For the year ended June 30, 2014, management fees totaled $214,445, and reimbursed expenditures 

were as follows: 
 

Payroll and related expenditures 112,819$     

Operating expenditures 859,999       

Total  972,818$     

   



eStem Public Charter School 
 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2014 
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NOTE 9:  RISK MANAGEMENT 

 

The School is exposed to various risks of loss related to torts; theft of, damage to and destruction of 

assets; errors and omissions; injuries to employees and students; and natural disasters.  The School has 

purchased commercial insurance to address these risks. 

 

There have been no significant reductions in the School’s insurance coverage during the year ended 

June 30, 2014. In addition, there have been no settlements in excess of the School’s coverage during 

the last three fiscal years. 
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SCHEDULE OF CAPITAL ASSETS (UNAUDITED) 

June 30, 2014 

 

 

DEPRECIABLE CAPITAL ASSETS

Equipment  1,065,393$    

Accumulated depreciation (883,646)        

TOTAL DEPRECIABLE CAPITAL ASSETS, NET 181,747$       

 

Capital assets previously reported by the Elementary School, Middle School and High School have been 

combined and are stated at historical cost or estimated historical cost, if actual data is not available.  

Capital assets purchased are recorded as expenditures in the applicable fund at the time of purchase.  

Donated capital assets are reported at fair value when received.  The School maintains a threshold level of 

$1,000 for capitalizing assets.  

 

Capital assets are depreciated using the straight-line method over their estimated useful lives, which 

range from 3 to 20 years. No salvage value is taken into consideration for purposes of calculating 

depreciation.   

 

 

 

 

 

 

 



Thomas & 

 Thomas LLP 
Certified Public Accountants  

 

 
 

www.thomasthomasllp.com 
Little Rock Office  �  201 E. Markham, Suite 500, Little Rock, Arkansas 72201  �  Telephone (501) 375-2025  �  FAX (501) 375-8704 

Texarkana Office  �  2900 St. Michael Drive, Suite 302, Texarkana, Texas 75503  �  Telephone (903) 831-3477  �  FAX (903) 831-3482 

14

Members American Institute Certified Public Accountants 

Center for Public Company Audit Firms and PCPS 

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING  

AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS 

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 

The Board of Directors 

eStem Public Charter School 

Little Rock, Arkansas  

 

We have audited, in accordance with the auditing standards generally accepted in the United States of 

America and the standards applicable to financial audits contained in Government Auditing Standards 

issued by the Comptroller General of the United States, the financial statements of each major 

governmental fund and the fiduciary fund of the charter school known as eStem Public Charter School 

(the School) as of and for the year ended June 30, 2014, and the related notes to the financial statements, 

which collectively comprise the School’s regulatory basis financial statements, and have issued our report 

thereon dated March 11, 2015. 

 

As described more fully in Note 1(b), the financial statements referred to above are prepared using 

accounting practices prescribed by the Arkansas Code and set forth in the Arkansas Department of 

Education Rules Governing the Regulatory Basis of Accounting, which differ from accounting principles 

generally accepted in the United States of America.  Accordingly, our independent auditor’s report 

includes an adverse opinion in relation to accounting principles generally accepted in the United States of 

America, but an unmodified opinion on the financial position of each major governmental fund and the 

fiduciary fund of the School as of June 30, 2014, and the respective changes in financial position and 

budgetary results for the year then ended, on the regulatory basis of accounting described in Note 1(b). 

 

Internal Control Over Financial Reporting 

In planning and performing our audit of the regulatory basis financial statements, we considered the 

School’s internal control over financial reporting (internal control) to determine the audit procedures that 

are appropriate in the circumstances for the purpose of expressing our opinions on the financial 

statements, but not for the purpose of expressing an opinion on the effectiveness of the School’s internal 

control.  Accordingly, we do not express an opinion on the effectiveness of the School’s internal control. 

