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The State Auditor’s Office is pleased to provide the completed operational review of the Ohio Community
Schools Program. As a result of increasing system problems in the Community School Program, the Auditor
of State (AOS) recommended an operational review of key program components. AOS determined that an
operational review of the administration of the Program could identify systemic problems and, through an
examination of programs in other states, suggest resolutions.

The operational review focused on five core aspects of the Community Schools Program including
Community School Law, Community School Monitoring and Program Oversight, Community School
Funding, Community School Facilities and Transportation of Community School Pupils. These areas are
important components in the Community School Program and are integral to continued educational
innovation through community schools. The operational review contains 109 recommendations which the
Ohio Department of Education, the State Board of Education and the General Assembly should consider in
developing and refining plans to resolve the identified problems in the Community School Program.

The State Auditor’s Office conducted this independent assessment of the Community School Program with
the objective of providing recommendations to enhance accountability, support educational innovation and
improve community schools’ chances for success in Ohio’s educational environment. Best-practices from
other Charter School Law states are highlighted throughout this report to provide guidance and
encouragement to those agencies responsible for the administration of the Community School Program.,

An executive summary has been prepared which includes the project history, a summary of each of the five
areas including findings and recommendations, the purpose and objectives of the performance audit, and a
brief history of charter schools and community schools in Ohio.

The operational review has been provided to ODE and its contents discussed with its staff,. ODE has been
encouraged to use the results of the operational review as a useful resource in improving the Community
School Program.

Additional copies of this performance audit can be requested by calling the clerk of the bureau at

(614) 466-2310 or the toll free number in Columbus, 800-282-0370. In addition, this performance audit can
be viewed online through the State Auditor’s Web site at http://www.auditor.state.oh.us by choosing the on-
line audit search option.

Sincerely,

February 7, 2002
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Executive Summary

| ntroduction

Ohio, likeother Charter School Law states, hasencountered implementation problemsin devel oping
its community (charter) school program. In some cases, unrealistic expectations have created an
environment for school failure. In other cases, statutory improvements need to be made in the areas
of facilities, transportation, and monitoring and oversight. Some community school operators are
unprepared to run an organization of the size and complexity of a public school, particularly on the
business side. Management companies are sometimes used to fulfill thesefunctions, but not without
substantial financial impact to the school. Finally, many community schools encounter resistance
from the local school district in which they are located. This resistance is not unfounded. A U.S.
Department of Education study found that in all but thelargest of school districts, ten or morecharter
schools create a critical mass that threatens political constituencies and can force painful budgetary
changes.

Inall Charter School Law states, charter schoolsand school choice debatestend to polarize political
discourse. Public researchers, management companies and lobbying groups square off against
teachers' unions on high visibility issues, leaving little room for comprehensive examination of
systemic flaws. School funding issues remain central to the debate and illustrate failings in both
traditional public schools and charter schools. Issues of control versus innovation and appropriate
levels of oversight permeate the discourse. However, high levels of media attention to community
schools and several dramatic school failures have underscored the concerns of community school
opponentsin Ohio. Several examplesof community school problemsthat underscorethese concerns
are shown below:

° Riser Academy opened in September 1999 but was plagued by unfinished construction and
alack of computers, textbooks and other teaching materials. Projected student enrollment
for Riser Academy was al so overstated and the Academy experienced an enrollment decline
because of the abovementioned problems. The school received approximately $845,000 in
monthly payments from the Ohio Department of Education' (ODE) and as of February 11,
2000, ODE estimated that $332,283 was due back for enrollment overpayments. Riser also
owes more than $5,000 in misspent funds, $11,000 to the State Teachers Retirement System
and $3,600 in Federal taxes. The school closed on February 15, 2000.

1 TheOhio Department of Education isthe administrative unit and organi zation through which the authority of the State
Board of Education and the duties of the Superintendent of Public Instruction are administered. Throughout thisreport,
the Ohio Department of Education is used to refer to both the State Board of Education and its administrative unit.
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The Lucas County Educational Service Center(LCESC) announced in February 2000 that it
was suspending operations of Monroe Academy and would not renew the charter asaresult
of administrative disputes, including disagreements about alease. The LCESC took control
in March and alowed the academy to operate through the end of the year. The school
officialy closed at the end of FY 1999-00.

In November and December 2000, High Life Youth Community and High Life Youth
Development schools suspended operations. The two failed High Life schools owe a
combined debt of over $2.5 million for back taxes, employee benefits, loans, supplies,
services and overpayments by ODE.

Rhea Academy of Dayton has developed a $144,000 deficit through June 2000, itsfirst year
in operation, in part, due to lower than projected enrollment. The school is continuing to
operate and is now in its third year of operation. Dayton Daily News reported Rhea
Academy was being sued for $76,000 in delinquent payments to a construction company;
however, the debt is currently being settled by paying $10,000 a month. On December 18,
2001, the Auditor of State (AOS) informed the governing board of Rhea Academy that the
school’ s financial records were incomplete and were not able to be audited.

During itsfirst year of operation (FY 2000-01), ECOT, the State’ sfirst online school, was
plagued with equipment shortages and personnel problems. Inaddition, controversy over the
true number of students enrolled during the year resulted in aspecial audit conducted by the
Auditor of State. Theresultsof theaudit revealed that, as of the March 30, 2001, ODE Basic
AidFunding Calculation, ECOT wasoverpaid $1.7 million for themonths of September and
October of 2000. Currently, ODE and ECOT are negotiating a settlement of overpayments
made to ECOT during the year.

At the end of FY 2000-01, Harmony Charter School in Cincinnati was evicted from its
facility. ODE paid the school $464,946 in July and August but suspended the September
payment after learning that the school had not obtained a new facility. In a Cincinnati
Enquirer expose, Harmony School pupils were noted meeting in Cincinnati public library
locations— ODE had renewed the School’ s charter and was unaware that a new facility had
not been obtained. Harmony Charter School located a new facility and resumed regular
classes with over 400 students at the end of September 2001.

A lawsuit wasfiled in Franklin County Common Pleas Court on May 14, 2001, alleging that
Ohio’s Community School program violates the state Constitution and state laws. The
lawsuit, according to the Dayton Daily News, alleges that the state education officials have
not enforced state laws governing charter schools and that operation of the schools violates
the Ohio constitution because the schools are not administered by local elected school
boards. Currently, the suit is still pending.
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Compared to other Charter School Law states, Ohio community schoolshaveafailureratetwicethe
national average. In most cases, community school problemsand closuresoccur because of financial
problems or mismanagement, which is consistent with national trends.

Asof FY 2001-02, almost 100 community schools have beenin operationin Ohio. Table 1-1 shows

the number of schools, by sponsor, from the initiation of the community school program through
September 2001.

Table 1-1: Ohio Community Schools by Sponsor

Sponsor Number of Per centage of Total
Schools Schools Sponsored
State Board of Education® 79 80.0%
Lucas County Educationa Service Center? 12 12.1%
Cincinnati City School District 3 3.0%
University of Toledo® 2 2.0%
Dayton Public School 1 1.0%
Toledo City School District 1 1.0%
Tri-Rivers Education Computer Association 1 1.0%
Total Number of Schools since I mplementation 99 100%
Sour ce: Legigative Office of Education Oversight (LOEO) 1% Y ear Report, 2™ Y ear Report and the current listing of Community
Schools open as of September 2001.

1SBE includes four closed schools.
2L.CESC includes three closed schools.
SUniversity of Toledo includes one closed school.

Although the Community School Program has been in existence for four years and, as a system of
public schools falls under the purview of the Ohio State Board of Education (OSBE) and the Ohio
Department of Education (ODE), OSBE and ODE have not taken aleadership role in monitoring,
promoting or assisting community schools. ODE has limited its role in monitoring and assisting
community schools to state-sponsored schools. Because of ODE’s lack of involvement in the
Community School Program, significant systemic problems have developed. Increasingly,
community schools have exhibited problems that may have been avoided through greater ODE
involvement in the funding and technical assistance processes. The Auditor of State (AOS)
determined that an operational review of theadministration of the Community School Program could
identify systemic problems and, through an examination of programs in other states, suggest
resolutions.
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AOS hasurged ODE to reconsider itsrole in the Community School Program and to reorganize the
Office of School Options (OSO) to better meet the needs and requirements of the Program. ODE’s
prompt response to the recommendations contained in this operational review iscrucia asthe Ohio
General Assembly is considering legidation that would remove ODE from the Community School
Program and assign oversight for the program to an independent commission. To demonstrate its
determination to correct systemic problemswithin the Program, ODE shoul d finalizeitsmanagement
plan and be able to demonstrate substantial progressin fully adopting these recommendations and
improving itsrole in the Community School Program within the next 60 days. If ODE isunableto
demonstrate substantial gains in improving its role in the Community School Program within the
next 60 days, the Legislature should consider establishing a new commission to guide and manage
Ohio’s Community School Program. AOS also encourages the Legidlature to adopt the
recommendations contained within this review.

The Auditor of State’'s Office performed this operationa review of Ohio’s Community School
Program beginning in September 2001. The operational review isan independent assessment of the
Community School Program, particularly in the areas of current management and oversight of
community schools, current laws, ODE oversight functions, funding, facilities and transportation.
The operational review was designed to provide recommendations which will increase the stability
and enhance the operational performance of Ohio’s community schools while ensuring that the
program is implemented in a manner consistent with legislative intent.

The operational review focuses on the following areas:

Ohio Community School Law

Monitoring and Oversight

Community School Funding

Community School Facilities
Transportation of Community School Pupils

Planning for the Community School Program operational review began in September 2001, and the
actual operational review was conducted primarily during the months of October and November
2001. Sincethe operational review examinesthe Community School Program rather than individual
community schools, thisfinal report focuses on the Community School Program asawhole and not
individual community schools.
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Key FindingsyRecommendations

Community School L aw

Oversight for the Community School Program hasnot been statutorily defined andisnot carried
out in a comprehensive manner. ODE only monitors state-sponsored schools and is not involved
in monitoring non-state-sponsored schools. Although the sponsor is usualy responsible for
monitoring schools it authorizes, the level and quality of oversight and monitoring varies
substantially between Ohio sponsors.

As Ohio’'s public education rule-making body, ODE should advocate legislation assigning
oversight of sponsorsto ODE. Sponsor s, in turn, should bestatutorily required tomonitor the
schoolsthey sponsor. Sponsor ship should be permitted by a variety of institutionsincluding
traditional school districts, educational service centers, universities, joint vocational districts,
citiesand municipalities, and other 501(c)(3) organizations.

Accountability is diminished by the fragmented and inconsistent oversight of the Program. The
absence of a centralized oversight and reporting body in Ohio limits the ability of the Ohio General
Assembly, parentsand taxpayersto receive credibleinformation ontheefficiency, effectiveness, and
ability to meet goals of Ohio community schools.

Toimproveaccountability and reporting, Ohioshould consider adoptingtheU.S. Department
of Education’s recommended state-wide assessment guidelines for community schools. To
centralize reporting, ODE, in conjunction with LOEO, should publish an annual aggregate
report on community schools that includes analyses of operating efficiency and academic
effectiveness. ODE should develop and distribute annual reporting guidelines and provide
technical assistanceto all community schools on the development and implementation of an
annual monitoring and reporting plan.

The Ohio Revised Code (ORC) does not include provisions for several aspects of charter
termination or failure. The ORC does not include provisions for a probationary period or for the
development and monitoring of corrective action plansin the event that a community school isin
danger of charter termination. The ORC al so doesnot addressthedistribution of assets of terminated
or failed community schools.

Tomorecompletely addresspotential school failure, ODE should support legislation toamend
the ORC toinclude a probationary period for community schoolsthat may bein violation of
their charters, Statelawsor rules, but arewillingand ableto completea correctiveaction plan
torectify the non-compliance. The ORC should also be amended to addressthedistribution
of assets in instances where a community school has closed for academic, legal or financial
reasons. Although somecontractsdiscussthedistribution of assets, legidlativelanguageshould

Executive Summary 1-5



Ohio Department of Education— Community Schools Operational Review

be developed to guide asset distribution in the event of school failure. Furthermore, this
language should beincluded in all community school contracts.

ODE doesnot administer fundingin amanner consistent with internal grant guidelinesand does
not consider community schools fundingflowrequirementswhen making changestothefunding
system. Also, several community schoolshave not obtained Federal tax exempt status. Furthermore,
many community school boards are not independent of persons involved in business rel ationships
with the schools they govern.

ODE should implement a funding methodology that is consistent with ORC and the funding
flow requirements of community schools. ODE should support legislation requiring all
community schoolsto obtain Feder al tax exempt status. Also, ODE should advocatelegisation
requiringindependent community school gover ning boar dsto consist of fiveto seven members.
Oneway to encouragetheindependence of board memberswould beto extend current ethics
laws to community school board members. Board members should be representative of the
community and a majority of the board members should not be related to management
companiesor school management. Ever effort should be madeto ensurethat board members
have expertise that is beneficial to the community school. Community schools should be
exempt from ad valorem taxes on leased property and equipment.

Ohio’'s charter term of five years is consistent with the national average but the ORC does not
contain a provision for extending charter terms for high performing community schools.

Based on best practices found in other Charter School Law states, ODE should support
legislation to amend the ORC to per mit extending theter m of chartersbeyond fiveyear safter
acommunity school hasdemonstrated financial stability, academicachievement and theability
to perform in accordance with its charter, State laws and regulations.

ODE has not extended basic services and technical assistance to community schoolsin several
areas of operations. In several areas where ODE has the statutory responsibility to interact with
community schools, oversight and client service have not been extended to community schools at
alevel comparableto traditional public schools. ODE has not used itsinternal resourcesto support
the community school system in Ohio.

Toremedy deficienciesin its support system, OSO should increase its focus on training and
technical assistancefor all Ohiocommunity schools. Stringent financial monitoring procedures
should beimplemented and ODE should useitsexperiencein developing educational rulesfor
traditional publicschoolstodevelop mode procedur esand heightened technical assistancefor
community schools.
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Several areas of deficiency in ORC compliance indicated a limited understanding of statutory
requirements for community school operators, particularly in the areas of record keeping and
financial management.

To ensure ORC compliance, OSO should provide intensive training to prospective board
members and new community school administrators to acquaint them with their statutory
duties. Community schools should implement audit committees to ensure all areas of non-
compliance are addr essed.

| dentified weaknesses in ORC exempt areas indicate a need for greater structure or trainingin
exempt areas.

ODE should support legislation revisiting some of the ORC exemptions surrounding the
organizational structure and management of community schools, aswell as some of the ORC
exemptionsfor financial management and reporting. Also, ODE should advocate legislation
updating Ohioteacher certification requirementsfor candidateswho hold bachelors’ degrees
to include an on-the-job training or mentoring program to be used in conjunction with
Masters degree studies.

Some first and second year community schools are not sufficiently familiar with State and
Federal law to appropriately administer services to students with special needs. Community
schools that are not familiar with special education regulations can suffer serious consequences if
|EPs are not appropriately maintained.

ODE should monitor theenrollment trendsfor studentswith disabilitiesin community schools
asacomponent of semi-annual sitevisitstoensurethat all Stateand Feder al lawsguar anteeing
access to free public education are fulfilled. The Office of Exceptional Children should
regularly survey community schools to determine if the schools are obtaining appropriate
assessment servicesand instructors.

Monitoring and Over sight

ODE has not adequately planned for the development of the community schools program or
devel oped standard policies and procedures for contracting, funding, monitoring or evaluating
its community schools. Also, ODE has provided little technical assistance or guidanceto the State-
sponsored community schools or to other community school sponsorsin the State.

Toimproveaccountability and oversight, ODE should reor ganize OSO and should advocate
the development of a statutory system of accountability for community schools and their
sponsors. Sponsors should be required to execute a contract outlining the sponsor’s
responsibilities and assurances that all legal requirements will be met. Community schools
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should report annually to their sponsors. Minimum standards for required academic and
financial performance measures should be developed.

OSO only providestechnical assistanceto state-sponsored community schoolseven though it was
established bylawto providetechnical support to all community schools, sponsorsand developers
and to provide services that facilitate the management of the community school program. Also,
OSO conducts limited monitoring of state-sponsored schools. OSO consultants do not visit state-
sponsored schools with sufficient frequency and do not regularly follow up on identified areas of
weakness in community school operations. The majority of monitoring functions are currently
carried out under the Office for School Finance.

To improve monitoring under the recommended reorganization of the community schools
program, OSO should berestructured and itsconsultantsstationed in field officesthroughout
the state. OSO consultants should provide technical assistance to sponsors, developers and
community schools regardless of sponsor. Also, sponsors should be located or have
representatives within the same geogr aphic ar ea as the community schools they sponsor.

The role of the sponsor in monitoring community schools is ambiguous and not statutorily
defined. The ORC does not address monitoring or technical assistancetasksand ODE hasnot further
clarified theroles of the sponsor in these areas. In some cases, sponsors retain asmall percentage of
a community school’s Foundation funds in return for providing greater levels of service to the
school.

ODE should promote legislation to clearly definetherolesand responsibilities of community
school sponsorsinthe ORC. Sponsor sshould providecommunity schoolswith clearly defined
per formance expectationsand increasetheir monitoring of community school operationsand
performance outcomes.

The minimum standards for community school contracts are defined in the ORC, but ODE’s
process for approving contracts is complex and difficult to navigate. Ohio sponsors use varying
methodsfor contract approval and most contract approval processestakein excessof twelvemonths.
Many community school devel opers require assistance in devel oping the contract and defining the
specific goals and performance measures for their schools. Sponsors often provide technical
assistance and feedback throughout the contract process to assist schools in identifying the
components of their programs.

ODE should develop amodel handbook for contract development and should requiresponsor s
to provide a comprehensive handbook to community school developers based on the ODE
model. Also, ODE and other sponsor sshould examinethetimelinesfor contract approval and
revise them to be mor e consistent with community schools' start-up requirements. Sponsors
should revisethe timeline to allow sufficient time for community school developersto locate
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and securefacilities, hireteachers, implement curriculum and notify districts-of-residence of
transportation needs.

OSO conducts pre-operations site visits, but the methodology should be more thorough. Pre-
operational site visits are used by sponsors to ensure that certain minimum standards are met prior
to the community school beginning operations. The Lucas County Educational Service Center
(LCESC) uses arigorous and complete method to conduct pre-operational visits and ensure that its
community schools are ready to receive students.

Sponsor sshould ensur ethat community schoolshavemet all legal and safety requirementsand
received the necessary permits and certificates prior to beginning operations. When
community schoolshaver eceived temporary permitsor licenses, sponsor sshould requirethat
per manent certificatesbeobtained within a specified period of time. Sponsor sshould develop
formal procedurestofollow-up with community schoolsto ensurethat per manent certificates,
licenses and permits ar e obtained.

OSO conducts semi-annual site visits of state-sponsored community schools, but does not
systematically evaluate community schools' organizational, financial or academic performance
and does not provide information about the results of the assessment. Ongoing site visits or
inspections are a common tool used by sponsors to conduct periodic reviews of charter school
operations. LCESC's site visits focus on performance as well as contract compliance, contain
evidence of follow-up on previousareas of concern, and are summarized in an annual site visitation
report for each community school.

Ohio sponsors should monitor community school organizational, financial and academic
performanceduring sitevisitsin addition to compliancewith legal requirementsand contract
terms. Sponsors should monitor schools on a monthly basis for the first contract year and
semiannually through thefirst contract period. Sponsor sshould develop written policiesand
procedures for conducting site visits and ensure that all areas requiring monitoring are
addressed.

ODE has not completed a process and procedures for five-year contract renewals with its
community schools even though only one year remains in the contract for several schools.
Community school representatives reported that ODE has not provided them with any information
on how the schoolswould be evaluated for contract renewal and expressed concern that they might
not receive renewals from OSBE.