 

A deficiency in internal control exists when the design or operation of a control does not allow 

management or employees, in the normal course of performing their assigned functions, to prevent, or 

detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or combination 

of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement 

of the School’s regulatory basis financial statements will not be prevented, or detected and corrected, on 

a timely basis.  A significant deficiency is a deficiency, or combination of deficiencies, in internal control 

that is less severe than a material weakness, yet important enough to merit attention by those charged 

with governance.    
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Internal Control Over Financial Reporting (Continued) 

Our consideration of internal control was for the limited purpose described in the first paragraph of this 

section and was not designed to identify all deficiencies in internal control that might be material 

weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may 

exist that were not identified.  We identified certain deficiencies in internal control, described in the 

accompanying schedule of findings and questioned costs that we consider to be material weaknesses. 

 

We consider the deficiencies described in Findings 2014-1 and 2014-2 in the accompanying schedule of 

findings and questioned costs to be material weaknesses. 

 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the School’s regulatory basis financial 

statements are free of material misstatement, we performed tests of its compliance with certain 

provisions of laws and regulations, contracts and grant agreements, noncompliance with which could 

have a direct and material effect on the determination of financial statement amounts. However, 

providing an opinion on compliance with those provisions was not an objective of our audit, and 

accordingly, we do not express such an opinion.  The results of our tests disclosed instances of 

noncompliance that are required to be reported under Government Auditing Standards and which are 

described in the accompanying schedule of findings and questioned costs as Findings 2014-1, 2014-3 and 

2014-4.   

 

School’s Response to Findings 

The School’s responses to the findings identified in our audit are described in the accompanying schedule 

of findings and questioned costs.  The School’s responses were not subjected to the auditing procedures 

applied in the audit of the regulatory basis financial statements and, accordingly, we express no opinion 

on it. 

 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance 

and the results of that testing, and not to provide an opinion on the effectiveness of the School’s internal 

control or on compliance.  This report is an integral part of an audit performed in accordance with 

Governance Auditing Standards in considering the School’s internal control and compliance.  Accordingly, 

this communication is not suitable for any other purpose. 

 

 
Certified Public Accountants 

 

March 11, 2015 

Little Rock, Arkansas 
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON 

INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133 

 

The Board of Directors 

eStem Public Charter School 

Little Rock, Arkansas  

 

Report on Compliance for Each Major Federal Program 

We have audited eStem Public Charter School’s (the School) compliance with the types of compliance 

requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct and 

material effect on each of the School’s major federal programs for the year ended June 30, 2014. The 

School’s major federal programs are identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs.  

 

Management’s Responsibility 

Management is responsible for compliance with the requirements of laws, regulations, contracts and 

grants applicable to its federal programs. 

 

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for each of the School’s major federal programs 

based on our audit of the types of compliance requirements referred to above.  We conducted our audit 

of compliance in accordance with auditing standards generally accepted in the United States of America; 

the standards applicable to financial audits contained in Government Auditing Standards, issued by the 

Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments 

and Non-Profit Organizations.  Those standards and OMB Circular A-133 require that we plan and perform 

the audit to obtain reasonable assurance about whether noncompliance with the types of compliance 

requirements referred to above that could have a direct and material effect on a major federal program 

occurred.  An audit includes examining, on a test basis, evidence about the School’s compliance with 

those requirements and performing such other procedures as we considered necessary in the 

circumstances. 

 

We believe that our audit provides a reasonable basis for our opinion on compliance for each major 

federal program.  However, our audit does not provide a legal determination of the School’s compliance. 

 

Basis for Qualified Opinion on CFDA 84.010 Title I, Part A - Grants to Local Educational Agencies 

As described in the accompanying schedule of findings and questioned costs, the School did not comply 

with requirements regarding CFDA 84.010 Title I, Part A - Grants to Local Educational Agencies as 

described in Findings 2014-3 and 2014-4, for Special Tests and Provisions.  Compliance with such 

requirements is necessary, in our opinion, for the School to comply with requirements applicable to the 

program. 
 