ODE should establish a formal system for evaluating community schools that integrates
information obtained from site visits, annual reports, report cards and the Fourth Year
I nspection Protocol. ODE should communicatethemethodology and criteriathat will beused
in determining eligibility for contract renewal to state-sponsored community schools. ODE
should develop standard guidelines for sponsorsthat include the framework for evaluating
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community schoolsfor contract renewal and provide for flexibility in defining performance
standardsin line with the community school’s educational program. The methodology and
criteria for contract renewal should be included in all contracts between sponsors and
community schools.

OSO only provides technical support and community school program management to State-
sponsored community schools. OSO wasestablished to providetechnical support to all community
schools, sponsors and devel opers. Community school operators consistently indicated that local or
regionalized assistance had the most beneficial impact on their operations.

Asrequired by law, OSO should provide technical support and training to all community
schools, sponsors, and potential developersregar dless of the sponsoring entity. ODE should
locate consultants in its regional offices to provide better services to its community school
customers. OSO consultants should have regular contact with community schools to assess
technical assistance needs and should provide face-to-face technical support to sponsorsand
community schoolsin addition to formal training and wor kshops.

The duties of the community school governing authorityare not defined and some governing
authoritiesarenot independent of school vendorsand management company representatives. The
governing authority (board) serves asthelegal authority of the school but the ORC containslimited
language regarding the major duties of the boards or direction on board composition. Some sponsors
conduct governing board training, but thisis not a prevalent practice.

ODE should support legislation prohibiting governing board members from being involved
in abusinessrelationship with the school they govern. Ohio ethicslaws should be extended to
governing board membersto eliminate potential conflictsof interest. Also, asa component of
its technical assistance program, OSO should offer intensive, regionalized training to
community school board members, regardless of the sponsoring entity.

ODE and sponsors do not monitor management companies involvement in the Community
School Program and management company school operators are not subject to the samelevel of
oversight as public schools. Although they are private entities, management companies receive
public funds to provide a variety of services to charter schools. In Ohio, the role of management
companies ranges from establi shing school s through the implementation of not-for-profit boardsto
supplying teachers, administrators and curriculum. The various tasks of management companies
depend on the needs of the contracting charter school. Compensation for services may comprise as
much as 99 percent of community school revenues.

ODE should require sponsor s whose schools use management companies to provide annual
financial statements detailing the charges billed by the management company with a
description of each service. M anagement company fees should not exceed the cost for services
provided plusareasonable profit. Management company r epr esentatives should beexcluded
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from governing boards and management companies should not be permitted to sponsor
schools. However, this does not preclude private companies from forming a not-for-profit
foundation to serveasa sponsor if they meet all other statutory and regulatory requirements.
Community schools should only pay for services contracted and received and, when a
management company is employed, the terms and conditions of their services should be
explicitly outlined and agreed to by the community school and the school’ s sponsor .

Funding

ODE does not administer or monitor its State and Federal grantsin a consistent manner. ODE
administersone planning and start-up State grant and two planning and implementation Federal sub-
grants which are made available to the mgjority of Ohio’scommunity schools. However, grantsare
not i ssued on aschedule and the approval timelineisnot defined. Furthermore, grant filesshow little
evidence of follow-up or monitoring of expenditures. No audits of grant fund expenditures are
conducted by ODE. In some cases, State program grant administration practices have excluded
community schoolsfrom certain grants. The Ohio School Facilities Commission and School Net do
not permit community schoolsto fully participate in their programs.

ODE should ensurethat planning and start-up funding reachescommunity schoolsin atimely
manner that adequately supportstheinitial outlaysrequired for school start-up. ODE should
develop rulesfor grant oversight based on best practicesand should conduct inter nal and on-
siteauditsof Stategrant expenditures. All grant administration should be conducted through
the Office of Grants Management. ODE should ensure that community schools are treated
equitably in the grant application, award and administration process. Finally, ODE should
recommend the establishment of a low or no interest revolving loan fund to aid schoolsin
start-up operations.

Community schools do not apply for and receive all available Federal funding because of
unfamiliarly with Federal programs and manpower shortages. Federal funds comprise about 7
percent of community school funds. ODE representatives stated that some of the criteria of the
Federal programs were difficult to meet under Ohio community school law. Also, some aspects of
the Federal formula aid and grant programs create problematic eligibility requirements for
community schools.

ODE should offer training, assistanceand support tocommunity school oper ator sin obtaining
Federal grants. Donation programsand privatefundingshould alsobeemphasized intraining
and assistance programs.
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Foundation funding is not paid to community schoolsin a timely manner. The reimbursement
process for services rendered does not support community schools cash flow requirements.
Misestimationinfull-timeequivalent (FTE) countsled to early overpaymentsto community schools.
ODE restructured the payment process just before community schools began their third year of
operations in Ohio. The monthly FTE system requires negotiation with traditional schools that
negatively impacts cash flow to community schools.

ODE should restructure the FTE payment process to eliminate negotiation between
community schools and traditional public school districts. Payments should be received by
community schoolswithin 30 daysof theend of the servicemonth. Start-up enr ollment should
be funded at 90 percent based on prior overpayment levels. Adjustments to FTE reports
should be made in the following month so that community schools do not accumulate large
over payment balances.

ODE hasnot deter mined a consistent method to measureinstructional opportunity and doesnot
conduct sufficiently frequent FTE audits. Although ODE is adopting a standard policy for
determining community school enrollment, thedefinition of instructional timeper FTEisdetermined
by the school/sponsor contract. ODE does not monitor FTE reports on aregular basis and does not
correlateindividual instructional plans(IEPs) to weighted special education amounts. Annual audits
are currently two years behind schedule and have identified several instances of gross overpayment
because of inappropriately maintained IEPSs.

ODE should update the FTE manual to describe methods for measuring instructional
opportunity. OSO field consultants should conduct monthly FTE and IEP reviews in
community schoolsduring thefirst contract year. Traditional districts should berequired to
provide proof for any enrollment challenges to community schools' FTE reports.

Annual FTE audits have resulted in the identification of large overpayments to community
schools, usually because of insufficient documentation to support special education weighted
amounts. Because OSO does not conduct monthly FTE audits of new schools, ODE has overpaid
community schoolsby approximately $5 millionfor FY s1998-99 and 1999-00. Community schools
are required to repay overpayments through direct withdrawals from Foundation payments.

Toreduceoverpayments, ODE should conduct FTE and | EP auditson amonthly basisduring
acommunity school’ sfirst year of oper ations, and semi-annually ther eafter. | EP auditsshould
be conducted in October and November in established community schools to ensure
appropriate documentation existsto support special education weighted amount payments.

Several community schools exhibited poor financial management controls. Somefiscal officers
arenot appropriately qualified to manage community schools' finances. Severa of thecommunity
schools in Ohio have suffered adverse financial outcomes as aresult of poor financial controls and
oversight.
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Community school sponsor sshould follow up on AOSfinancial audit and management letter
recommendationsasa component of semi-annual sitevisits. ODE should collect and examine
sufficient financial datato deter minewhich community schoolsareon firm financial footing.
Community school oper ator sshould seek to hirefinancial officer swith trainingin gover nment
financetoassist theschool inimplementing proper control procedures. ODE should implement
afinancial consultant program using reputableretired school treasurers.

Approximately 38 percent of second year community schools closed FY 1999-00 with an ending
fund deficit. Among Ohio community schoolsthat were started infiscal yearsending June 30, 1999
and 2000, there were wide variances in the amount of equity/deficit at the end of the fiscal year.

To improve the financial management of community schools, ODE should identify specific
financial performance measuresand key indicatorsfor community schoolsto help governing
boardsbetter monitor and respond to changesin theschool’ sfinancial condition. ODE should
identify community schoolsfacing financial difficulty and should investigate and recommend
areaswhererevenuescan beincreased or expensescan betrimmed. Also, community schools
should be encouraged to develop budget reserves.

Facilities

Although the legislature approved a guaranteed loan fund, the Ohio School Facilities
Commission has not implemented the program and additional capital financing programs have
not been developed. Charter School Law states have made variousfacilities financing mechanisms
available to charter schoolsincluding grants, direct loans, loan guarantees, loan pools, tax-exempt
bonds, and tax credits.

The Ohio School Facilities Commission should immediately implement the guaranteed loan
program. The potential for a separate facilitiescommission for community schools should be
consider ed by thel egislature. Per pupil facilitiesfunding should beextended toall community
schools. Finally, property owners who lease to community schools should be exempt from
property taxesto reduce the lease cost to community schools.

Finding existing space that is built for educational purposes remains difficult for community
schools. Community schools often occupy non-traditional school facilities such as office space and
church buildings. Although Ohio lawmakers recently approved a measure that requires traditional
districtsto give community schoolsthe first opportunity to buy school buildingsthat they no longer
want or need, traditional school districtsarereticent to part with their buildings. Furthermore, many
community school operatorsareunfamiliar with thefacility sel ection processand areunableto easily
determine the suitability of afacility without assistance.
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ODE should providecommunity school applicantsand devel oper swith infor mation regarding
facility selection and financing options. ODE should work in conjunction with the Ohio
Department of Administrative Services to annually publish a list of vacant and unused
buildingsthat are owned by traditional school districts or the state that may be suitable for
the operation of a community school. OSO should include instruction on selecting a suitable
facility in itswor kshops and sponsor s should over see the facility selection processto ensure
suitablefacilities are obtained.

Transportation

Community schools continue to face several transportation challenges in coordinating with
traditional districts. Often, they must alter their start and end times and dates of operation to meet
the timetables and calendars of traditional school districts. Although recently proposed legisation
would addressthe problemsencountered by community school sby providing transportation funding,
the legidlation does not address the logistical problems encountered by traditional school districts
in providing transportation services.

To help resolve some of the logistical issues identified, ODE should provide all traditional
school districtsand community schoolswith a memorandum clarifying current legislation on
transporting community school students. ODE should encour age traditional school districts
to adhereto the guidelinesfor transportation of community school pupils asoutlined in the
ORC. In consistent casesof non-compliance, ODE should consider withholdingtransportation
fundingtothetraditional district and, if it isdetermined that alegisative changeisrequired,
ODE should seek additional legislative authority. Traditional school districts should also
include community schools in negotiations to determine daily schedules and calendar
availability. Finally, ODE should compute the cost of transportation and, when traditional
districtsfail toprovideadequatetransportation services, ODE should pay community schools
directly for the cost of transporting students.

Traditional districts do not receive adeguate notification of community schools' transportation
needs. Community schools do not fully use all available transportation options. Community
school s use contracted and public transit to transport alarge percentage of students but do not fully
use payments in-lieu of transportation. Traditional school officials noted that they could increase
and improve service to community schools if community schools notified the traditional district of
their transportation needs in a more timely manner.

ODE should act asamediator inresolvingtransportation disputes. Community schoolsshould
incr ease useof paymentsin-lieu of transportation and ODE should consider increasingthein-
lieu rate to the actual cost of traditional district transportation. ODE should consider
increasing transportation optionsfor all schools and should ensurethat traditional districts
arenotified of all start-up community schools by the January prior to the school’s opening.
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Obj ectives and Scope

An operational review is defined as a performance review of al business operational activities.
These reviews can be agency-wide, or directly related to the activities of one department/division.
Operational reviews consider both efficient and effective use of resources and whether the entity is
achieving its goals. An operational review can be used to identify a breakdown in communication
between management and staff, mis-communi cation between departments, problemswith customer
relations, and a variety of other issues of significant concern. Even though an agency may have a
current business plan in place, the daily activities of the agency might not bein compliance with the
goalsand objectives of the plan. An operational review can assist in identifying what is not working
properly, and whether the objectives of the business plan need to be revised.

The Auditor of State’s Office has designed this operationa review to provide recommendations
which will increase the stability and enhance the operationa performance of Ohio’s community
schools while ensuring that the program is implemented in a manner consistent with legidative
intent. Specific objectives of this operational review include the following:

Community School L aw

° Examine the level of autonomy provided to community schools through ORC and Ohio
Administrative Code (OAC) provision exemptions.

° Evaluate ODE’ slegal responsibilitiesto state and non-state sponsored schools based on the
ORC.

° Analyze the adequacy of current laws and exemptions for community schools.

Community School Monitoring and Oversight

° Evaluate the community school contracting process.

° Assess the role of other states' departments of education in contracting with community
schools and compare to the functions fulfilled by ODE.

° Examine ODE’s methodology for monitoring state sponsored and non-state sponsored

schools.
° Review the adequacy of technical assistance provided by ODE to community schools.
° Evaluate the organizational structure, roles and staffing of ODE’s office of school options

and its role within ODE.

Community School Funding

° Assess the availability of start up and other special use funds.

° Analyze the adequacy and types of the per pupil funding adjusted for the cost of doing
business.

° Evaluate ODE’ sinternal proceduresfor distributing available funds to community schools.

° Assess ODE’s funding methodology and audit procedures for FTE reimbursements to

community schools.
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Community School Facilities

° Evaluate the impact of facility-related financial obstacles on both community and public
schools.
° Assess the impact of facilitiesrelated non-financial obstacles experienced by Ohio

community schools.

Transportation of Community School Pupils

° Evaluate the impact of transportation service level obstacles on both community and public
schools

° Assesstheimpact of transportation logistical obstacles experienced by Ohio community and
public schools.

° Review feasihility of options for Ohio community school pupil transportation.

M ethodology

To complete the operational review, the auditors gathered and assessed a significant amount of data
pertaining to ODE and community schools including financial and performance measurement
records, and policies and procedures related to the Community School Program. AOS held three
community school forums in Columbus, Cleveland and Cincinnati to garner feedback from
community school operators and developers on issues related to the subject areas covered in this
review.

Theauditorsal so conducted interviewswith various groups associ ated with community school sand
ODE, as well as other states' departments of education, non-profit community school support
organizations and federal oversight agencies. Furthermore, the auditors reviewed reports and
recommendations from various private nonprofit, State and Federal entitiesresponsible for charter
school program implementation and monitoring. The methodology is further explained below.

Studies, reports and other data sources

In assessing the various operational areas, ODE was asked to provide any relevant previous studies
or analyses. Inadditionto reviewingthisinformation, theauditors spent asignificant amount of time
gathering and examining other pertinent documentsor information. Examplesof thestudies, reports
and other data sources which were studied include the following:

ODE policy papers, grant records, training materials and contracts;
LCESC Community School Handbook;

Community School contracts and site-visit reports;

OSF financial records and FTE guide for community schools,
Transportation cost records for 21 urban school districts;
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° Stateeval uation of charter school program reportsfrom Colorado, New Jersey, Pennsylvania,
and Michigan; and
° ORC statutes pertaining to community schools.

| nterviews, Discussions and Surveys

Numerousinterviewsand discussionswere held with many level sand groupsof individual sinvolved
internally and externally with ODE and community schools. These interviews were invaluable in
developing an overall understanding of the Ohio Community School Program. Examples of the
organizations and individual s that were interviewed include the following:

Community school personnel;

Personnel from ODE Offices of School Options and School Finance personnel;
ODE Area Coordinators and OSO field representatives;
Ohio School Facilities Commission personnel;

LOEO personnel;

LCESC personnel;

Cincinnati Public School Community Schools personnel;
Cuyahoga County Educational Service Center;

Lorian County Educational Service Center;

Cleveland Municipal School District;

Plain Local School District;

Wilmington City School District;

Dayton City School District ;

Put-in-Bay Loca School District;

Ohio Community School Center;

Peer state charter school program directors.

Comparisons

Comparisons were developed from other Charter School Law states, charter school support
organizations and best practice agencies, as well as State and Federal oversight agencies. The
information was obtained primarily through information requests and interviews held with the
appropriate personnel. These agencies included the following:

Legidative Office of Education Oversight Reports;

Auditor of State reports;

Ohio Association of School Business Officials

Government Accounting Office;

United States Department of Education Charter Friends National Network;
California Department of Education, Charter School Office;
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Colorado Educational and Cultural Facilities Authority;
Massachusetts Department of Education;

Michigan Department of Education, Public School Academies;
Minnesota Department of Public Instruction;

New Y ork State Charter School Resource Center;

North Carolina Department of Instruction;

Commonwealth of Pennsylvania, Department of Education;
Texas Department of Education, Division of Charter Schools;
Center for Education Reform;

Central Michigan University Charter School Office;

Charter Schools Development Corporation;

Michigan Association of Public School Academies,

Ohio Community School Center;

Ohio Charter School Association;

Thomas B. Fordham Foundation;

USCS- uscharterschools.org; and

State statutesand State level charter school resourcesfromthe 37 Charter School Law states.

Charter Schoolsin Ohio and the U.S.

Charter schoolswere created to improve student achievement, enhance parental and student school
choice options and help promote educational reform. In 1991, Minnesota enacted the first charter
school legislation, closely followed by Californiain 1992. Sincethen, 36 other states have followed
suit aswell as Puerto Rico and Washington D.C. Ohio passed community school legislationin 1997
and began community school operation in 1998. Most recently, in 1999, Oregon and Oklahoma
passed charter school bills. Asof September 2001, approximately 519,000 students attended some
2,400 charter schools across the country. While this represents only a small portion of the 52.2
million school age children in the country, there is strong support for charter schools.

Theterm “charter” may comefrom asuggestion made in the 1970'sthat small groups of teachers be
given contracts, or “charters’, by their local school boards to explore new approaches to teaching.
Essentially, charter schoolsare public school sthat are free from most state and federal requirements
that regular schools are subject to. The premise behind charter schools is that in return for this
freedom, the school is held accountable for student performance. The “charter” represents a
performance contract which details the school’s mission, goals, program, and measurements of
student performance. If student performance does not meet the established goals by the end of the
contract term, the charter can be revoked by the entity granting it. Through the contract, charter
schools are also accountable to parents who choose them and the public that funds them.

Charter schools are formed by teachers, parents and other community members who enter into a
contract with a sponsor (authorizer). Nationally, charter schools tend to be small and rangein size
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from lessthan 10 to more than 1,000 students. The average enrollment during FY 2000-01 was 251
students. Charters generally are in effect for five years. Newly started charter schools operate in a
variety of venues including leased retail and warehouse space, surplus school buildings, and
buildings shared with other non-profit entities.

Charter schools, called “community schools’in Ohio, are different from traditional Ohio public
schools in that they are not subject to many of the laws and restrictions which govern traditional
schools. Ohio began community school operation in 1998 with 15 schools and, by the start of FY
2001-02, the number had grown to 92 operating schools with over 20,600 students.

The Ohio law allows for an unlimited number of community schools, either newly organized or
converted from public schools, in certain eigible districts. Theinitial charter isgood for up to five
years and community schools must organize as non-profit organizations, though they can sub-
contract with for-profit entities. Sponsoring entities, thosethat authorize and support the community
school, include any local school board or joint vocational board in the county in which the big-eight
district resides, any school district in academic emergency, Lucas County Educational Service
Center, the University of Toledo or the State Board of Education. A sample of recent legislation
regarding community schoolsthat wasintroduced in the Ohio House of Representatives and Senate
isoutlined in Table 1-2.
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Table 1-2: Historical and Recent Ohio Community School L egislation

Y ear Legislation

1997 Am. Sub. H.B. 215 - Established "pilot" community school program in Lucas County and
allowed any district in the State to convert a classroom, wing, or entire school into a
community school. These schools are permanent as long as contracts are renewed.
Am. Sub. S.B. 55- Permitted start-up community schoolsin any of the "Big 8" districts.

1998 Am. Sub. H.B. 770- Made minor changes re: specia education, Disadvantaged Pupil
Impact Aid (DPIA), and all day kindergarten funding for community school students.