 

 

 17

The Board of Directors 

eStem Public Charter School 

Page Two 

 

 

Qualified Opinion on CFDA 84.010 Title I, Part A - Grants to Local Educational Agencies 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, the 

School complied, in all material respects, with the types of compliance requirements referred to above 

that could have a direct and material effect on CFDA 84.010 Title I, Part A - Grants to Local Educational 

Agencies for the year ended June 30, 2014. 

 

Unmodified Opinion on Each of the Other Major Federal Programs 

In our opinion, the School complied, in all material respects, with the types of compliance requirements 

referred to above that could have a direct and material effect on each of its other major federal programs 

identified in the summary of auditor’s results section of the accompanying schedule of findings and 

questioned costs for the year ended June 30, 2014. 

 

Report on Internal Control over Compliance 

Management of the School is responsible for establishing and maintaining effective internal control over 

compliance with the types of compliance requirements referred to above. In planning and performing our 

audit of compliance, we considered the School’s internal control over compliance with the types of 

requirements that could have a direct and material effect on each major federal program to determine 

the auditing procedures that are appropriate in the circumstances for the purpose of expressing an 

opinion on compliance for each major federal program and to test and report on internal control over 

compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on 

the effectiveness of internal control over compliance.  Accordingly, we do not express an opinion on the 

effectiveness of the School’s internal control over compliance.  

 

Our consideration of internal control over compliance was for the limited purpose described in the 

preceding paragraph and was not designed to identify all deficiencies in internal control over compliance 

that might be material weaknesses or significant deficiencies and therefore, material weaknesses or 

significant deficiencies may exist that were not identified.  However, as discussed below, we identified 

certain deficiencies in internal control over compliance that we consider to be material weaknesses. 

 

A deficiency in internal control over compliance exists when the design or operation of a control over 

compliance does not allow management or employees, in the normal course of performing their assigned 

functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a 

federal program on a timely basis.  A material weakness in internal control over compliance is a deficiency,  

or combination of deficiencies, in internal control over compliance, such that there is a reasonable 

possibility that material noncompliance with a type of compliance requirement of a federal program will 

not be prevented, or detected and corrected, on a timely basis.  A significant deficiency in internal control 

over compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with 

a type of compliance requirement of a federal program that is less severe than a material weakness in 

internal control over compliance, yet important enough to merit attention by those charged with 

governance. We consider the deficiencies in internal control over compliance described in the 

accompanying schedule of findings and questioned costs as Findings 2014-2, 2014-3, and 2014-4 to be 

material weaknesses. 
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Report on Internal Control over Compliance (Continued) 

The School’s responses to the internal control over compliance findings identified in our audit are 

described in the accompanying schedule of findings and questioned costs.  The School’s responses were 

not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express 

no opinion on the responses. 

 

The purpose of this report on internal control over compliance is solely to describe the scope of our 

testing of internal control over compliance and the results of that testing based on the requirements of 

OMB Circular A-133. Accordingly, this report is not suitable for any other purpose. 

 

 
Certified Public Accountants 

 

March 11, 2015 

Little Rock, Arkansas 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

See Independent Auditor’s Report. 
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eStem Public Charter School 
 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

Year Ended June 30, 2014 

Federal

Federal Grantor/Pass -Through CFDA

Grantor/Program or Cluster Title  Number Expenditures

CHILD NUTRITION CLUSTER

U.S. Department of Agriculture

Passed Through Arkansas Department of Education:

National School Lunch Program 10.555 146,472$       

OTHER PROGRAMS

U.S. Department of Education

Passed Through Arkansas Department of Education:

Title I, Part A - Grants to Local Educational Agencies 84.010 236,132         

Title VI, Part B - Special Education - Grants to States 84.027 212,378         

Title II, Part A - Improving Teacher Quality State Grants 84.367 4,256             

Total U.S. Department of Education 452,766         

U.S. Department of Health and Human Services

Passed Through Arkansas Department of Education:

Medical Assistance Program (ARMAC) 93.778 32,314           

TOTAL OTHER PROGRAMS 485,080         

TOTAL EXPENDITURES OF FEDERAL AWARDS 631,552$       

  
 

Note 1: Basis of Presentation – The Schedule of Expenditures of Federal Awards (the “Schedule”) 

includes federal grant activity of eStem Public Charter School (the School) under programs of the 

federal government for the year ended June 30, 2014.  The information in this Schedule is 

presented in accordance with the requirements of the Office of Management and Budget (OMB) 

Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  Because the 

Schedule presents only a selected portion of the operations of the School, it is not intended to 

and does not present the financial position or changes in financial position of the School. 