1999 Am. Sub. H.B. 282- Lucas County "pilot" program made permanent. Initiative expanded to
allow start-up schoolsin any of the 21 largest urban districts in the State and any district
determined to be in "academic emergency".

2001 Proposed S.B. 61- Introduced February 2001. Would require Department of Education to

pay, in SFY 01 and SFY 02, "community school transitional aid" to any school district in
which community school enrollment growth is 1% or more of the districts formula Average
Daily Membership (ADM).

Proposed S.B. 82- Introduced March 2001. Would require the Department of Education to
adjust the formula ADM of a school district whenever acommunity school student is found
to have been excluded from the district’ s October formula ADM, and then recal cul ate the
district’s state funding based on that adjustment .

Proposed H.B. 94- Introduced February 2001, effective June 2001. Would add vocational
education weights to the formula for funding community schools, provide for payment to
any community school that accepts responsibility for transporting the school’ s studentsin
SFY 02, permit a sponsor to immediately suspend the operation of a community school for
health and safety violations and other reasons, and reduce the time frame in which a
Sponsor may terminate or not renew a community school contract from 180 to 90 days.
Proposed H.B. 364- Introduced September 2001. Would create the Board of Community
Schools as anew public entity that can sponsor community schools, permit all 13 state-
assisted universities to sponsor community schools anywhere in Ohio, add "academic
watch" districts to the list of areas where start-up community schools may be established,
permit a community school to be established as a for-profit entity provided the governing
authority posts a specified bond, permit single-gender community schools, permit certain
unlicenced persons to teach in community schools after completing a one-year mentoring
program, and require school districts to permit community school students to participate in
certain district extracurricular activities.

Sour ce: Ohio House and Senate Bills

Charter school legidation isframed by the political processand usually reflectsthe overall political
climate in the state, including current educational policies. Previous research has suggested that
states can encourage or discourage charter school development through their legislative approach.
As states evaluate their charter school laws over time, the overall trend isto expand the number of
authorizing entitiesand eliminate or |oosen restrictions on the numbers of charter schoolspermitted.
Since 1997, at least ten states haveincreased or lifted their caps on charter school formation or have
removed sunset provisions on charter school legislation. Policy analysts suggest that these changes
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mark a shift from an experimental phase to viewing charter schools as an accepted part of the
educational landscape. Although Ohio joined the ranks of Charter School Law states in a later
period, only limited statelevel research hasbeen conducted into other states' best practicesin charter
school law.

Asof FY 2000-01, 37 states had implemented charter school laws. Arizonaand Texas are the most
active states in the implementation of charter schools. In each state, the development and
implementation of statutesgoverningthe devel opment and i mplementation of charter school sframes
and affectsthe successor failure of the school sand thelegidlative constraintswithin which they must
function. The Center for Education Reform (CER) recently rated each Charter School Law state as
acomponent of aFederal Department of Education study. The states’ laws were scored by panel of
charter school experts and graded on a set of criteriathat demonstrate that state’ s desire to support
or restrict the development a significant number of autonomous charter schools. The issues
considered included: limitson the number of schoolsallowed, fiscal autonomy, guaranteed full per-
pupil funding, and exemption from collective bargaining agreements or district work rules. The
laws were evaluated on their effectiveness in creating an environment that fosters the growth of
charter schools, with higher marksgoingtothe statesthat weremost “ charter school friendly”. Table
1-3 shows the Charter School Law states as of FY 2000-01 and includes the year legislation was
passed, the number of schools operating, enrollment level sand the grade assigned based on the CER
study.
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Table 1-3: Charter School Law States (FY 2000-01)

Funding Less (L),
Year Schoals Average Comparable (C) or
Legidation | Operating State Independent or More (M) than
State Passed Fall 2001 = Enrollment | Grade Funding Dependent? Traditional District
Alaska 1995 16 1,271 C $6,000 - D C
Arizona 1955 416 94,759 A $4,000 - N/A C
Arkansas 1995 4 748 D N/A | N/A
$4,000 -
Cdifornia 1992 302 121,598 A $5,999 C
$4,000 -
Colorado 1993 79 19,128 B $5,999 D L/C/IM
$6,000 -
Connecticut 1996 16 2,138 $7,999 | L/C/IM
Delaware 1995 7 2,686 $4,000 - I C
District of $4,000 -
Columbia 1996 33 9,254 A $5,999 C
$4,000 -
Florida 1996 149 27,713 A $5,999 | C
Georgia 1993 38 21,855 C N/A D N/A
Hawaii 1994 6 2,370 D < $4,000 N/A N/A
Idaho 1998 11 1,028 C N/A | N/A
$6,000 -
[llinois 1996 22 5,107 C $7,999 | L/CIM
$4,000 -
Indiana 2001 0 N/A N/A $5,999 | N/A
Kansas 1994 13 1,788 D < $4,000 D N/A
$4,000 -
Louisiana 1995 21 3,905 $5,999 | N/A
Massachusetts 1993 41 11,565 $6,000 - | C
$4,000 -
Michigan 1993 185 53,102 A $5,999 | L/C
Minnesota 1991 68 9,411 A $6,000 - | L/C/IM
Mississippi 1997 1 334 N/A N/A N/A N/A
Missouri 1998 21 5,782 B $4,000 - I N/A
Nevada 1997 7 1,214 C N/A | N/A
New
Hampshire 1995 0 N/A C N/A | N/A
New Jersey 1996 54 13,518 B $6,000 - I L/C
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New Mexico 1993 11 1,506 D $4,000 - D N/A
New York 1996 23 7,057 $6,000 - I N/A
North Carolina 1996 94 18,516 B < $4,000 I C
$4,000 -
Ohio 1997 68 18,081 $5,999 | N/A
Oklahoma 1997 6 1,450 B N/A N/A N/A
Oregon 1999 12 752 B N/A N/A N/A
$4,000 -
Pennsylvania 1997 65 17,667 B $5,999 I C
Rhode Island 1995 3 533 D $6,000 - I/D C
South Carolina 1996 9 700 B $4,000 - I C
Texas 1995 165 38,107 A $4,000 - I C
Utah 1998 8 315 C N/A N/A N/A
Virginia 1998 2 30 D N/A I N/A
Wisconsin 1993 87 7,210 B N/A 1/D N/A
Wyoming 1995 0 N/Al D N/A N/A N/A
Total N/A 2,125 522,198 N/A N/A N/A N/A
Average 1994 54 13,742 N/A N/A N/A N/A

Sour ce: Center for Education Reform, Charter School Highlights and Statistics 2000
Note: Nine statesreceived an “A” grade, ten states received a“B” grade, ten statesreceived a“C” grade, seven states received a
“D” grade and one state received an “F”.Thirty seven states were graded in total.

! Independent charter schools are non-profit entities. Dependent schools are those classified as a school within a sponsoring

district.

Although the entrepreneurial model of charter school s anticipates school failure, the closureratefor
charter schoolsremainsa concern in Ohio and other states. Closures effect academic performance
of pupils as they are transferred between schools. Also, the investment of public funds and
subsequent failure of a charter school raises taxpayer concerns about the manner in which public
fundsareused. Nationally, charter school closuresare approximately 4.0 percent asshowninTable

1-4.
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Table 1-4: National Charter School Closure Statistics (as of FY 2000-01)

Number of Per cent
State Number of Schools Closed Schools of Total
United States 2,150 6 4.0%
Alaska 18 1 5.6%
Arizona 451 1 0.7%
Cdlifornia 282 6 0.1%
Colorado 82 2 2.4%
Connecticut 17 1 5.9%
Delaware 8 1 12.5%
D.C. 40 2 5.0%
Florida 160 7 4.4%
Ilinois 24 1 4.2%
M assachusetts 43 2 4.7%
Michigan 191 6 3.1%
Minnesota 74 6 8.1%
Nevada 8 1 12.5%
New Jersey 57 2 3.5%
North Carolina 98 8 8.2%
Ohio 92 8 8.7%
Oklahoma 7 1 14.3%
Pennsylvania 66 1 1.5%
South Carolina 11 3 27.3%
Texas 169 10 5.9%
Wisconsin 91 2 2.2%

Sour ce: Center for Education Reform, Charter School Highlights and Statistics
Note: No charter schools have been revoked or voluntarily closed in Arkansas, Georgia, Hawalii, |daho, Kansas, Louisiana,
Mississippi, Missouri, New Mexico, New Y ork, Oregon, Rhode Island, Utah, and Virginia

The causes of school failure and closure are generaly categorized as financial, management,
academic, or facility related. Other causes comprise only 1 percent of all closures. Table 1-5 shows
the number of closures and causes as of FY 2000-01 for al U.S. charter schools.
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Table 1-5: Charter School Closure Causes

Cause Total Per cent of Total
Financial 31 36%
Mismanagement 32 37%
Academic 8 9%
Facility 14 17%
Other 1 1%

Sour ce: Center for Education Reform, Charter School Highlights and Statistics

School failure is defined as a school that fails to fulfill the obligations outlined in its charter.
Financia failureincludes budgetary problemsresulting fromlack of enrollment, not enough money,
or costs exceeding projected revenues. Management failure includes deliberate actions on the part
of organizers or sponsors that led to the closure, such as misspending, failure to provide adequate
programs, materials, etc., and ageneral lack of accountability. Academic failure appliesto schools
whose sponsors found them unable to meet the academic goals of their charter or, as stipulated in
some cases, which failed to carry out an acceptable academic plan. Finally, facilitiesrelated failures
apply to schoolsthat got started but because they were unable to contract for aviable facility, were
closed or voluntarily gave up their charter. A U. S. Department of Education study found that fiscal
mismanagement and leadership issues dominated reasons for closure, although some states have
implemented probationary status to help charter schools resolve problems before revocation is
necessary.

In general, case studies have found that charter schoolstypically passthrough aperiod of turbulence
intheir development. In the course of about threeyears, most charter schoolsregularizeinternal and
external relationships and improve accountability. However, aU.S. Department of Education study
of a number of charter schools in various states identified seven reoccurring “problem” factors
identified by charter school operators; some or all of these problemsimpact all new charter schools.

The start-up factor: inadequate financing, lack of planning, community opposition.
The teacher factor: hiring and turnover.

The parent factor: lack of support and problems with communication and expectations.
The internal operations factor: internal communications and conflict.

The regulations factor: accountability, Federal and state requirements.

The district factor: district resistence to the charter school.

The union factor: union resistence.

Further studies have reveaed that charter schools that overcome these problems and the initial
periods of turbulence generally develop into organizations very unlike traditional public schools.
Established and experienced charter schools tend to be simpler, less conflict-ridden and more
focused on student instruction.
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Community School Law

Background

Ohioimplemented community school legislationin 1997 through HB 215, which established apilot
sponsorship program in Lucas County through the Lucas County Educational Service Center, and
a State level sponsor through the Ohio Department of Education (ODE). The original legislation
authorized community schools for a period of five years, the continuation of which would be
contingent on studies performed by the Legidative Office of Educational Oversight (LOEO). SB
55 amended the original legidlation to include formation of community schoolsin "Big 8" districts
(Cleveland, Columbus, Cincinnati, Toledo, Akron, Canton, Y oungstown and Dayton). Additional
modifications to the community school law were enacted in HB 770 (1998) and HB 282 (1999)
which served to change special education and Disadvantaged Pupil Impact Aid (DPIA) funding,
made the Lucas County pilot permanent, and granted community school sponsorship privilegesto
districts in academic emergency.

During FY 2001-02, severa additional changes were proposed. Legidative efforts in early 2001
were targeted at traditional districts that may have been impacted by community schools. SB 61
proposed developing support funding to traditional districts that have large community school
growth rates, while SB 82 proposed recal culating Average Daily Membership (ADM) for districts
where community school students were left out of October ADM counts. HB 94, enacted in June
2001, added vocational educationweightsfor community schoolsandincreased the powersallocated
to sponsors. The most sweeping reforms, contained in the proposed HB 364, were introduced in
September of 2001 and would affect Ohio State Board of Education (OSBE) responsibilitiesaswell
as the allocation of responsibilities between community schools and traditional public school
districts.

Several national studies havefound that stateswith similar charter school lawstend to encounter the
sametypesof problemsin charter school implementation and oversight, indicating that the statutory
framework for charter schools may have astrong impact on their viability. Also, state laws seem to
influence public perceptions and set a tone for how charters will be received. Issues involving
competition and collaboration havetheir rootsin charter school |egislation and the manner inwhich
itis crafted.

Mediareports of community school problemshave heightened the awareness among Ohioans about
public education and community schools' impact on traditional public school districts. Legidation,
both for and against community schools, has been developed and proposed to remedy community
school and traditional public school district problems under the current law. Several broad areas of
concern have been defined and are under examination for inclusion in statutory or rule changes.
These areas are examined in this section and include monitoring and oversight, sponsorship, OSBE
and ODE powers and duties, funding and Ohio Revised Code (ORC) requirements and exemptions
for community schools.
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Findings and Recommendations

A. Monitoring and Oversight

The ORC provides minimal statutory guidance, leaving the ORC open to broad interpretations on
the devel opment, operation and oversight of community schools. The primary concern surrounding
community schools is balancing monitoring and oversight with autonomy and innovation. A few
highly-visible community school failures have underscored the need for adequate monitoring and
oversight. The ORC ismute onissuesof monitoring and oversight, and the ORC attributesreporting
functions to only three specific parties.

® TheLOEO isrequired to produce annual reports on Ohio community schools.

® The Ohio Department of Education, Office of School Options (OSO) is required to produce
annual reports on student achievement.

® TheAuditor of State (AOS) conductsannual financial auditsand reportson community schools
financial and legal compliance.

Impliedinthelaw isaresponsibility of the sponsor to monitor and overseethe day-to-day operations
of the community school. A sponsor may be the board of education in a*“Big 8" district or in the
county of a“Big 8" district, adistrict in academic emergency, the Lucas County Educational Service
Center, the University of Toledo or the State Board of Education. However, ORC § 3314 does not
specifically definetherol e of sponsoring organizationsor their oversight responsibilities. Table2-1
shows the applicable code sections for community school sponsors.

Table 2-1: ORC § 3314. Sponsors
ORC Statute Text

- The sponsor will evaluate the school by performance standards established in the contract

- The school governing authority will submit an annual report of its activities and progressin
meeting the goals and standards and its financial status to the sponsor

3314.03 - The community school shall also submit to the sponsor a comprehensive plan for the school

- The contract between the community school and the sponsor shall specify the facilities to be used
3314.05 for the community school and the method of acquisition

- A sponsor may choose not to renew a contract at its expiration or may choose to terminate a
3314.07 contract prior to its expiration

Sour ce: Ohio Revised Code §3314

Absent in the code is an explicit description of the monitoring and reporting tasks which might be
used to maintain a high level of educational achievement and/or financial stability. While recent
school failures and other community school related incidents have driven the call for greater
oversight, specific interventions have not been proposed. Further, the role of statewide monitor has
been attributed to ODE even though the Department’ s role is statutorily limited to “...provid[ing]
advice and services to the community school program.” ODE has chosen to remain a sponsor and
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monitor of only the schoolsit hasdirectly sponsored (state-sponsored school s) and hasnot conducted
oversight of schools sponsored by other entities.

Inthe 38 stateswith charter school laws (Charter School Law states), i dentifying an appropriate body
to coordinate monitoring and oversight of charter schools has been achallengewith many variations
of shared state and local responsibility currently in use. Based on interviews and data gathered from
community schools and sponsors concerning sponsor oversight, local or regional oversight appears
to be the most effective. Several states uselocal school boards as sponsors and require local school
boards to monitor community schools. This arrangement is the most popular, comprising 26.3
percent of sponsoring arrangements, although the relationships between the local boards and
community schools have varied widely in success. In other instances, the state board of education
is responsible for the sponsorship and monitoring of community schools (21.1 percent of
arrangements). An additional 26.1 percent of stateswith charter school laws allow several sponsors
from diverse backgroundsto sponsor and monitor charter schools(other category). Table2-2 shows
abreakdown of chartering authorities.
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Table 2-2: Chartering Authorities

Chartering Authority States # %
FL, GA, ID, NM, NV, OR, PA,
L ocal School Board SC, VA, WY 10 26.3%
L ocal School Board or Joint-vocational School OK 1 2.6%
L ocal School Board then State Board of Education AK, KS, NH 3 7.9%
Local School Board or State Board of Education DE, NJ, RI, TX 4 10.5%
L ocal School Board and State Board of Education IL, LA 2 5.3%
AR, CA, CO, CT, HI, MA, MS,
State Board of Education ) 8 21.1%
State Level Charter School Board or Commission AZ 1 2.6%
Other: Public School Board and Public Charter School Board DC 1 2.6%
Other: A Governing Body, an Executive of Consolidated City or a 4-year
University IN 1 2.6%
Other: Local School District Board, Community College or 4-year Public
University MI, MO 2 5.3%
Other: Loca School District Board, Community College or 4-year Public
University, Charitable Foundation MN 1 2.6%
Other: Loca School District Board, University of North Carolina, State Board
of Education NC 1 2.6%
Other: Loca School District Board, State Universities, Board of Regents NY 1 2.6%
Other: Local School District Board or Joint-vocational Board in a Big-eight
County or Fiscal Emergency District, State Board of Education OH 1 2.6%
Other: Loca School District Board, City of Milwaukee, University of
Wisconsin-Milwaukee, and Milwaukee area Technical College wi 1 2.6%
Total N/A 38 100.0%

Source: Charter School Law States Statutes

In most cases, the role of the sponsor is loosely defined in the states' laws. Only state laws in
Delaware, Michiganand New Y ork explicitly mention therol e of the authorizing authority (Sponsor)
for the purposes of monitoring and oversight. In general, the statutes direct the sponsor to ensure
adherence to all applicable laws, regulations and contract provisions. Michigan's law permits the
State Board of Education to revoke asponsor’ sauthorizing authority if the sponsor does not engage
In appropriate monitoring and oversight activities.

Ohio has not designated a single entity as responsible for monitoring the operations of community
schoolsor sponsors. Sponsoring powersaregranted by the Ohio General Assembly throughthe ORC
and a mechanism to revoke authorizing powers, outside of ORC amendments, does not exist. A
decentralized environment exists in Ohio where sponsors from several diverse areas monitor
community schools based on the limited guidelines in the ORC and the sponsor/school contracts.
Some sponsors exhibit greater levels of monitoring and intervention, as is the case with Lucas
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County Educational Service Center (LCESC), Cincinnati Public Schools(CPS) and OSO’ s Trumbull
County Educationa Service Center representatives. In contrast, school s sponsored by the State Board
of Education receivelimited oversight and assi stance (see also community school monitoring and
oversight section).

ODE is in the process of drafting a management plan for community schools to enhance the
administration of the Community School Program. During the last quarter of 2001, ODE worked
closely with Auditor of State (AOS) to address identified flaws in the current system and produce
a comprehensive plan to improve its role in the Community School Program. When complete, the
ODE planwill serve asablueprint for improving the Community School Programin Ohio. Through
the joint development of the plan, ODE has ensured that the management plan is consistent with
recommendations in this operational review.

The ODE plan is based on the Ohio State Board of Education (OSBE) acting as an authorizer of
sponsors, and includes a final board approval for al contracts between sponsors and community
schools as recommended below. An arrangement of this type centralizes oversight and limits the
potential for conflict of interest between ODE and certain sponsors who support more innovative
educational models. The ODE plan al so reorients department focus on technical service and sponsor
oversight. Anoversight model, such asthemodel proposed bel ow, limitsthenumber of entitiesODE
must monitor and allows ODE to concentrate on technical assistance, program oversight and rule
development. The draft also includes a provision for legidative definition of sponsor criteria.
Developing minimum criteria for sponsors and community schools as a component of new
legislation will help limit the potential for exclusion of schools and sponsors for reasons beyond
good business practice.