 

Note 2:   Summary of Significant Accounting Policies – Expenditures reported on the Schedule are 

reported on the regulatory basis of accounting.  Such expenditures are recognized following the 

cost principles contained in OMB Circular A-87, Cost Principles for State, Local, and Indian Tribal 

Governments, wherein certain types of expenditures are not allowable or are limited as to 

reimbursement.  Pass-through entity identifying numbers are presented where available. 

 

Note 3: Medicaid reimbursements are defined as contracts for services and not federal awards; 

therefore, they are not covered by the reporting requirements of OMB Circular A-133.  Total 

Medicaid funding for the year ended June 30, 2014, was $53,216. 



 

See Independent Auditor’s Report. 
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eStem Public Charter School 
 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Year Ended June 30, 2014 

 

 

Section I – Summary of Auditor’s Results 

 

• Type of Auditor’s Reports Issued 

GAAP basis of reporting – adverse 

Regulatory basis opinion units – unmodified 

 

• Internal Control over Financial Reporting 

One material weakness was identified during the audit of the financial statements.   

 

• Noncompliance Material to Financial Statements Noted 

Three material weaknesses were identified during the audit of the financial statements. 

 

• Internal Control over Major Federal Programs 

Three material weaknesses were identified during the audit of the major programs.   

 

• Type of Auditor’s Report Issued on Compliance for Major Federal Programs 

Unmodified opinion for all major programs except for the Title I, Part A - Grants to Local 

Educational Agencies, which was qualified. 

 

• Audit Findings Under Section 510(a) of OMB Circular A-133 

Audit findings related to the major federal award programs are reported in this Schedule. 

 

• Identification of Major Federal Programs 

Department of Education, Title I, Part A - Grants to Local Educational Agencies, CFDA #84.010 

Department of Education, Special Education – Grants to States, CFDA #84.027 

 

• Dollar Threshold used to Distinguish Between Type A and Type B programs 

$300,000 

 

• Auditee Qualified as Low-Risk Auditee 

No 

 

 

 



 

See Independent Auditor’s Report. 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 

Year Ended June 30, 2014 

 

 

FINDINGS—INTERNAL CONTROL AND COMPLIANCE   

  

2014-1 Deposits 

  

Condition At times during the year ended June 30, 2014, bank account balances 

exceeded amounts insured by the Federal Deposit Insurance Corporation 

(FDIC) and were not collateralized.   

  

Criteria and Cause State statutes require that all bank balances be fully insured or secured by 

general obligation bonds of the United States, by bonds, notes 

debentures, or other obligations issued by an agency of the United States 

Government, or by bonds of the State of Arkansas, in amount at least 

equal to the amount of the deposits.  The School has implemented policies 

and procedures to ensure compliance with these statutes; however, these 

policies and procedures were not properly setup to adequately secure the 

School’s entire deposit balance.   

  

Effect In the event of an institutional failure, the excess deposits amount over 

Federal Deposit Insurance Corporations insurance may not be recoverable. 

  

Recommendation We recommend that the School modify their agreement with the financial 

institution as necessary in order to fully secure the School’s deposits. 

  

Response Management will work with the financial institution in order to ensure 

that their deposits are fully secure and will more closely monitor their cash 

balances in their accounts to ensure their account balances are fully 

secured at all times.   

  

 

 



 

See Independent Auditor’s Report. 
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eStem Public Charter School 
 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 

Year Ended June 30, 2014 

 

 

Section II – Financial Statement Findings 

Material Weakness  

Finding 2014-2 

  

Condition During the year ended June 30, 2014, duties were not appropriately 

segregated related to certain financial transactions, including receiving 

cash, preparing deposits, reconciling bank statements and recording all 

transactions and adjustments to the general ledger.   