Recommendations 1-4:

1. Asthe governmental body responsible for public education in Ohio, ODE should take a
leader ship role in promoting the community school program in Ohio. Several bills have
been or will be introduced in the upcoming session of the Ohio General Assembly. The
OSBE and ODE should takealeader ship rolein promoting changeto enhanceeducational
innovation in Ohioand strengthen the Community School Program. ODE should advocate
legislation toamend the ORC tomake ODE responsiblefor theover sight of thecommunity
school program in Ohio. Asthe state-level body for educational policy and rule making,
ODE has the broad knowledge base and reporting channels to effectively manage the
community schools program in a over sight capacity.

Thepowersgranted to ODE should beamended torescind itsdirect charteringauthority,
but grant thepower toauthorizesponsors. ODE should also over seethemonitoring efforts
of sponsors and penalize sponsors who do not fulfill the requirements associated with
sponsor ship. As ODE has shown limited ability to monitor schoolson a day-to-day basis,
providingabroader oversight and reportingrolewould best suit theDepartment’scurrent
capacity. ODE should also serveasathird signator on all contracts between sponsorsand
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community schoolstoensureadherenceto ODE fundingrulesand retain ODE involvement
in the school funding process.

ODE should centralizetechnical assistance and monitoring functionsin OSO. All persons
serving community schools should be pooled in OSO. OSO should be reorganized as an
independent department reporting directly to the superintendent of publicinstruction or
an immediate subordinate. The responsibilities of OSO should be expanded to include
managing and administering the Community School Program, advocating legidative
change for the program, and serving as a facilitator for the development of community
schoolsin Ohio. Also, OSO should assign consultantsto field officesto serve as liaisons
between the central officeand community schools. Asdiscussed in the community schools
monitoring and program over sight section, these changes could beimplemented by ODE
within current staffinglevelsbut would requiresomer eallocation from other departments.

If ODE isunableto reorganize OSO and make the department operational, the General
Assembly should proceed with plans to administer the Community School Program
through a separate commission. ODE should implement its management changes by the
end of February 2002 to demonstrateitsability to takealeader ship rolein promoting and
managing the Community School Program.

2. ODE should support legisation to amend the ORC to designate specific criteria for
sponsor ship. These criteria would be used by ODE to deter mine the appropriateness of
sponsors. Sponsors, once approved by ODE, should be permitted to sponsor any type of
school that they arewilling to monitor in amanner compliant with any ORC amendments
and all ODE rules.

ODE should also support legislation which would assign monitoring functions to the
sponsor. Languagesimilar tothat used in Delawar e, Michigan or New Y ork could beused
to describe the role of the sponsor in monitoring the schools it charters. Other states
statutes describetherole of the sponsor as* ensuring the community schoolsadhereto all
applicablelaws, regulationsand conditionsof thecontract”. Sponsorsshould berequired
toreport on all schoolsthey authorize on an annual basisin aformat prescribed by ODE.

3. ODE should advocate legidation to open sponsor ship to avariety of institutionsincluding
traditional school districts, educational servicecenter s(ESCs), univer sities, joint vocational
districts, citiesand municipalities, and private 501(c)(3) or ganizations. By expanding the
pool of sponsors, the Ohio General Assembly would potentially allow for the development
and support of awider rangeof educational models. Also, awider rangeof sponsor swould
reducethelikelihood of community school developers being denied sponsor ship because
of conflicts-of-interest. See also community school monitoring and program oversight for
additional information on sponsor roles.

Chart 2-1 showsthe potential arrangement of Ohio entitiesin the chartering process.
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Chart 2-1: Proposed Community School Program Structure
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4. ODE should support the development of a formal collaborativereview function to ensure
thefunctionality of new charteringand monitoring arrangements. Because of thenewness
of the community school program, an organization designated to review and report on
community school success, failures and best practices would help guide the community
school law revision process. Thisfunction could bedesigned in amanner similar toacity
charter review commission-- required by statute and designated to meet on an annual
basis.

This commission would evaluate the current status of the Community School Program,
makerecommendationstothel egislatureand ODE for any modificationstotheprogram,
and serveasaclearinghousefor any sscumbling blocksidentified in the Community School
Program. An independent organization of thistype could consist of participantsfrom a
diverse range of entities including current community school operators, sponsors,
traditional public school superintendents, members of the Ohio House and Senate, and
representatives from the L egislative Budget Office, LOEO, ODE, and AOS. M embers of
the commission could meet during November and December to develop recommendations
for future legislative changes and to refine current community school statutes.
Collabor ativemeetingsof thiskind would help ensur ethat critical issuesin thecommunity
school program do not linger unaddr essed.

B. Accountability and Reporting

The ORC includes limited direction on the methods used to ensure accountability. Community
school accountability is necessary on several levels. Community schools are accountable to their
students and the parents of their students, to Ohio taxpayers who fund the program, and to the Ohio
General Assembly. The Ohio General Assembly has established an annual monitoring program
through the LOEO (ORC 8§ 3314.12) which compilesdatafrom community schoolsfor comparative
purposes. Community school students also must take the statewide proficiency test. Finally, the
ORC requires all community schools to undergo annual financial audits. Under the arrangement
proposed in Recommendations 1-3, community schoolswould al so be monitored by their sponsors
and, by extension, ODE to ensure increased accountability and oversight.

Several areas of accountability must be addressed for community schoolsto operate effectively and
garner public support. Financial and organizational accountability areimportant to ensurethat Ohio
taxpayer resources are adequately safeguarded. Academic accountability is also important in
ascertaining the success of community schools that were created to address specific educational
models and pupil needs. Most critical assessments of charter schoolsfocus on the schools' inability
to demonstrate increased student performance through state-wide student achievement tests. Of the
stateswith charter school laws, most (44.7 percent) rely solely on statewide assessments. Community
school officialsin Ohio have contended that statewide assessments (the Ohio Proficiency Test) do
not recognize the improvements made by poor performers, particularly children who came to the
community school performing below grade level. A large number of Ohio’s community schools
serve children with specia educational needs. Often, these students have histories of poor
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performance, or have or planned to drop out of school. Table 2-3 shows the types of accountability

reports used by Charter School Law states.

Table 2-3:. Accountability and Reporting

Method States # %
None WY 1 2.6%
Annual Report OR 1 2.6%
Plan for Student Achievement HI 1 2.6%
District Assessments DC 1 2.6%

Statewide Assessment

AR, CT, ID, IL, KS, MN, MS,
NV, NH, NJ, NM, NY, NC,
OK, RI, TX, VA 17 44.7%

Statewide and District Assessments

AK, CO, SC 3 7.9%

Statewide Assessments Plus one or more of the following:
-National Norm-referenced A ssessments

-State Board Evaluation

-Outside Evaluation

-Charter School Selected Assessments

AZ, CA, DE, IN, MA, M1,

-Other MO, PA 8 21.1%
Statewide Assessment Plus Annual Report FL, LA, OH, 3 7.9%
Annual Report Plus Plan for Student Achievement GA 1 2.6%
Statewide or National Norm-referenced Assessment Plus Plan for Student

Achievement UT, Wi 2 5.3%
Total N/A 38 100.0%

Source: Charter School Law States' Statutes

Theresultsfrom the accountability measure used in Ohio, the Ohio proficiency tests, indicate apoor
performance by community schools’ inmeeting student needsand sponsor/school contract objectives
and goals. Community school operators stated that the proficiency tests do not adequately measure
student achievement because many studentsenter community schoolsperforming below gradelevel.
The proficiency test does not measure their incremental gain in ability. To offset the reported
limitations of the proficiency test, most community schools employ additional assessments. LOEO
determined that Ohio community school suse several additional typesof measuresto gaugeacademic

progress. These measures included the following:

Diagnostic tests (17 percent of community schools);
Teacher-constructed assessments (43 percent of community schools);
Student portfolios (41 percent of community schools); and
Norm-referenced tests (65 percent of community schools).

In Florida, the state-wide academic accountability system failed to include aimost two-thirds of
charter schools. The most prevalent reason for exclusion wasthe size of the school as small schools
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where individual performance might be identified were excluded. Also, the Florida system is not
designed to cover several of the special populations served by Florida charter schools. The Office
of Program Policy Analysisand Government Accountability (OPPAGA) determined that the Florida
systemwasinsufficient to monitor charter school accountability and recommended further additions
to accountability measures including more detailed goals and objectives in each contract.

OPPAGA also reported that the absence of measurable goals and objectives in the charter school
contract hinders sponsors from determining if schools are succeeding. Floridacharter schools often
serve at-risk students who must make substantial academic progress to meet state academic
standards. The limited number of precise measures in Florida charter school contracts invariably
creates situations where the sponsor and school disagree on the interpretation of goal achievement
and school success. In Florida, over 59 percent of charter schools received grades of D or F on the
state-wide achievement tests. OPPAGA recommended that the state-wide system be changed to
include assessment of both grade level ability and student progress.

In Arizona, all public schools measure student academic achievement through the Arizona
Instrument to Measure Standards (AMIS). Thetest isadministered at five grade levels and must be
passed to receive a high school diploma. The Stanford 9 Achievement Test is also administered to
students in grades 2 through 11. Arizona recently implemented the Arizona Measure of Academic
Progress (MAP) which compares the Stanford 9 scores of students to measure performance gains
or losses. Thisallows schoolswho have low AMIS scores to demonstrate progress and reveal s that
many high scoring schools maintain the status quo.

Michigan recently recognized thelimitationsin itsstudent academi c achi evement assessment system.
A recent study of Michigan charter schools recommended that the Michigan Department of
Education implement amore sophisticated information system to collect student achievement data.
The study also recommended the use of the Adequate Y early Progress (AYP) assessment in all
charter schools. The AY P process includes the following steps:

° An achievement gap is computed for each student;
° A target gainis calculated for each student;
° A student’s actual gain is computed and compared to the target gain.

The Michigan study further recommended the development and implementation of an assessment
system based on U.S. Department of Education recommendations for state student achievement
systems. Recommendations include the following:

° Having test scores at the individual student level available for analysis,
° Being abletolink individual student scoresfrom different administrationsof thetest to track
changesin individual student scores;

° Being able to control for mobility ;
° Having test scores for consecutive years;
° Having a system for scoring tests that provides an actual score for the individual student;

Community School Law 2-10



Ohio Department of Education - Community Schools Operational Review

Being able to include other demographic information about the student;

Having atest that is aligned with curriculum standards;

Having atest system protected from corrupt practices; and

Having atesting system with instruments designed to assessindividual student performance.

As of October 1999, only Tennessee's student assessment system met the Federal recommended
criteria for state-wide assessment systems. The Federal recommendations indicate that future
assessment systems should address additional research questions surrounding comparability of
achievement between schools and the impact of specific demographic and socioeconomic data on
student performance.

On a national level, charter school leaders generally object to standard outcome measures and
comparison with other schools. Many prefer the school to be judged on its charter alone. Others
prefer the measure of parent satisfaction. Even in cases where charter school operators support
achievement testing, they are generally reticent to use state testing programs that measure academic
achievement on alarge number of subjects or measure the charter school’ s performance against the
local district. However, national studiesrecommend that charter school operatorsdo not resist state-
wide assessmentsbut ensureacl ear understanding of parental and student expectationsof thecharter
school.

Proficiency and educational tests measure only one component of accountability, academic
achievement. The absence of a centralized oversight and reporting body in Ohio limits the Ohio
General Assembly’s, parents’ and taxpayers’ ability toreceivecredibleinformation ontheefficiency,
effectiveness, and ability to meet goals of Ohio community schools. In the absence of a statewide
oversight body, ODE’s Office of School Finance (OSF) has adopted limited financial oversight
measuresthrough full timeequivalent (FTE or daily attendance) audits. Although community school
proponents advocate market forces through parent choice as the best method to measure
accountability, market forces alone cannot provide Ohio taxpayers with assurance of the viability
of their investments in community schools nor do market forces demonstrate community schools
ability to meet the goals of their individual charters.

Severa Charter School Law states include the annual reporting requirements of the sponsor in the
statute. In Ohio, ORC 3319.30.1 requires the governing authority of the charter school (school
board) to submit an annual report of its activities and progress in meeting the goals and standards
of the school and itsfinancial statusto its sponsor, the parents of all students enrolled in the school,
and LOEO. However, the ORC does not include specific parameters to guide community schools
on essentia reporting elements. Likewise, ODE, as Ohio’s educational rule-making body, has not
clarified the reporting requirements for the annual reports and does not provide technical assistance
to non-state sponsored schools on the development of annual reports.

In states where the sponsor is responsible for monitoring charter schools, the oversight of sponsors
isdel egated to the State Board of Education or another State-level committee. Accountability isthen
monitored at the state level through avariety of annual reporting methods. Several other states have
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included these annual reporting requirementsin their statutes. Table 2-4 shows the various areas
covered in other states’ annual reports.

Table 2-4: Annual Report Elements

Assessment Area States

Student scores on assessment instruments and student attendance AZ,IN, TX

Student grades, incidents involving student discipline, socioeconomic data on students
families, parent satisfaction with the schools; student satisfaction with the schools, the
cost of instruction, administration, and transportation incurred by the schools and the

effect of the schools on the local school districts, on the teachers, students, and parents
in those districts AZ, TX

The charter school’s progress toward achieving the goals outlined in its charter, financial
records of the charter school, including revenues and expenditures, and salary and
benefit levels of charter school employees FL

A description of the educational methods and teaching methods employed graduation
statistics, student enrollment data, the number of students expelled, and the number of
students who discontinued attendance at the charter school and the reasons for the

discontinuation. IN

Source: Indiana, Texas, Florida and Indiana State Statutes

Based on the elementslisted in these states' statutes, Arizona, Texas, Indianaand Florida appear to
have more comprehensive reporting policiesfor annual accountability reportsthat could be applied
to community schools in Ohio. The wide range of elements included highlight several areas of
current concern in Ohio, including community schools' ability to meet charter goals, financia
management, costs of instruction and administration, and the effects of charter schools on local
districts (number of students lost, funding reduced, any teacher reductions or building closures).
Because of the wide range of subjects included, several of these reports are produced at the state
level and show an aggregate assessment of community schools. Still, reports including detailed
analyses of each school’ s performance are usually compiled at the school or sponsor level.

A U.S. Department of Education study identified five prominent areasof charter school performance
that were monitored by sponsors. Sponsors monitored charter school academic achievement in 100
percent of schools. Student attendance and graduation were monitored in 85 percent and 83 percent
of charter schools. Parent involvement and student behavior were less emphasized and were
monitored in only 81 percent and 76 percent of charter schools respectively. Almost all states
indicated that sponsors were responsible for overseeing the terms of the charter and monitoring the
charter school’s performance. Only six states specified that sponsors were not responsible for
monitoring or provided limitations on monitoring requirements.
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Recommendations 5-7;

5.

The U.S. Department of Education, through collaboration with education policy
makers, representativesof statedepartmentsof education, and education scholars, has
developed recommendationsfor state-wideassessment systems. ODE should advocate
legislation authorizing the adoption of the U.S. Department of Education’s
recommended state-wide assessment guidelines for community schools. Because
community schools serve populationsthat may differ from those served by traditional
public districts, a more comprehensive assessment system will better reflect the
achievement of community school students.

ODE should also develop a state-wide system to maintain such data. Expanded
achievement reporting would allow all schools to track both student grade level
attainment but also incremental performance gains. Sponsors should also consider
adding an array of monitoring clausesto each contract to ensure that sufficient data
isgenerated to adequately depict the progr essof the community school in educatingits
students.

ODE, in conjunction with LOEO, should publish an annual aggregate report
containing analyses of operating efficiency, financial stability and academic
effectiveness based on annual reports provided by community schools and their
sponsors. Theannual report should be produced, published and madeavailabletothe
public within 120 days of the end of the fiscal year. To ensure accountability, the
aggr egatereport should bemadeavailableon-lineand should bemailed to constituents
upon request.

AsOhio’'s State-level education policy and rule-maker, ODE should establish annual
reporting guidelines and provide technical assistance to all community schools and
their sponsorson the development and implementation of an annual monitoring and
reporting plan. The annual reporting elements should be drawn from moddl states
such as Arizona, Texas, Indiana and Florida. Once developed and approved, the
criteria should only be changed based on car efully deliberated analyses. ODE should
implement annual reporting guidelines and train community school operatorsin the
development of annual reports by June 30, 2002.

C. Non-renewal and Termination of Community Schools

The ORC statesthat asponsor can terminate acharter school’ s contract for specified reasons or good
cause. This arrangement existsin 50 percent of Charter School Law states' statutes. Generally, the
reasonsfor termination includeviolations of the charter or state statutes, or failureto meet standards
of fisca management. Table 2-5 shows the national distribution of parties who may terminate
contracts in each state and the criteria used in termination.
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Table 2-5: Reasons for Revocation of Charter

2. Failure to meet standards of fiscal management
3. Violation of the law
4. Other good cause

Method | State %
Termination by Sponsor 50.0%
1. The charter school breaches one or more provisions of its charter. AZ 3.8%
1. Material violation of charter * CA,ID 3, IN, MI, MO, 30.8%
2. Failure to meet standards of fiscal management 2 SC, PA, WY
3. Violations of the law
1. Material violation of charter FL, MN, OH 11.5%
2. Failure to meet standards of fiscal management
3. Violations of law
4. Other good cause shown
1. Materia violation of charter NV 3.8%
2. Failure to meet standards of fiscal management
3. Violations of law
4. Insolvency or financia impairment
5. Health and safety violations or to protect property
Termination by Local Board of Education 23.1%
1. Materia violation of charter AK 3.8%
2. Failure to meet standards of fiscal management
3. Other good cause
1. Material violation of charter CO, IL, KS,NM, VA 19.2%
2. Failure to meet standards of fiscal management
3. Violations of the law
Termination by State Board of Education or Other Party (Local Board or Sponsor) 7.7%
1. Material violation of charter NC 3.8%
2. Failure to meet standards of fiscal management
3. Violations of the law
5. Two-thirds of the school personnel request charter termination
6. Other good cause
1. Student assessment measures fall below the level that would allow the commissioner to revoke NY 3.8%
the registration of another public school, and student achievement on such measures has not shown
improvement over the preceding three school years
2. Violations of the law
Termination by State Board or State Education Commissioner 19.2%
1. Good cause CT* 3.8%
1. Material violation of charter AR GA 7.7%
2. Failure to meet standards of fiscal management
3. Violations of the law
1. Materia violation of charter NH 3.8%
2. Failure to meet standards of fiscal management
3. Violations of the law
4. A material misrepresentation in its application or contract application
5. Insolvency or financial impairment
1. Failure to meet the requirements for student performance stated in the charter uT 3.8%

Source: Charter School Law States' Statutes

! Material violations of charter include failure to meet terms and conditions of charter, and failure to meet standards of student performance.
2 Fiscal mismanagement includes failure to adhere to Generally Accepted Accounting Principles (GAAP).

31D also provides for termination if the school does not provide required reports.

4CT and AR provide for probation periods to provide the school an opportunity to correct deficiencies prior to contract termination.
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Termination by the sponsor is the predominant method of charter termination, represented in 50
percent of charter school laws. Of these states, termination by thelocal board sponsor occursin 23.1
percent of cases. The state board or educational commission isinvolved in the termination process
in 26.9 percent of charter school laws. In Ohio, the sponsoring authority is responsible for
termination of the charter. Whilethe bulk of termination procedures occur at thelocal level (sponsor
or local board), the inclusion of the state board provides a heightened level of oversight. In these
cases, the state board may preempt the sponsor and terminate the charter of anon-compliant school.