  

Criteria and Cause Segregation of duties is an integral part of any internal control system 

to prevent one person from being in a position to authorize 

transactions, record transactions and maintain custody of assets of the 

School.  Our review of the School’s financial reporting system disclosed 

that, primarily due to the limited number of accounting personnel, 

there are inherent limitations in the School’s internal controls in this 

regard.   

  

Effect A lack of segregation of duties increases the risk that errors or fraud 

may occur and not be detected in a timely manner. 

  

Recommendation While we realize that the School does not presently have the staff 

necessary to achieve a complete segregation of duties, and that the 

employment of additional personnel for the purpose of segregating 

duties may not be possible from a cost-benefit standpoint, we believe 

there are certain instances where duties can and should be reassigned 

to ensure that no one employee has access to both physical assets and 

the related accounting records or to all phases of a transaction. We 

recommend that the Board of Directors work closely with 

management to determine ways to reassign duties with existing 

personnel to maximize segregation of duties. 

  

Response While management appreciates the need for a proper segregation of 

duties, they believe that the cost of hiring additional staff would 

outweigh the benefit.  Management believes that duties have been 

segregated to the extent possible and they have implemented enough 

mitigating controls to ensure the prevention and detection of any 

misstatements that may occur. 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 

Year Ended June 30, 2014 

 

 

Section III – Federal Award Findings and Questioned Costs (Continued) 

Material Weakness (Continued)  

Finding 2014-3 (CDFA 84.010) 

  

Condition During the year ended June 30, 2014, timesheets documenting the 

time spent by teachers providing Title I services were not properly 

completed.   

  

Criteria and Cause OMB Circular A-87 requires salaries charged to federal programs to be 

supported by monthly personnel activity reports or equivalent 

documentation when School employees work multiple activities.  

While the School employees did maintain monthly timesheets 

documenting their time spent providing Title I services, the timesheets 

were not completed properly or in a consistent manner. 

  

Effect Lack of employees consistently completing documentation verifying 

their time and effort of providing Title I services increases the risk of 

errors and fraud.  Failure to maintain accurate documentation also 

increases the risk that funding sources may determine that costs are 

ineligible and request repayment of grants or awards. 

  

Recommendation We recommend that all teachers providing services under a Federal 

program and all supervisory personnel reviewing and approving time 

records be required to complete a training course on how to properly 

document their time and effort throughout the year. 

  

Response Management appreciates the need for accurate time reporting 

concerning the providing of “split services” by its employees.  Time 

sheets will be modified to reflect the actual times worked each day by 

those employees who are providing the services.  Training will be 

provided to ensure that the work is accurately documented. 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 

Year Ended June 30, 2014 

 

  

Section III – Federal Award Findings and Questioned Costs (Continued) 

Material Weakness (Continued)  

Finding 2014-4 (CDFA 84.010) 

  

Condition During the year ended June 30, 2014, a teacher without the proper 

qualifications provided Title I services to select students.   

  

Criteria and Cause As required under the Elementary and Secondary Education act (ESEA), 

each LEA receiving assistance under Title I, Part A shall ensure that all 

teachers providing Title I services be qualified as either a Highly 

Qualified Teacher (HQT) or as a Paraprofessional.  Through discussions 

with management, we discovered that a teacher was allowed to begin 

performing Title I services prior to the School receiving supporting 

documentation that verified the teacher’s status as a Paraprofessional. 

  

Questioned Costs $11,500 

  

Effect Failure to acquire supporting documentation verifying an employee’s 

qualifications increases the risk that funding sources may request 

repayment of grants or awards. 

  

Recommendation We recommend the School require that all supporting documentation 

be required from newly hired teachers prior to the teacher performing 

any teaching duties. 

  

Response  Management has put in place procedures to require that all 

supporting documentation is on file before any newly hired employees 

are allowed to perform any duties. 

 

 

 

 

  

 

 

 