A U.S. Department of Education study identified three major reasons for charter termination or
school closure. These reasonsincluded, in order of importance, financial problems, management or
leadership issues, and student performance. Other reasons mentioned included facility issues and
lack of enrollment. In a minority of cases, the school ssimply failed to open because the devel oper
was unable to implement the development plan. Revocation was more common in Sponsors who
authorized multiple charter schools while implementing a corrective action plan or using
probationary status was more common with single-school sponsors.

The ORC and most charter school laws provide for charter termination in cases where the school
does not meet the requirements of the charter or state statute. However, states such as Delaware,
Connecticut and Arizonahave included aprovision for probationary measuresto be used in schools
under review for termination. The Delawarelaw stipul atesthat the authorizing authority may submit
a charter to aformal review to determine whether the school is violating the terms of its charter.
After the formal review, if the school is found to be in violation of its charter, the authority may
revoke the charter and manage the school directly or place the school on probationary status, the
terms of which are determined by the authorizing authority and relevant to the violation. Charters
are revoked only when probationary actions are unlikely to succeed.

Texaslaw includesaprovisionfor the Texas Department of Education to devel op probationary rules
for charter schools. In New Jersey, the Education Commissioner may place a charter school that is
in violation of its charter on probationary status to alow the implementation of aremedia plan. If
the plan is unsuccessful, the charter may be summarily revoked.

California statutes state that, “prior to revocation, the authority that granted the charter shall notify
the charter public school of any violation of thissection and givethe school areasonable opportunity
to cure the violation, unless the authority determines... that the violation constitutes a severe and
imminent threat to the health or safety of the pupils.”

The ORC does not include provisions for a probationary period or for the development and
monitoring of corrective action plans for acommunity school in violation of its charter. The ORC
a so doesnot addressthe distribution of assets of terminated or failed community schools. However,
ODE contractswith state-sponsored school s address asset distribution in the event of school failure.
Severa Charter School Law states address the distribution of assets and impact of charter school
closings. These methods are shown in Table 2-6.
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Table 2-6. Asset Allocation and Liability After Termination
State Assets and Liability After Termination

Minnesota The board may sell, lease, transfer, or otherwise dispose of al or substantially all of the
property and assets. Tangible and intangible property, including money, remaining after
the discharge of liabilities may be distributed to the members and former members as
provided in bylaws.

As soon as possible, the board shall collect or make provision for the collection of all
debts due or owing and pay or make provision for the payment of all liabilities.

Florida Unencumbered funds and all equipment and property purchases with district public funds
shall revert to the ownership of the district school board.

North Carolina All net assets of the charter school purchased with public funds shall be deemed the
property of the local school administrative unit in which the charter school is located.

Nevada The governing body of the charter school shall make an assignment of all real property and
other property of the charter school to the State of Nevada for the repayment of all money
received by the charter school from this state for the operation of the charter school during
that year. Under voluntary bankruptcy neither the State of Nevada nor the sponsor of the
charter school may be held liable for any claims resulting from the bankruptcy.

Source: Charter School Law States Statutes.

In states where the local district serves as sponsor, the local district receives all assets upon closure
of the charter school, asin the case of Florida. In Minnesota and North Carolina, local boards and
other entities can act as sponsors. However, when a charter school closes, the assets revert to the
district in which the school is located. In some charter schools this has created a concern that an
incentive existsfor thelocal district to sabotage the school in order to obtain its resources. Nevada,
also alocal board sponsoring state, requiresall assetsfrom closed schoolsto revert to the state. Only
statutesfrom Minnesotaand Nevadaaddressthefinancial liabilitiesassociated with potential school
closure. Both require the repayment of debts from the remaining school assets. Nevada s statutes
absolve the state and sponsor from financial liability resulting from voluntary bankruptcy. In cases
where |egidlation does not designate the disposition of property, the assets belong to the non profit
entity holding the charter. Inthese cases, funds awarded to nonprofit entities ceaseto be public funds
and the nonprofit’ s governing board has the power to dispose of the school’ s assets in the event of
school failure.

Ohio’ suseof theentrepreneurial model of community school ssuggeststhat school failurewill occur
asaresult of market forceslikeparent choice; failurewill usually occur for financial reasons. Several
methods for managing a failing school or the division of its assets and liabilities appear in other
states' statutes (Florida, Minnesota, North Carolina, Nevada). In addition, recent Ohio legislation
proposes creating a form of receivership for failed schools. The proposed bill recommends the
creation of asupervisory board, similar to that provided for traditional schoolsin fiscal emergency,
to manage any community school failing for financial reasons through the end of the school year.
Although community school opponents have criticized the concept of operating acommunity school
after it has succumbed to financial failure, a brief period of transition may be needed to place
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students of the school intheappropriate alternativelearning environment. Increased oversight by the
sponsor would help identify community schools that may be headed into financial peril and either
prevent abrupt closure for financial reasons or provide students and their parents an opportunity to
find a suitable school before the community school closes.

Recommendations 8-9:

8.

ODE should advocatelegislation to createapr obationary period for community schools
that may bein violation of their charter or Statelawsor rules, but arewilling and able
to complete a corrective action plan to rectify the non-compliance. A probationary
period should also be considered for community schools that may be in danger of
contract non-renewal or financial failure. Examples of statutes from Delaware,
Connecticut and Arizonamay provideatemplatefor the development of acommunity
school probation statute. ODE should also promote the adoption of legisation
permittingtheauthorizer to operateafailingcommunity school for afiniteperiod prior
to contract termination.

ODE should also support legislation permitting contract termination by both the
sponsor and, in alimited range of circumstances, the OSBE as the community school
oversight body. These circumstances should be limited to imminent danger to the
health and safety of thecommunity school employeesand pupilsor violationsof thelaw
that threaten the well-being of school employees or students. OSBE should only
terminate contractsin cases wher e the sponsor refusesto enact contract ter mination.
The sponsor should act as the primary responsible party with OSBE intervention
occurring only under extraordinary circumstances. The criteria for contract
termination should include elements such asthosefound in New Hampshire, Nevada,
New York and North Carolina’s statutes. By extending termination to the OSBE in a
limited range of circumstances, the General Assembly can ensure that OSBE
intervention ispossiblewhen a sponsor’ssupport of itsschool overridesthe obligation
to close failing community schools.

ODE should encouragetheadoption of legislation addressingthedistribution of assets
ininstanceswher eacommunity school hasclosed or hasbeen closed for academic, legal
or financial reasons. A deter mination of those partiesresponsiblefor debt held by the
community school should also beincluded. Assetsshould beused to pay any debtsto
creditors and employees of the community school. Any remaining funds should be
returned to the State. It is important to assign liability for debts to ensure that all
financial obligations of the community school are properly addressed.

D. Funding and Financing

The ORC contains a detailed description of the funding methodology for community schools. As
described in the ORC, community school per pupil amounts are deducted from the district-of-
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residence’s State Foundation revenue. ODE is responsible for operationalizing the funding
methodology outlined in the ORC.

Since the inception of community schools in Ohio, ODE has changed the funding methodology on
three separate occasions (see funding section). Each change has been in response to a problem with
a community school or a group of community schools. ODE has delegated the authority to verify
student numbers prior to payment to the districts-of-residence which creates a conflict of interest
between districts-of-residence that are losing funding and community school s that require payment
for services rendered. Transferring the power to verify FTEs for payment and deny payment based
on invalid community school information from ODE to the district-of-residence schools increases
the likelihood of false reporting and stonewalling by traditional public school districts.

ODE'’ schangesin funding methodol ogy have also cut funding to community schoolsduring critical
months. For exampl e, because of overestimationsof projected student enrollment during community
schools’ first year of operation, ODE has restricted July and August funding to 50 percent of
estimated enrollment. The ORC provides limited statutory guidance to ODE on funding
methodologies. However, the 50 percent reduction in funding harms community schools during a
crucial period of the school year. Exemptions are not made for schools with stable track records or
past histories of accurate estimates so that even experienced schools who may be adding grades
undergo funding reductions.

The complexity of the funding methodology creates additional complications in ensuring accurate
payment for FTEs to community schools. ODE’ s antiquated technology also creates difficultiesin
calculating Title 1 funding and tracking student utilization of the public education system during the
school year.

The source of fundsfor community school s continuesto be an issue of contention in the community
school debate. The funding for community schoolsis currently derived from State funds based on
the State Foundation Formula. A traditional public school district’ scapability to funditseducational
programsisbased onitsadjusted recognized valuation (ARV). Thedifferencebetweenthe ARV and
the per pupil amount (adjusted for the cost-of-doing-business) is the “state share” of the cost of
education. As described in the LOEO report, Community Schools in Ohio: Second Year
Implementation Report, Vol. 1, funding for community school pupilsisdrawn from the state share
of fundingtolocal traditional school districts. However, opponentsof community school sassert that
local and state funding cannot be easily divided and community school per pupil amounts indeed
contain local dollars.

In some states, radical changes have been made to the public education funding system to redress
funding discrepancies and quell the funding debates. Michigan, for example, undertook radical
constitutional changestoitsschool funding system. These changeshave created an environment that
maly better support charter schools and other entrepreneurial modelsin education. Ohio has used a
more conservative approach to school funding reform, making incremental changesin the funding
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methodology. However, the interplay between State and local dollars, especially in the case of
community schools, remains an issue.

In Ohio, the State funds approximately 46 percent of public school revenues. This amount has
increased dlightly throughout the past decade. Recent changes to the Foundation formulamay have
increased the level of State funding responsibility, but the issue has not been studied since the
changeswereimplemented. National studies have determined that states with the highest density of
charter schools tend to have sightly higher than average funding responsibilities. Yet, a strong
correlation between state funding and innovation has not been demonstrated.

A U.S. Department of Education study Venturesome Capital: State Charter School Finance Systems
determined that the manner in which students are funded varies greatly between states. Some states
limit charter school funding to state and Federal revenues. Other states provide all funding (local,
state and Federal) or a percentage of total funding to the charter school. However, the study
concluded that, despite all the attention paid to charter school funding, the differing methodol ogies
of how much funding follows astudent and the funding sources ultimately haslittle effect on district
or charter school finances.

The path of funding, though, isan important i ssue because misunderstandings over the funding path
have lead to misleading conclusions. A common misconception is that school districts pay charter
schools for students. In fact, new public school students generate new state aid for school districts
in amounts equivalent to the entire state foundation level. This amount is then paid to the charter
school, leaving thedistrict-of-residencefinancially unaffected (seea so community school funding
section). The method of counting pupils as members of the district-of-residence and subtracting the
per-pupil amount owed to the charter school form the district’ sfoundation payment isused in Ohio,
California, Colorado, Florida, Massachusetts and several other states.

Community school start-up and implementation grants are not administered in amanner congruent
with statute, Federal regulationsand Statelaw. ODE representatives provide varying interpretations
of grant rules prior to and during the administration of grants, which creates confusion in the grant
administration process. Also, ODE has not tracked or audited expendituresfor State start-up grants
on aregular basis. Community schools have also been excluded from public school grantsin a
number of areas, contrary to the rules of the grant. Because of the fluctuations in ODE grant and
funding policy, community schools may be excluded from receiving funding to which they are
entitled. In extreme cases, adj ustmentsand funding flow may irreparably harm acommunity school’ s
financia position and drive the school into financial failure.

ORC § 3314.03(a)(2) requires all Ohio community schools to apply for and receive Ohio not-for
profit status. The not-for-profit status exempts community schools from State sales tax. However,
community schools are not required to receive Federal tax exemption under the 501(c)(3) IRS
designation for charitable foundations. As a result, some community schools use Ohio taxpayer
dollars to pay Federal corporation taxes. In the first community schools implementation report,
LOEO noted that paying Federal corporation taxes as aresult of a community school’ s inability to
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obtain 501(c)(3) status was a poor use of State monies and did not appropriately safeguard the
resources of taxpayers. In FY 1999-00, only 61 percent of Ohio community schools had obtained
Federal tax exempt status. LOEO recommended that all Ohio community schools obtain Federal
501(c)(3) status.

Although no community schools have paid Federal corporation taxes to date, it islikely that some
schoolswill generate sufficient revenuesto incur Federal corporation taxesinthefuture. Federal tax
exemption requirementsinclude using an el ected board to run the organi zation which would restrict
the role of management companies in some community schools. However, obtaining Federal tax
exemptionwould put community schoolson par withtraditional public schoolsintheir tax liabilities
and potentially open avenues to additional resources for the community schools.

Recent Ohio legidation proposes allowing for-profit institutions to charter community schools. In
these cases, Ohio tax dollarswould be used to pay both State and Federal taxeswhich would detract
from the funds available to educate children. Federal tax exempt status requires community schools
to be organized for the benefit of the public and not for the benefit of aprivate person or corporation.
Astheintent of community school statutesisto expand educational opportunitiesfor public school
students, implementing a community school governing structure that does not reflect the public
service emphasis may detract from school’s ability to reap the same benefits as other public
institutions.

In both the case of for-profit schools and those that are not Federally tax exempt, the board may be
dominated by management company representatives. Both LOEO and AOS have expressed concerns
that these governing boards may not be representative of the community school’ s constituents and
may potentially encounter conflicts of interest between the needs of the school and those of school
service providers. If independent elected boards were emphasized as a criterion for contracts,
management companieswould be required to withdraw permanent members from Ohio community
school governing boards.

The ORC exempts community schools from most ad valorem taxes. Ad valorem taxes are taxes
imposed on the basis of the monetary value of the taxed item. Literally the term means according
to value. Ad valorem taxes are determined for two classes of property: real and personal property
suchasland, buildings, and cars, and intangibl e property such asstocks, bonds, and savings. In Ohio,
community schools are exempt from ad valorem taxes on public schoolhouses, school tangible
property, and the school grounds so long as they are not leased or otherwise used to generate profit.
Also leaseholds, or other estates or property, real or personal, given to acommunity school district
for the free education of youth without charge then the property isexempt (ORC 85709.07). Florida
and Michigan both explicitly exempt their charter school sfrom paying all types of ad valorem taxes.

Ohio community schools are not exempt from ad valorem taxes on leased equipment. Also, there
is no exemption for property rented by a public school from afor-profit company or for property
rented by a school for the purposes of generating a profit. Florida law exemptsindividual property

Community School Law 2-20



Ohio Department of Education - Community Schools Operational Review

owners from property tax on facilities leased to charter schools. (See also community school
facilities section.).

During AOS interviews, Ohio community school officialsreported difficultiesin establishing lines
of credit that would allow for the purchase of supplies and educational materials. Revolving credit
isavailable, but theinterest rates are high and the use of purchase agreements may extend payments
beyond end of thefiscal year in which debt wasincurred. The ORC prohibition against community
schools carrying debt beyond the fiscal year in which the debt was incurred makes it difficult for
community schools to use credit in the prior fiscal year to purchase for the upcoming school year.
However, recent interpretations of the ORC prohibition against long-term borrowing haveindicated
that borrowing is permitted so long as assets and revenues other than those derived from State
Foundation payments are used to secure the loan (see community school funding section).

In asurvey of other Charter School Law state’ s statutes, none prohibiting or permitting borrowing
were identified. Acquisition of debt isallowed in approximately 85 percent of Charter School Law
states' per state statues. In some states, the statutesindicated that debtsincurred by the charter school

remained with the charter school and were not the liability of the sponsor or state. Also, in several

states, such as Florida, Minnesota, California, Colorado, and North Carolina, facility borrowing is
outlined, sometimesin great detail. The ORC prohibition against borrowing has been relaxed under
HB 94 to permit the use of the State’ s guaranteed |oan pool. However, community school officials
have indicated that other types of borrowing are needed to fund fixed asset purchases, such as
computers and laboratory equipment. Theinability to borrow hasled several community schoolsto
ignore the ORC requirement (see Table 4-8 in the funding section), as indicated in AOS reports.

Recommendations 10-13:

10. ODE should support legisation requiring all community schoolsto obtain Federal tax
exempt status under section 501(c)(3). All community schools that are éigible for
501(c)(3) status should obtain Federal tax exempt status within their first year of
operation. Finally, sponsor sshould examinethegover nancestructureof all community
school proposalsto determine éigibility for 501(c)(3) status.

11.  ODE should advocate legisation requiring all community schools to be governed by
independent boards. The ORC should specify that the board be comprised of fiveto
seven member s independent of persons involved in a business relationship with the
school. I ndependencecould beencour aged by extending existing publicemployeeethics
lawsto community school board members. Also, ever effort should be madeto recruit
board memberswho have an expertise that isbeneficial to the community school.

ODE should alsosupport changestothe ORC to prohibit management companiesfrom
directly developing and operating a community school. However, if a management
company or other privateentity desired to becomea sponsor, the company could form
acharitablefoundation for that purpose. Thismodel hasbeen used by the Ford M otor
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12.

13.

Company to open a charter school through its non-profit cultural institution,
Greenfield Village and Henry Ford M useum. M anagement companies should only be
paidfor theservicesprovided tothecommunity schools, expensesincurred onitsbehal f
plusareasonablepr ofit. (Seealso community school monitoring and program over sight
section.).

ODE should examining funding methodologiesin other Charter School Law statesto
determineif the provision of state fundsis operationalized in the same manner asin
Ohio. ODE should report itsfindingsto thelegislature by June 30, 2002 and annually
thereafter. Although thefunding debate may continueto over shadow therelationship
between community and public schools, ODE should obtain empirical evidenceon the
methods and proportionsof stateand local funding used in other Charter School L aw
states. The impact of statutory changes and per pupil funding increases should be
examined inrelation toboth traditional public school districtsand community schools.

ODE’sfindingsshould beincluded in theannual report described in recommendation
6. As funding remains part of the continuing debate over community schools, a
calculation showingthefunding differ encesbetween community schoolsand traditional
publicdistricts should beincluded. Such a comparison addresses|legitimate questions
raised in the debate on funding for community schools and equity between public
schoolsin different regionsof the State. Revenue amountsshould be benchmarked on
an annual basis and shown both in aggregate and by sour ce (local, State, Federal and
private). Finally, thereport should include longitudinal infor mation to communicate
changesin funding during the past ten years.

ODE should recommend statutory changesto the Ohio General Assembly to exempt
non-profit community schools from ad valorem taxes on leased equipment and
property. Extending this exemption to non-profit community schoolswould put them
on par with traditional districtsin relation totheir tax liability. Exemption from these
ad valorem taxes would increase community school funds available for student
instruction. (See community school facilities section for a recommendation on
individual tax exemptionsfor community school rental property leaseholders.).

E. Contract Period

Ohio community school officials have asserted that the short contract length stipulated in the ORC
(five years) created barriers to obtaining third party funding and facilities. However, five years
appears to be the most common maximum charter term used by other Charter School Law states.
Table 2-7 shows the range of maximum charter terms.
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Table 2-7: Maximum Term of Charter School Contract

Maximum Term of Initial States # %
Charter
3years AR, DE, KS, VA, MN, OK, SC, UT 8 22.2%
4 years HI, MS, NJ 3 8.3%
5years CA,CO,CT,GA, ID, IL,FL %, LA, MA, NH, NM, NY, 19 52.8%
NC, OH, OR, PA, RI, WI, WY
6 years NV 1 2.8%
10 years AK, MI, MO 3 8.3%
15 years AZ,DC 2 5.6%
Total N/A 36 100.0%

Source: Charter School Law States' Statutes
Note: IN’stermis no less than three years, TX'sterm is specified in the charter, usualy five years
LFL permits arenewal for 15 years after the first 3 years of operation.

Short charter terms appear to be the norm with approximately 75 percent of maximum charter terms
expiring withinfiveyearsof theinitial chartering date. However, severa states usetermsbeyond the
common three to five-year period. Arizona charters schools for up to 15 years per contract with
reviews undertaken every five years. Floridawill renew a contract for amaximum of 15 years after
the first 3 years of operation. Also, Michigan, Alaska and Missouri grant charters for 10 years.
Indiana uses a minimum of three years while Texas uses aterm that is specified in the charter.

As a large number of states fall into the three to five-year charter term groups, strategies for
obtaining third-party funding and procuring facilitiesmay bewell devel opedin other Charter School
Law states. Ohio’s community schools have not extensively researched the strategies used in other
states to mitigate problems caused by short charter terms. OSO also has not pursued research on
methods used in other Charter School Law states to overcome barriers created by short chartering
periods. Somemethods are described in the community school facilitiessection andinclude several
schools borrowing as a consortium, developing more extensive State revolving loan funds, and
permitting the use of consumer credit.

Community schools' assertions that the five-year chartering period is too short to allow for the
development of strong planned giving programs and the maturation of programs to build school
infrastructure appears inaccurate when compared to programs and chartering termsin other states.
Y et, extended chartering periodsfor established, high-performing community schoolswould provide
agreater degree of long-term stability for community school pupils and their parents. Further, the
option to increase charter term length after an appropriate demonstration period may allow
community schools to better develop educational strategies to meet the needs of their target
populations.
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Recommendation 14:

14.  ODE should promote legislation to amend the ORC to permit extending chartering
term beyond fiveyear safter acommunity school hasdemonstrated financial stability,
satisfactory progressin student achievement and its ability to perform in accordance
withitscharter and Statelawsand regulations. Anincreased term after an appropriate
demonstration period would allow community schoolsto solidify planned giving and
other donation programs; secure, retain and upgrade community school facilities; and
implement long-term plans to tailor educational strategies to the school’s target
population.

F. OSBE and ODE Statutory Compliance and Inter pretation

On a nationa level, state education departments are confused about how they should deal with
charter schools. Somehavetheimpression that they areto keep “hands off” while othersassumethat
charter schools must adhere to the same standards as other public schools. Most simply assume that
if other public schools must adhereto aparticular regulation, the charter school issimilarly obligated
unless otherwise specified. OSBE and ODE appear to have adopted the former stance. ORC § 3314
limits the statutory requirements imposed on community schools, including several statutesrelated
to interaction between OSBE and public schools. Furthermore, the limited enumeration of OSBE
statutory duties has caused OSBE and ODE to adopt a cautious approach to community school
oversight, even in cases where their statutory duties would permit a greater level of scrutiny over
community school functions.

The ORC provides for two distinct functions through the OSBE. First, the OSBE may authorize

community schools and act as a statewide sponsor. Second, OSBE is required to operate a
department within ODE dedicated to providing technical assistance and support to all Ohio
community schools.

OSBE acted as the authorizing authority during the first year of community school implementation
in Ohio. By the time year two schools were applying for authorization, the contract review function
had been delegated to the newly formed OSO within ODE. The OSBE continues to approve
contracts based on the recommendations of OSO.

OSO wascreated immediately following theimplementation of community school law in Ohio. OSO
was staffed initially with approximately 4.0 full-time empl oyees, but the number has been increased
to 9.0 full-time employees dispersed through OSO and OSF. OSO has struggled with its role as
technical advisor to the community schools. This may be aresult of the limited experience of OSO
in community school operation and administration. During the four years of community school
operationin Ohio, OSO hasimproved itstraining program and its materialsfor community schools.
However, OSO provides training and materials only to state-sponsored schools. By ignoring non-
state-sponsored schools, OSO is only fulfilling half of its ORC mandate.
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Delegation of community school charter review from OSBE to OSO has created additional work
within OSO that has not been backed up with additional staffing. OSO appears to spend a large
portion of itstimein review of proposed charters. The charter review process hasimproved within
OSO0 but still has some areas in need of additional improvement (see management and over sight
section). Further, the inclusion of home schooling and voucher program duties under the umbrella
of OSO has created an additional drain on resources available for administration of the Community
School Program.

Some confusion on the part of state-sponsored community schools results from the dual roles
assigned to OSO — helper and enforcer. Because OSO has implemented limited training and
monitoring programs, it emphasi zes the role of enforcer to ensure community school compliance
with ODE rulesand Statelaws. OSO only workswith state-sponsored schoolsonalimited basisand,
as a result, most contact between OSO and state-sponsored schools is punitive. This makes it
difficult for OSO towin and keep thetrust of those community schoolsthat need to rely onthe office
for more in-depth technical assistance.

A community school riskssanctionsif it calls OSO for technical assistancein some basic areassuch
as the Educational Management Information System (EMIS), the Uniform School Accounting
System (USAS), and FTE reporting. This may discourage some community schools from using the
limited technical assistance available. During interviews, several community school officials
requested additional training and noted the lack of specialized training, regionalized training and
computer-based or distance learning for community school officials. Also noted was an absence of
adequately detailed handbooks for certain ODE systems that take into account the unique
circumstances of most community schools. If OSO implements the recommendations contained in
this review to train community school operators and monitor community schools throughout the
year, compliance reviews would become more perfunctory and less punitive.

ODE has only performed limited oversight functions for community schools in the area of school
finance through OSF. Other areas, specifically student achievement (ORC § 3307.10-11), code
compliance(ORC §3314.03(A)(11)(d)), charter fulfillment (ORC § 3314.03), |earning opportunities
offered (ORC § 3314.03(A)(11)(a)) and special education compliance (ORC Chapter 3323), have
been delegated to OSO or ignored atogether. ODE has chosen to not implement the same level of
oversight for community public schools asis provided for traditional public schoolsin these areas.

Most importantly, OSBE and ODE have chosentointerpret their legislative mandatein its narrowest
form. In severa areas where ODE has the statutory responsibility to interact with community
schools, systems of oversight and client servicethat are extended to traditional school districts have
not been extended to community schools. Thisisparticularly evidentintheareaof special education.
Furthermore, ODE and OSO have chosen to divest themselves of the responsibility of aiding and
monitoring non-state sponsored schools, in direct contradiction to the ORC. In other areas, such as
community school funding, ODE may have operationalized the statutein amanner inconsi stent with
good business practices by minimizing FTE oversight and reducing Foundation funding amounts
during critical community school operating periods.
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During the past four years, ODE has not used itsinternal resourcesto support the community school
system in Ohio. Existing departments and processes, like those found in the Center for Students
Families and Communities (services for exceptional children), Center for Curriculum and
Assessment (curriculum assistance/guidance, assessments), and Center for Finance and School
Accountability (school finance, grants management and accountability), have not been usedto assist,
monitor or improve the community school system in Ohio. ODE'’s reluctance to use existing
resources to support the community school program and the narrow interpretation of its
responsibilities has exposed ODE to criticism in the areas of technical assistance, monitoring and
oversight. Such criticism and limited initiative al'so callsinto question ODE’ s ability to expand its
role in monitoring the community schools program.

Community schools have floundered financially and academically without the provision of basic
servicesextended by ODE totraditional public schools. ODE hasnot collected or distributed reliable
data which would allow stakeholders to examine community schools progress with students.
Anecdotal evidence suggests success in some areas, but overall, OSBE and ODE’s limited
involvement in the community school program has impacted the efficiency of Ohio’s community
schools. Theuncertainty in OSBE and ODE'’ sroleinthe program, coupled with thelimited resources
devoted to community schools has created an atmosphere of self-limiting behavior on a variety of
educational issues associated with community schools.

In New Hampshire, the role of the state board is well defined and includes the following
responsibilities:

° Publish a sample charter school contract agreement.

° Disseminateinformation to the public on waysto form, convert, and operateacharter school.

° Promulgate uniform statewide annual deadlines and procedures for pupil enrollment
applications and school and parental enrollment decisions for charter and open enrollment
schools.

° Develop procedures and guidelines for revocation and renewal of a school's charter.

° Study and makerecommendati onsregarding theimplementation and effectiveness of charter
and open enrollment schools.

° Ensurethat the operation of charter schools does not result inillegal discrimination against

any category of pupils.

New Hampshire' s statutes do not reflect an oversight role except in the area of non-discrimination
of pupils. Instead, it provides the state board with broad responsibilitiesin assisting charter schools
with their development and technical needs. Oversight is exercised at the local level in New
Hampshire. Table 2-8 shows the responsibilities of other Charter School Law states' boards of
education as outlined in their statutes.
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Table 2-8: Responsibilities of State Boar ds of Education

Responsibilities of the State Board State
None. Alaska
New York
Pennsylvania
None. All responsibilities are between the charter applicant, the Department of Education, and the | Florida
Sponsor. Wisconsin
None. Everything is performed at the local level. Virginia
Minnesota
Grant, renew and terminate charters. Arkansas
Cdifornia
Connecticut
Delaware
Kansas
New Hampshire
Rhode Idand
Indiana
Texas
Grant, renew and terminate charters and hear appeals. Colorado
Georgia
Grant all charters and establish the requirements for the charter school application. M assachusetts
Grant, renew and terminate charters and supervise the system. Arizona
Grant, renew and terminate charters and supervise the system. Receive and review annual reports. Idaho

Grant, renew and terminate charters and supervise the system. Mediate in disputes. Receive and
review annual reports.

North Carolina
Utah

Grant charters and review all charter applications for approval. Administer loans and provide Louisiana

direction on oversight.

Mediate between sponsor and charter school in disputes or approvals. Approve al charters that Missouri

have been approved by sponsors.

Mediate in disputes. New Mexico
South Carolina

Approve contract between sponsor and charter school if compliant with the law. Illinois

Report to the Legidature on charter schools and may suspend the power of authorizing bodies. Michigan

Review applications for charter schools. Adopt rules and regulations to implement the Charter New Jersey

Schools Act.

Mediate disputes and review statutes to identify hindrances . Nevada

Receive and review annual reports. Wyoming

Sour ce: Charter School Law States' Statutes.

As Table 2-8 suggests, the responsibilities of the state board of education to charter schools vary
greatly between Charter School Law states. Similarities between the proposed duties of the state
board (see recommendation 1) can be found in Illinois, Michigan and New Jersey. Since ODE’s
role has been outlined as a technical assistance function through OSO, potential augmentation of
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ODE'’s role as educationa rule-maker and diminution of its enforcement requirements might
facilitate the development of consistent state-wide support and procedures for community schools.

Recommendations 15-17:

15.  ODE should delegate contract examination for state-sponsor ed schoolsto ODE’sL aw
Department whichiscurrently heavily involved in thecontract approval process. If the
legislatureadoptstherecommendationscontained in thisreview, the L aw Department
should review all community school/sponsor contracts for the appropriate funding
rulesprior to OSBE signing the contract.

0OSO’s tasks should be reoriented toward providing technical assistance to all Ohio
community schools. OSO should increaseitsfocuson training and technical assistance
for all Ohio community schools. OSO representatives should be actively involved in
monitoring schools and sponsors and be easily accessible to community school
operatorsin all regions of the State.

16.  ODE should implement morestringent financial monitoring procedures. ODE should
request that all contractsinclude a clause requiring the development and submission
of financial forecaststo sponsors. Asa component of sponsor ship, sponsor s should be
required to confirm the validity of forecasts and other budgetary projections. OSO
should increase FTE monitoringtomonthly for start-up schoolsand semi-annually for
schoolsin their first contract term. Field agents should be used to verify FTE counts
and the existence of appropriate individual education plans (IEPs). (See also
community school funding section.). By increasing monitoring functions, OSO’srole
in the Community School Program would become more constructive and allow OSO
to establish more positive relationships with community schools.

17. ODE should use its vast experience in developing educational rules for traditional
public schools to develop procedures and heightened technical assistance for
community schools. Community schoolsshould beintegrated intothe public education
system OSO that each ODE department serves community schools on a level
comparable to that provided to traditional public school districts. OSO should
coor dinate services for community schools between existing centers and offices.

G. Community School Compliance with ORC

Community schools are required to comply with several areas of the ORC. These include sunshine
laws, privacy laws, and several areas of financial management and controls. Duringinterviewswith
community school officias, unfamiliarity with ORC requirements was frequently cited as abarrier
to maintaining operations in compliance with State law. Non-state sponsors tended to provide their
schools with agreater degree of training in ORC requirements outside of ORC §3314. Thetraining
provided by non-state sponsors tended to focus on alayman’ s understanding of ORC requirements.
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Material s provided by OSO and avail ablethrough the ODE web sitetend to focus community school
attention on the requirements of Chapter 33 (Education and Libraries) and specifically ORC §3314.
Emphasis is also placed on EMIS, FTE reporting, special education requirements and other
educationally-centered issues. Where areas of the ORC are covered intraining or in ODE literature,
compliance tends to be higher, even if some community schools fall short in operationalizing the
requirement. There is a demonstrated effort by community schools to use EMIS, USAS and other
required systems.

In areas that are not covered in ODE training or literature, severa shortcomings were identified.
Most of the shortcomings centered around record keeping and financial management. Areas
identified in evaluations performed by ODE and audits performed by the Auditor of State remain
uncorrected. The probable cause for inattention to areas of non-compliance may be unfamiliarity
with ORC requirements and limited experience in school or governmental operations. In schools
with high degrees of compliance with ORC requirements, administrators had former work
experience in school finance or school administration, and/or board members had similar kinds of
experience and were able to provide guidance to the school’ s administration.

Asacomponent of regular financial audits, the Auditor of State conducted compliance reviews on
certain ORC requirements. In the course of compliancetesting for FY 2000-01, severa areas of non-
compliancewereidentified. The areas with the highest rates of non-compliance areshownin Table
2-9.

Table 2-9: ORC Vioalations Cited in Community School Audit Reports

Recommendation Per cent
Maintaining Board Minutes (ORC §121.22) 45.0%
Monitoring Financial or System Controls (ORC § 5705) 45.0%
Personnel Contracts (Date of hire, wage, deductions and certifications) (ORC §3319.08) 20.0%
Public Records Availability (ORC §149.43) and Formal Policy for Public Records 15.0%
Conflict of Interest Policy (ORC §3313.33) 12.5%
Record Retention (ORC §149.351) 10.0%

Sour ce: Auditor of State FY 1999-00 Community School Financial Audit Management Letters
Note: See also Table 4-8 in the community school funding section.

The absence of board minutes, the most prevalent ORC violation, impacts a community school’s
ability to demonstrate that operating decisionswere made by the governing authority, in compliance
with ORC requirements. Like the board minutes, records retention, personnel contracts and public
records are essential to demonstrate a school’ s accountability to its sponsor, the legislature and the
citizenry. Lapses in monitoring financial and other system controls expose the community school
to fraudulent expenditures and potential legal findingsfor recovery of funds. In extreme cases, poor
monitoring of controls has led to financial failure.
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Other areas of minor non-compliance were noted as well. In 7.5 percent of community schools
audited in FY 2000-01, the school was deficient in the following:

° Providing proof of teacher certification (ORC § 3319.08)
° Developing a policy on the employment of family or close friends (ORC § 3319.21)

In 5.0 percent of community schools audited in FY 2000-01, the school was deficient in the
following:

° Developing a data retention policy (ORC § 149.01, 3319.32-3319.35)
° Submitting EMIS reports to ODE (ORC § 3301.0714)
° Authorizing of all contracts by board (ORC § 3313.17)

In 2.5 percent of community schools audited in FY 2000-01, the school was deficient in the
following:

° Conducting background checks on applicants who apply to the district (ORC §
3319.39(A)(1))
° Establishing aformal travel policy (ORC § 3313.12, 3315.06, and 3315.15)

Less frequent instances of ORC non-compliance may indicate a greater level of overall familiarity
with these statutes by the community schools. However, the absence of board minutes and system
control monitoring practices shown in Table 2-9 occur in alarge number of schools and point to a
limited understanding of governmental entity procedures by community school developers and
operators. Whilecommunity schoolsmust havethegreatest level of understanding for the conditions
of ORC § 3314, they also must be sufficiently familiar with the remainder of ORC Chapter 33 to
fulfill al pertinent ORC requirements.

Central Michigan University (CMU), aMichigan charter school sponsor, noted that itsschoolswere
having substantial difficulty in meeting reporting requirementsfor State and Federal programs. CMU
identified al reporting and compliance requirements for its schools and prepared a CD-ROM
explaining exactly what had to be done. In future years, CMU’ s charter schools will receive their
CD-ROMs with reporting schedules, template forms and the previous year's data for easy
amendment and electronic filing.

Recommendations 18-20:

18.  OSOshould provideintensivetrainingto prospectiveboar d member stoacquaint them
with their statutory duties under the ORC. Likewise, new community school
administratorsshould berequired to undergo a brief but intensivetraining on school
operationsunder Ohio statutes. Finally, AOShasdeveloped an onlinetraining course
Ohio Financial Accountability Certification that would aid community school board
members and administratorsin better under standing their fiduciary responsibilities
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as they relate to government finance. The online course should be strongly
recommended to community school operators and board members.

19.  Community school officialsshould ensuretheir compliancewith Ohiolaw and confirm
redress of management letter comments prior to the next audit period. As
recommended in AOS management letter s, community schools should establish audit
committeesto over seetherectification of financial management and control problems
identified in financial audits.

20.  Community school sponsor s should closely monitor community schools' development
of governing board minutes and financial and other system controls. Because these
areas show the greatest incidencerate of non-compliance, additional attention may be
needed to ensur e complete adherenceto Ohio law and standard practice. Community
school governing boards should ensurethat their actions are adequately documented
in written form.

H. ORC Exemptionsfor Community Schools

Community schools are exempt from several ORC statutes that govern public schools. Appendix
A contains abreakdown of statutes by topic and shows exemptions and non-exemptions. In general,
ORC requirementsand exemptionsfall into eleven broad categories. These categoriesareasfollows:

Curriculum requirements,
Enrollment requirements;
Organizational requirements,
Financial management;
Human resources management;
Facilities,

Food Service;

Transportation;

Student records;

Student health; and

Other statutes (miscellaneous).

During AOS interviews, community school officials noted that the exemptions comprised “trivial”
areas and that community schools were required to meet all important statutory requirements. On
the other hand, traditional public school officialshaveinterpreted the exemptionsto comprise highly
important statutory requirements and feel that the statutory exemptions should be reexamined.

Thevaryinginterpretationson exemptionsare better understood when examined by topic. Inthearea
of educational and curriculum standards (Table A-1), community schools are exempt from all
reguirements except those related to special education. Because community school officialsusually
have no prior public school experience, their understanding of therestrictions created by curriculum

Community School Law 2-31



Ohio Department of Education - Community Schools Operational Review

requirementsislimited. Public school officials, on the other hand, must work within the constraints
of the State curriculum and educational standards and believe the importance of such requirements
ismost apparent in students who may return to the district of residence after attending acommunity
school.

Enrollment requirements(Table A-2) area so relaxed for community schoolswhich must adhere
to requirements related to the admittance of kindergartners and participation in post secondary
options. Traditional public schools, which may struggle under compulsory education, open
enrollment and truancy statutes, are understandably concerned about thelax enrollment requirements
for community schools. However, thecharter school model requires nimble enrollment requirements
and the ability for acommunity school to grow on agrade by grade basis. More flexible enrol|ment
policiesare necessary to allow community schoolsto grow at aratecommensuratewith their abilities
to provide instruction to students.

Community schools are not required to follow ORC organizational requirements (Table A-3)
relating to the formation of a board or the development of rules. Recent problems surrounding the
role of management company representatives on boards and the impact of their decisions on the
governance of the school call into question the responsibility of sponsors and the legislature in
offering limited guidance on the devel opment and responsibilities of the governing board. Further,
conflictsof interest and the presence of the spouses of school managers on the governing board, may
be at fault in some community school problems.

Community schools are also exempt from all ORC financial management (Table A-4)
reguirements except thoserelated to statefinancial audits. Based on AOS audits, community schools
may benefit from some statutory requirementson thetraining of financial officers, disposal of assets,
tax exemptions, forecasting, purchase orders and cash controls. These areas have been noted to be
continually weak in the financial management and operation of community schools. This
requirement is consistent with most other Charter School Law states (63 percent). The fact that
charter schools do not have much freedom from state audit regulations reflects the expectation of
accountability for public funds.

Community schools are exempt from several ORC requirements in the area of human resour ces
management (Table A-5). However, community schools are required to adhere to ORC
requirements for the State Teachers Retirement System (STRS), School Employees Retirement
System (SERS), Occupationa Health and Safety regulations, Ohio’s Equal Pay Act, Civil Rights
Act, Whistle-blower Law, Collective Bargaining Law, Worker's Compensation Law and
Unemployment Compensation Law. Community school officials noted that the STRS and SERS
surcharges for part-time employees had a dramatic impact on their operating revenues. Further,
certification requirements were noted as a barrier to obtaining qualified educational personnel, a
sentiment echoed by the traditional districts interviewed. Although Ohio recently amended its
certification requirements to permit an individual to teach prior to fulfilling university education
requirements, the amendment requires the individual to pass the state licensure test prior to
employment in aschool. Inits current form, the amended certification law does not meet the needs

Community School Law 2-32



Ohio Department of Education - Community Schools Operational Review

of community schools or public districts as on-the-job and concurrent training is not feasible. New
Jersey, Illinois and Colorado have amended certification requirements to permit college-educated
professionals to teach after receiving a short period of intensive training and continuing their
education through the pursuit of a Master’ s degree in education through their first two years on the
job.

Community schoolsareexempt fromall ORC requirementsintheareasof facilities(TableA-6) and
food service (Table A-7). However, under ORC § 3314, community schools are required to adhere
toall Public School Building Codes. Anintensive search of ORC, Ohio Administrative Code (OAC)
and Ohio School Facilities Commission (OSFC) recordsindicatesthat public school building codes
have not been defined. Instead, community schools are currently required to meet all Ohio Basic
Building Code standards as defined in ORC 8§ 3791. In the area of transportation (Table A-8)
community schools must adhere to bus driver requirements as specified in ORC § 3327.10.

ORC student record and reporting requirements (Table A-9) are also relaxed for community
schools. Community schools must maintain student privacy and submit to record requests from a
student’s new school, but are exempt from keeping photo records of the child, collecting certain
statistical data and reporting annual updates on these statistics, and certain student offenses to the
OSBE.

Community school officials, however, described several problemswith theuse of EMIS asthefields
for teachers and administrators are too narrow to show the tasks undertaken in community schools.
Furthermore, community schools input data on a monthly basis but then must replicate the data by
hand to submit FTE accounting for repayment by ODE. Community school official sstated on several
occasionsthat theinformation they providein FTE reportsisthe same datainput into EMIS. ODE’s
reluctance to use EMIS for FTE reporting indicates a lack of confidence in EMIS and an over-
reliance on manual processes and requires the community schools to perform what essentialy is
monthly “busy work.” Although ODE is updating the FTE process (see community school
funding), an update of EMIS to integrate reporting modules is not expected until 2004.

Also, ODE has reportedly undertaken a student records management project to update the EMIS
system. However, this system will be devel oped in accordance with ORC § 3301.0714(D)(1) which
prohibits "the reporting...of any personally identifiable information about any student, including a
student's social security number, name, or address, to the state board of education or the department
of education or to any other person....” The applicability of and need for a statewide student records
management system that contains student identifiersis great as it would alleviate record exchange
problems faced by both community and public schools. Several secured systems containing highly
personal data are maintained by other Ohio agencies. ODE would need to gain the support of the
Ohio General Assembly to change the ORC prohibition against a system of this type.

Community schools are required to adhere to several student health requirements (Table A-10)
including child abuse reporting and certain types of medical screening. However, community schools
are exempt from Medicaid Healthcheck requirements, requiring certain immunization records and
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several provisionsrelated to drug abuse prevention education. Neither community schools nor the
traditional districts interviewed commented on the matter of student health requirements.

Finally, community schools are required to adhere to several ORC provisions that do not fall into
adistinct category (Table A-11). Theseinclude the Ohio Ethics Law, sunshinelaws, public records
laws, proficiency testing, and laws and rules granting certain parent rights. It is under the
miscellaneous category that several community school officialsindicated the laws were restricting
their ability to create innovation in education. When examining those ORC requirements and
exemptions that do not fit into the prior categories, the exemptions in the miscellaneous category
appear insignificant in comparison. However, the requirements embody several important
reguirements that ensure public access to information regarding the performance and operation of
community schools. It isperhaps because of the wide variance in importance attributed to the Ohio
Ethics Law, sunshine laws, and public records laws by community school officials that these were
some of the most often noted areas of nhoncompliance.

Floridacharter schoolsare exempt from most Floridaeducation statutes. However, they arerequired
to adhere to statutes similar to those imposed on Ohio community schools. An OPPAGA study of
Florida charter schools found that charter school operators reported that increased autonomy and
flexibility had several benefits. These benefitsincluded the following:

Expedited academic programming to meet individual student needs;
Discontinuation of programs that did not produce intended results;
Faster and lower cost purchasing;

Flexibility in hiring and ability to fire non-performing staff; and
Reduced reporting requirements.

Under Florida law, both traditional and charter schools may apply for waivers from additional
requirements. The Florida Department of Education has reportedly approved hundreds of waivers
of teacher certification requirements.

Nationally, half of the 38 Charter School Law states automatically exempt charter schools from
many state laws and regulations. The other half either require negotiation for exemptions, issue
waivers on a case by case basis or ban waivers altogether. The U.S. Department of Education
identified four major exemptionsfrom state education regul ations. These exemptionsareasfollows:

° Freedom from collective bargaining requirements (72 percent of all charter school laws);

° Freedom from state teacher certification and credentialing requirements (60 percent of all
charter school laws);

° Freedom from state budgeting and auditing requirements (14 percent of all charter school
laws; and

° Freedom from student assessments (14 percent of all charter school 1aws)
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The emphasison state budgeting and auditing requirements, and state student assessmentsindicates
a continued emphasis on accountability over public funds.

Recommendations 21-25:

21.  ODE should promote legislation to retract some of the ORC exemptions surrounding
the organizational structure and management of community schools. Specifically,
governing board member s should not be involved in a business relationship with the
community school. All gover ning boar dsshould beindependent bodiesr eflective of the
school and community in which they serve.

22.  ODE should advocatelegidation to retract someof the ORC exemptionsfor financial
management and reporting. Specifically, criteria for financial officer training,
forecasting and cash controls may merit additional regulation in Ohio community
school laws. Theindividual servingasafinancial officer for acommunity school should
berequired to obtain 40 hours of continuing education in financial management and
accountability on an annual basis. All community schools should be required to use
annual budgets and produce five-year forecasts like other public schools.

23.  ODE should recommend that the General Assembly revise ORC § 3314.05 to remove
thelanguage surrounding Public School Building Codesand replaceit with Ohio Basic
Building Code standards. As Public School Building Codes have not been developed
independent of the Ohio Basic Building Code, a modification of the language would
provide community school operators with greater clarity in the requirements for
community school facilities.

24.  OSO should ensurethat all community school officials receive sufficient training on
Ohio lawsincluding public records laws, sunshine laws and Ohio ethics laws.

25.  ODE should promotelegislation toupdate Ohioteacher certification requirementsfor
candidateswho hold bachelors’ degreesin an appropriatesubject toincludean on-the-
job training or mentoring program to be used in conjunction with Masters' degree
studiesin education. Practices like those used in New Jersey and Indiana would help
alleviatetheshortageof qualified candidatesin both community schoolsand traditional
public school districts.

|. Special and Vocational Education

Several community school swere devel oped especially to serve special education students. Although
disability advocates have expressed concern that special needs populations may be excluded from
community schools, national and other studies performed by Charter School Law states’ have shown
that the percentage of students with disabilities served in community schools is comparable with
those served in traditional public school districts. A recent Michigan study and follow-up report
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found that ascommunity schools mature, their popul ations of disabled studentsgrow to mirror those
of the districts-of-residence. Low populations of students with disabilitiesin first and second year
community schools may result from under-identification, which is usually resolved as the school
matures. Also, community school operators sometimeshavedifficulty in obtai ning information about
a student’ s disability status, either because the parent does not want to divulge the nature of the
disability or the district-of-residence does not forward the student’s IEP. However, the small
classroom sizetypical of community schools may encourage enrollment of children with disabilities
and lead to earlier and more thorough identification of disabilities.

In schools that were developed to serve regular education students, some first and second year
community schools were not sufficiently familiar with State and Federal law to appropriately
administer services to students with special needs. Often, community schools that were not
devel oped to serve specia populationshavedifficultly serving specia needsstudents. Staff members
and school operators have little experience with special education and, because the schoolsare new,
they may not have proceduresin placeto screen and provide servicesto special education students.
Because of the low margin between operating costs and revenues, community schools may have
difficulty obtaining all necessary servicesfor special needs students. In some cases, scarce services
and the high cost of services and assessments serve as a barrier to identification of needs.

Community schoolsarenot familiar with the potential financial impact of inappropriately maintained
[EPs. While the school may be billing ODE for services in accordance with a child’s known
disabilities, the absence of an updated IEP with corresponding professional assessments of the
child’ sabilities can cause the community school to lose funding during the annual ODE-FTE audit.
ODE representatives noted that, in annual FTE audits, inappropriately maintained 1EPs often
contributed to ODE “overpayments’ and community school s being required to return fundsto ODE.
When aschool was unableto document its classification of achild sdisability, the special education
weighted amounts were disallowed and the school was required to return the funds to ODE. The
Federal Department of Education has devel oped ahandbook for charter school personnel that further
outlines the areas all charter schools must consider when serving specia needs populations.

Although al Ohio public schools adhere to State and Federal regulations concerning the
identification and serving of children with disabilities, ODE requires community schoolsto follow
Ohio’s Model Policies and Procedures for the Education of Children with Disabilities (Model
Policies). The Model Policies handbook is highly detailed and very clear in its presentation of
appropriate procedures for the identification and education of each category of disability. All state-
sponsored community schools, per their contracts, must use the Model Policies in serving special
needs students. However, ODE doesnot conduct regular follow-up to ensure adherence to the M odel
Policies.

ODE's Office of Exceptional Children (OEC) conducts procedural audits when it receives
complaintsabout acommunity school’ sserviceto aspecia education student. ODE records showed
aminimal number of complaints, but the OEC required corrective action plans of each school. Y et,
OSO0 did not incorporate the corrective action plan into annual site visits and the OSO annual and
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contract renewa evauations do not include an examination of identification and educational
practices for students with disabilities.

In contrast, the Pennsylvania Department of Education (PDE) has provided a substantial amount of
technical assistance and guidance to Pennsylvania charter schools. Although few regulations for
special education have been amended to accommodate charter schools on anational level, PDE has
been very conscientiousin its effortsto assist its charter schools in implementing special education
services. PDE is considered anational leader in providing support to charter schoolsin the area of
special education matters. PDE i ssues statements on specia education geared to charter schools, has
proposed charter school special education regulationsto itslegislature, and has devel oped a Charter
School Resource Kit containing forms, regulations and general guidance documents. Training
sessionsa OSO include aspecial education emphasiswith courses offeredin procedural safeguards,
evaluation, transition and behavior support. In addition, PDE conducts annual on-site visits to
provide individual consultation regarding special education.

Likewise, Arizona has an enhanced special education program at the State level designed to meet
the needs of charter schools. The Arizona Special Education Department assigned a contact person
to each charter school to provide technical assistance. Also, Arizonarequires all schools to submit
documentation prior to receiving special education funds. The documentation includes child
identification, IEPS, the types of facilities, the number and types of teachers and support personnel
and the school’ scomprehensive system of special education devel opment and parental involvement.
Although the Arizona Department of Education expanded itstechnical assistance programs, charter
school operatorsin Arizonastated that training wasneeded earlier inthe school devel opment process
and should continue to be expanded in scope.

TheFloridaDepartment of Education (FDE) provides charter schoolswith alist of special education
“do’sand don’ts” which encapsul ates the most basic special education requirements. The FDE also
providesits charter schoolswith acomprehensive list of statutes at the State and Federal level that
pertain to special education.

In contrast, a Michigan charter school study expressed several concerns with the management of
special education within Michigan charter schools. The study questioned whether charter schools
werefully living up to their obligation to serve special education students. In many Michigan charter
schools, special education studentsare mainstreamed. Thistechnique may be overused to reducethe
financial impact of serving specia populations. Also, some Michigan charter schools admitted
special education students at the beginning of the school year but, after the ADM count, counseled
the students to move to another educational setting.

Concern regarding excessive mainstreaming of specia education students or limited identification
of specia populations have also been expressed at the nationa level. A U.S. Department of
Education report on charter school finance remarked that the merits associated with mainstreaming
and increased self-esteem stemming from the removal of special education labels must be weighed
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against possible abuses. Offering no specific special education programs has the potentia to
discourage the enrollment of special education students or may diminish needed services.

Theuseof FTE funding raisesimportant implicationsfor special education and at-risk students. The
U.S. Department of Education study Venturesome Capital identified that, despite weighted funding,
high absenteeism rates among special populations could cause charter schools serving these
populations to experience reduced funding levels. The reduced funding per student may impact a
charter school’ s ability to meet the extra educational needs of at-risk students. The loss of funding
for charter schools and itsimpact on programs for at-risk students is not unique to charter schools.
It appears that all schools districts that serve disadvantaged children face the same potential
problems.

Most states use a weighted per-pupil amount methodology to fund special education. Funding is
based on theidentified handicap. Two longitudinal studiesnoted that special education expenditures
had risen sharply in the past 25 years. The studies found that, on average, specia education costs as
apercent of al district expenditures rose from 4 percent to 7 percent. These cost increases are of
particular importance to charter schools asthe smaller size of charter schools makes the absorption
of higher costs difficult. States that provide extra funding for high cost children help mitigate the
impact of serving specia populations on the educational programs for other students. A national
study commissioned by the U.S. Department of Education recommended that states examine the
feasibility of permitting charter schoolsthat are not under school districts to provide arrangements
for special education students in a manner similar to traditional school districts. Under most
interpretations, a charter school must offer services for all special needs students internally.
Traditional districts may provide services appropriate to the child in alocation that is accessible to
the student. Allowing charter schools to contract out services or serve some special populations
through charter school consortia would relieve some of the special education financial burden on
charter schools.

V ocationa education also requiresadditional practicesand policiesbeyond thoserequired for regular
education students; however, the increased costs of vocational education have not been studied on
anational scale. Until FY 2001-02, the Ohio Foundation funding vocationa education weighted
amount was not extended to community schools. Community schools emphasizing the building
trades have been formed and operated in Toledo (Academy of Business and Technology), Dayton
(ISUS Trade and Technology Preparatory) and Cincinnati (ISUS Trade and Technology). 1SUS
Trade and Technology was the first community school to receive additional funds under the new
funding rules. Operators of vocational education community schools noted that the increased costs
of vocational education required additional support for instructional materials and teachers.
Representatives from ISUS Trade and Technology commented to the Cincinnati Enquirer that the
increased vocational education weighted amount would help support the school’s year-round
educational calendar. Both ISUS|ocationswere established to target failing and drop-out prone high
school students.
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Recommendations 26-28:

26.

27.

28.

ODE should expand the checklist used for monitoring community schoolsto include
all itemsthat require measurement, complianceor benchmarking. Sitevisit checklists
should include not only FTE reporting practices and student achievement, but also
ODE enrollment trendsfor studentswith disabilitiesin community schoolsto ensure
that all State and Federal laws guaranteeing access to free public education are
fulfilled.

Special education requirements should be added to the annual monitoring checklist.
All complaints surrounding community school services for students with disabilities
should befully investigated and correctiveaction plansshould bedeveloped. ODE and
theschool’ ssponsor should, duringannual monitoringvisits, ensurethat thecorrective
action plan hasbeen completed and that all instances of non-compliance arerectified.

OEC should conduct random sitevisitsto ensurethat all | EP conditionsarebeing met
and that students are served in the least restrictive environment applicable to their
handicap. ODE should ensurethat all contractsfor community schoolscontain clauses
requiringtheschool tofollow Ohio’sM odel Palicies. M odel Policiesshould beincluded
in OSO trainingon aregular basis. Also, during theannual monitoring sitevisit, OSO
should document that the Model Policies are being employed. Finally, OSO should
recommend that all community schools use U.S. Department of Education, Office of
Civil Rights handbooksto ensure adherenceto applicable Federal laws.

OEC should regularly survey community schools to determine if the schools are
obtainingappropriateassessment servicesand instructor s. Shor tagesof such per sonnel
and serviceshavebeen noted in both traditional public schoolsand community schools.
Community schoolsshould beper mitted to pool resour cesor obtain outsideinstruction
for students with select special education needs as is permitted in traditional public
schools. Under current ODE rules, community schools are not permitted to pool
resour ces to make mor e effective use of their special education weighted funding. If a
statutory change is required, ODE should support legislation to permit community
schools to address special education needs in a manner similar to traditional public
school districts.

OSF should study theimpact of additional special education and vocational education
weighted amounts on community schools' ability to provide servicesto students. The
impact of weighted amountsand their usein community schoolsshould betracked over
afive year period and the data aggregated into a public report. As some community
schools have reported that weighted amounts are insufficient to provide for certain
disabilities and vocational education experiences, OSF’'s report could be used to
determineif theweighted amountsadequately meet the costs of special and vocational
education in Ohio.
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Future ORC Enhancements

During theresearch for this project, the Auditor of State examined statutes from all Charter School
Law states. For those states that began the devel opment of charter schoolsearly inthe 1990's, it was
noted that the statutes have undergone major revisions. In the final stages of fieldwork, statutory
changeswith sweepingimplicationswerenoted in Californiaand Floridaand wereincorporated into
certain sections of thisreport. Overall, experienced Charter School Law states have amended their
charter school lawsin an ongoing processto find the best fit with their system of education. AsOhio
gains additional experience in the administration, monitoring and oversight of its community
schools, legidative changes may be required to modify the system to best meet the needs of itspublic
education system.

In its role as public education program administrator, ODE should take a leadership role in
promoting positive change in the Community School Program. Within this operational review, 109
recommendations have been included emphasizing improvements to the Community School
Program. ODE should foster legislative changes to the Program to increase the efficiency and
effectiveness of Ohio’s community schools. Finally, ODE must implement changes to its
management of thecommunity school program to guaranteethat necessary changesareimplemented
in atimely and comprehensive manner.

While most amendments to Charter School Law states’ statutes were incremental and addressed
problems and shortcomings of prior legisative efforts, some statutes appeared to be in direct
response to isolated incidents of school failure. In its endeavor to develop comprehensive laws to
meet the needs of all public schools, Ohio lawmakers should ensure that statutory changesintegrate
the needs of all public education institutions and do not limit educationa opportunity. ODE, as
Ohio’ s public education rule maker, should ensure that the same holds true for new rules devel oped
to address identified problems in community schools and their relationship with traditional public
schools.

Future statutory changesareinevitablein devel oping the best system of public schoolsfor Ohio. The
inclusion of community schools has broadened choice and enhanced instructional innovation.
However, continuing concerns over the financial and organi zational stability of community schools
sometimes overshadows the strides they have made for individual students during their short life-
gpanin Ohio. Asinother states, the community school system should become more stable over time,
and the statutes governing their operation and interaction with traditional public schools will be
tailored to best meet the needs of the citizenry and Ohio’s public school students.
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Community School Monitoring and
Program Oversight

Background

In accordance with Ohio law, the Ohio State Board of Education (OSBE) is responsible for policy
forming, planning and evaluative functionsfor the State’ s public schools. The Ohio Department of
Education (ODE) isresponsiblefor implementing OSBE educational policiesand providing certain
servicesto all public schools.

Ohio Revised Code (ORC) § 3314.01(B) creates community schools as public schools within the
State of Ohio and establishes the following entities as potential sponsors of community schools:

State Board of Education;

Lucas County Educational Service Center (LCESC);

University of Toledo;

Board of Education in a*“Big Eight” school district; or

Board of Education in a county or district in academic emergency. (see also community
school law section).

The sponsor contracts with the governing authority of the proposed community school and is
responsible for monitoring the community school’ s performance and compliance with the contract.
Contracts are limited to no more than five years. OSBE has delegated the responsibility for
monitoring and oversight of state-sponsored community schools to the Superintendent of Public
Instruction who manages the Ohio Department of Education (ODE). Within ODE, the Office of
School Options(OSO) isresponsi blefor monitoring state-sponsored community school sfor contract
compliance.

OSO was established by ORC to provide technical assistance to community school developers,
sponsors and established community schools. Since FY 1999-00, OSO consultants have conducted
pre-operational and semiannual site visits of state-sponsored community schools. During the site
visits, OSO consultants determine the community school’ s compliance with the contract and legal
requirementsthrough inspection of theschool’ srecords, i nterviewswith administratorsand teachers,
and classroom observations. OSO contracted with SchoolWorks to develop a model protocol for
eval uating community schoolsfor contract renewal. Themodel protocol waspiloted in the Summer
of 2000 with the Richard Allen Academy. Ten state-sponsored community schools are now in the
fourth year of their five year contracts.

OSO0 is aso responsible for managing the contract approval process for state sponsored schools.
Although thetimeline used for contract acceptance and approval has been revised, thetimeline does
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not reflect the needs of community school developers or start-up schools. Tight time frames at the
conclusion of the approval process make it difficult for community school developers to secure
facilities and hire teachers. Furthermore, ODE often misses its own deadlines during the contract
approval process. In some cases of contract revisions, community school operators receive no
response from OSO on the requested revisions.

LCESC, the University of Toledo, Cincinnati Public Schools (CPS), Akron Public Schools and
Dayton Public Schools and several other sponsors are operating schools during FY 2001-02. The
methods of monitoring and assisting the schools vary greatly, but local assistance and oversight
appearsto be the most effective. During interviews with community school operators, LCESC and
CPS were cited as having the most effective monitoring programs. LCESC and CPS visit their
schools on at least a monthly basis. OSO was cited as having the least effective monitoring and
support system because consultants for all but one region are located in Columbus and are not
accessible to community school operators. Sponsors conduct site visits and annual audits of their
community schools. Inthe case of LCESC, the sponsor a so actsasfiscal agent, monitoring revenues
and expenditures for the community school.

Each community school isoperated by agoverning board. While not required to meet most statutes
regarding school board operation, governing board’ s fulfill the same role for a community school
and arerequired to adhereto Ohio Sunshineand Ethicslaws. In someschool s, management company
representatives also fulfill roles on the governing board. Twice during the past four years this has
created a substantial conflict of interest and, in one case, drove the school into financia failure.

Asmost community school operatorsbegintheir experiencein educationwithlittle previoustraining
in school operations, timely and compl ete technical assistanceis of utmost importance. OSO offers
some technical assistance, but only to state-sponsored community schools. LCESC also offers
technical assistance through courses, forums and one-on-one training at the community school site.

Holding charter schools accountable is a vital function to maintaining strong charter schools.
According to a U.S. Department of Education study, in 56.4 percent of states with charter school
laws, charter schools must report to multiple agencies. Nationally, charter schools may be required
to report to all or some of the following agencies:

State educational agencies;
State boards of education;
The charter school authorizer;
State auditor;

State legislature; and

Other state entities.

The intention of establishing charter schoolsisto improve student performance through increased
educational flexibility. The increased flexibility results in the need for a higher level of
accountability for charter schools than the traditional public schools model.
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Through the history of community schools in Ohio, contention exists regarding the role of the
monitor versusthe use of market forcesand “transparency” to ensure public accountability. Ohio has
developed a hybrid with limited guidance about monitoring provided by the ORC, but with the
responsibility lying at the local or sponsor level. Charter schools operate as public schools, with
sponsors retaining the monitoring responsibilities. This report section addresses the most pressing
issues in monitoring and oversight. These issues include state oversight of the community school
program; sponsor and governing board level monitoring of community school operations; state
technical assistance and training; and management company influence on community school
operation.

Findings and Recommendations

A. State Roles and Responsibilities

ODE has severa statutory and technical assistance functions for all public schools. Although
community schools are public schools, ODE has not taken a leadership role in the Community
School Program and has responded to programmatic flaws in a reactionary manner. As a Sponsor,
ODE has not adequately planned for the development of the Community School Program or
developed standard policies and procedures for contracting, funding, monitoring or evaluating
community schools. ODE has provided little monitoring or guidance to the State-sponsored
community schoolsor to other community school sponsorsin the State through technical assistance.
ODE does not have asystem in place to formally eval uate the community schoolsit sponsors or to
oversee statutorily required areas such as funding and special education for non-State sponsored
community schools.

Ohiolaw doesnot explicitly definetherole of sponsoring organizations or indicatethat the State has
a responsibility for oversight of sponsors or community schools not sponsored by OSBE (see
community school law section). According to ORC § 3314.11, OSO isresponsible for providing
technical support and servicesto facilitate the management of all community schools, sponsors and
developers. ODE has determined OSO’s responsibility is to provide monitoring and technical
assistanceto State-sponsored community schools. ODE assumesthe other sponsorsareresponsible
for ensuring community schools are complying with the terms and conditions of the contract, but
does not oversee other sponsors to ensure they are appropriately monitoring their community
schools.

Local political forces and individual perspectives on charter schools are important factors in
determining the approach states and sponsors will take in overseeing charter schools. For example,
Massachusetts’ law does not clearly define how the state should hold charter schools accountable
for their performance, but Massachusetts has developed a model charter school accountability
system. Charter school programs like those in Massachusetts and Chicago are viewed as an asset
to the educational system and a means to improve educational options for families through high
standards and greater performance accountability.
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Sponsors differ in their abilities to monitor and oversee the day to day operations of community
schools. AccordingtoaU.S. Department of Education study, no government agencieswere prepared
to oversee charter schools when the movement first started. Lacking the expertise and resources to
monitor and eval uate charter schools, most sponsors focus on compliance, financial solvency and
the lack of negative publicity more than academic performance. Some sponsors, like the
Massachusetts State Charter School Office and the Chicago Public Schools Charter School Office,
arevery involved and have frequent contact, both formal and informal with their individual charter
schools. However, most sponsors are more reactive and only get involved with a charter school
when complaints or problems arise.

Charter school operators are aware that the sponsor is not likely to initiate any contact with the
school. Thisisespecialy true when sponsors are responsible for many schools but have little staff
to perform oversight duties. Without a central entity responsible for coordinating oversight of
sponsorsor community schools, the State cannot ensurethat all community school sare meeting high
educational standards or maintaining financia stability. Additionally, the U.S. Department of
Education holds state departments of education responsible for ensuring that community schools
receiving Federal fundscomply with Federal laws. Consequently, ODE must ensurethat community
schoolsarein compliance with Federal civil rightslaws. However, ODE isnot required to fulfill the
role as statewide oversight body where community schools are concerned.

In Minnesota, charter school laws include provisions for state oversight of sponsors and charter
schools. In order to sponsor a charter school in Minnesota, a prospective sponsor must file an
affidavit with the Department of Children, Families and Learning (DCFL). The affidavit for
sponsorship clearly states the sponsor’s responsibilities and requires the sponsor to provide
assurancesthat all legal requirementswill be met. Additionally, the sponsor isrequired to monitor
the charter school at |east annually and report theresultsto DCFL. By clearly defining the sponsor’s
responsibilities and requiring sponsors to apply for the authority to sponsor charter schools, the
DCFL is better able to oversee charter school sponsors (see aso sponsor’s roles and
responsibilities subsection).

Additionally, in states like North Carolina, the State Board of Education has the right of final
approval on contracts between a sponsor and charter school. States may al so oversee sponsors and
charter school sthrough reporting mechanismsoutlinedinlaw or through departmental policies. State
departments of education represent akey reporting agency in some states’ charter laws. According
to a U.S. Department of Education report on the state of charter schools, in every state except
California, at least two-thirds of schools had made areport or planned to make areport to the State
Department of Education.

In contrast, Ohio law does not require non-State sponsored community schoolsto report to ODE on
contractually-defined performance indicators. However, community school governing authorities
arerequired to submit annual reportsto the sponsor, parents of enrolled studentsand the Legidlative
Office of Education Oversight (LOEO). LOEO is charged with the responsibility for creating a
composite annual report on community schools. However, this report does not contain individual
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school performance information and LOEO is not required to submit the composite report to ODE.
In addition, LOEO found that many community schools are not reporting their progress on
contractual performance indicators. Thislack of adequate reporting by community schoolsis also
evidence of limited monitoring by the sponsors. The sponsor is responsible for ensuring its
community schools are meeting the legal requirements for reporting performance information.

Similar to traditional public schools, all community schools are required to report financial and
academicinformationto ODE through the Department’ s Education M anagement Information System
(EMIYS). For purposes of accountability, ODE’s Center for School Finance and Accountability
incorporatesthisinformation into community school reportsregardlessof sponsor. However, current
statutes do not require reporting of contractually-defined performance indicators or provide
regquirements for accountability of the sponsoring authority. Traditional public school districts are
held accountabl e for the performance of schoolsintheir districtsthrough the School District Report
Card. However, if aschool district convertsabuilding to acommunity school or sponsorsastart-up
community school, the district is not held accountable for the school’s performance. Each
community school istreated asit’sown school district and ODE issuesan individual report card for
each community school after two years of operation. Under current law, a school district could
improve it's own report card by converting a low-performing school to a community school and
removing the school’ s scores from the district’s report card. Furthermore, the community school
report cards do not provide ODE with information regarding the community school’s progress on
areas of performance identified in the contract.

Nationally, many sponsors have found it difficult to match testing programs and performance
indicators to charter school goals and student needs. However, some states have made progressin
establishing accountability programs to measure student progress and hold charter schools
accountable. North Carolina requires its charter schools to comply with the State’s Educational
Accountability Program in which the State sets specific goalsfor all traditional and charter schools.
Charter schools may propose an alternate accountability model for approval by the State Board of
Education. North Carolina public schools, including charter schools, receive incentive money for
meeting or exceeding their performance goals. Likewise, Minnesota's DCFL developed a charter
school accountability framework to assist charter school sand sponsorsin devel oping accountability
and measurement systemsreflective of aschool’ sparticular goals. The framework includes a set of
indicators used to categorize all public schools and is posted on the department’s website. The
DCFL further requires that each charter school identify two academic and two non-academic goals
each year. Minnesota, like other states, has determined that the information provided by State
proficiency tests provides useful but limited information for the evaluation of charter school
performance. For thisreason, several states have adopted a pre/post test approach using nationally
norm-referenced tests. This approach allows community schools to demonstrate academic growth
over the course of aschool year and better underscores the academic gains of at-risk children who
may enter the charter school working below grade-level.
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Recommendations 29-31:

29.

30.

31

Asdescribed in ODE’sM anagement Plan for the Administration of Ohio’sCommunity
Schools (management plan) which isbeing drafted in conjunction with the Auditor of
State’ s Office, ODE should reor ganize the Office of School Optionsand provide OSO
with ahigh level of responsibility for approvingand monitoring sponsors. OSO should
also develop policiesfor proposal to the legislature and rules for approval by OSBE.
Finally, OSO should serveasaleader in promoting the community school programin
Ohio. If ODE becomesthe authorizer of sponsors, all state-sponsored schools should
either negotiate a new charter with a recognized sponsor or be assigned a sponsor by
ODE.

Based on proposed legidative changes recommended in the community school law
section, OSBE should advocatethedevelopment of astatutory system of accountability
for sponsors of community schools. ODE should require prospective sponsors to
execute a contract with ODE for consideration as a sponsor. The contract should
clearly outline the sponsor’s responsibilities and require the sponsor to provide
assurancesthat all legal requirementswill be met.

Community schoolsshould report annually totheir sponsor s. Sponsor sshould annually
provideareport on the performance of community schoolsunder their supervision to
0S0O. 0OSO should review annual sponsor reportsand produce both Sponsor Report
Cardsand an aggregatereport for use by the General Assembly. By creating asystem
of accountability for community schools, sponsors and ODE, the State can better
ensure that all schools are meeting high educational standards and maintaining
financial stability.

If ODE becomesthe authorizer of sponsors, ODE should require sponsorsto provide
information about their financial position, the percentage of community school
revenues they will charge to community schools for administrative costs, and their
plansto remain financially viable in the event of school failure. This should also be
incorporated as a criterion for approval as a sponsor and set forth in statute. Any
sponsoring agency should be financially sound to minimize the potential conflict of
interest between monitoring a community school and receiving revenue for
sponsor ship. As a component of new legislation describing the role of sponsors, the
per centage changed for administrative expenses should be limited to a reasonable
amount and should be limited to areimbursement for services provided.

If ODE becomes the authorizer of sponsors, it should set minimum standards for
required academic and non-academic per for mance measur es and allow sponsor sand
community schoolstheflexibility tochoosefrom avariety of per formancemeasur ement
methods. Sponsors should continue to have the discretion to define performance
thresholds in the contract with the community school. ODE should also require
community schools and sponsors to report on progress in achieving contractually-
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defined performance indicators. By establishing minimum standards and requiring
community schoolsand sponsor storeport on these standar ds, ODE can ensurethat all
community schools are developing appropriate measures of performance while still
allowingtheflexibility toaccount for measur ement of innovativeeducational programs.

B. OSO State Level Role and Function

OSOisnoat fulfilling itsrole as prescribed by law. OSO was established by law to provide technical
support to al community schools, sponsors and devel opersand to provide servicesthat facilitate the
management of the community school program. OSO is not identified as the sponsor or contract
monitor in ORC. However, OSO has taken over the role of sponsor and contract monitor as
delegated to the office by the State Board of Education.

OSO consultants have historically been housed centrally in ODE’s Columbus offices. Based on
discussionswith community school officials, aregional approach to providingtechnical support may
be the most effective. In the Spring semester of 2001, OSO entered into an agreement with the
Trumbull County Educational Service Center (TCESC) to housetwo OSO consultantsat the TCESC
facility. The Trumbull County consultants provide technical assistance and monitor community
schoolsin’Y oungstown, Akron, and Cleveland. The Trumbull County consultants meet face-to-face
with the community schools and may drop-in on the schools at the school’s request or as a
component of annual evaluation follow-up. This set up allows the consultants to better assess the
community school’s needs and provide the necessary technica assistance. Community schools
representativesreported anincreased level of partnership with the regional consultantsand saw this
as an improvement from the centralized service provided by OSO. Similarly, Central Michigan
University, achartering entity in Michigan, is considering moving toward aregional structure with
specialized staff in several locations. A movetoward regional officesreflects an attempt to provide
schools with a supportive operating environment.

According to ODE job descriptions, the OSO consultants must have a working knowledge of
budgeting, management, workforce planning, human relations, operational policy and regulations,
and school law. OSO consultantsreview contract applications, conduct sitevisits, apply for Federal
grants and provide technical assistance for State-sponsored community schools. The six current
OSO consultants state that they are understaffed to handle the current workload.

In North Carolina, consultants are located centrally but work closely with the sponsors. North
Carolinaconsultants have masters degrees or higher, school experience or prior experiencewith the
Department of Public Instruction, which is the department that houses the community schools
division. Each consultant oversees approximately 30 schools and is responsible for providing
technical assistance or finding appropriate technical assistance for the schools. In addition to
providing technical assistance, the consultants have monitoring and reporting dutiesthat require on-
site visits during which strengths and weaknesses are identified.

In California, the consultants must passthe civil service examination for Department of Education
(DOE) classification. Along with the examination, the staff must haveteachers’ credentialsor have
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earned a Masters degree and have experiencein program administration. Currently, Californiahas
consultants located centrally, however, due to the size of the state, the consultants are going to be
located regionally in the future. The consultants provide technical assistance while the monitoring
and oversight roleisthe responsibility of thelocal sponsors. The consultants act as advisorsto the
sponsors, should the sponsors need help carrying out their responsibilities in monitoring schools.

In Texas, the staff al have bachelor’'s degrees and some have advanced degrees. Staff have
experience in data collection, education, and business. Texas has consultants stationed centrally,
however, training is coordinated by the consultants and done regionally. The consultants provide
the following servicesto all charter schools:

Handle the application process;

Provide assistance to phone-in requests,

Perform site visits to provide technical assistance and address complaints;
Apply for Federal start-up grants;

Address complaints on non-compliance;

Handle the charter amendment process;

Provide recommendations to charter school administrators;

Handle the charter renewal process; and

Keep al contracts and complete annual reports.

Arizonahouses 20 percent of all charter schoolsin the nation. The manager of the Charter School
Division is the former director of a private school and has experience in communication and
organization. The consultants are located centrally and their roleisto help sponsors upon request,
allowing the sponsor to oversee the charter schools. Therole of the consultant isto collect datafor
the sponsors who are responsible for evaluating the charter schools performance. The state office
maintains a database of charter school data including addresses and grades of students.

In Minnesota, the consultants themsel ves are sponsors of seven schools. The Minnesota consultant
has a doctorate in educational development, policy and analysis. The department |ooks for people
with aworking knowledge of schools, preferably charter schools or choice schools, as well as the
ability to present and develop programs and providetechnical assistance. Theroleof the consultant
is to assess the charter schools' compliance with the contract for purposes of contract renewals.

In Michigan the state charter school office is responsible for the following tasks:
° Categorizing and filing documents;
° Answering phones; and

° Applying for Federal charter school grants.

The Michigan office representative stated that it is understaffed and is unable to provide the
assistance that the charter schools would like to have.
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Based on interviews with Ohio community school representatives, OSO is not providing the level
of services necessary to adequately oversee or support the current number of community schools.
Similar to charter schools nationally, State-sponsored community schools recognized the need for
the following services from ODE:

In-service teacher training;

Invitations to district staff meetings and workshops;

Mail courier service;

Involvement in district extra-curricular activities;

Grant notification and writing assistance;

Transportation of students at levels equal to categorical funding; and
Copies of various forms used by the school district.

If ODE becomes the authorizer of sponsors, al state-sponsored schools will either negotiate new
charters with appropriate sponsors or be assigned to arecognized sponsor in their region. The U.S.
Department of Education found sponsors generally are understaffed to effectively perform the
monitoring and oversight duties necessary to enhance the success of charter schools (see aso
sponsor roles and responsibilities subsection).

Recommendations 32-33:

32.  Asrecommended in the community school law section, ODE should reorganize the
structure of Ohio’s community school program and reallocate job duties within the
Department. OSO should be responsible for monitoring sponsors and providing
technical assistance to sponsors, developers and community school operators. ODE
should focus oversight activities on community school sponsors, but should continue
to perform full-time equivalent (FTE) audits and individual educational plan (IEP)
verification as a component of its oversight activities (see community school funding
section). OSO should provide technical assistance to community schools through
consultantsstationed in regional officeson apart-timetofull-timebasis. Thisproposal
could be accomplished without additional positions. Sponsors should be responsible
for providing the day-to-day supervision and monitoring of their community schools.

By focusing its efforts on a smaller number of sponsors, ODE will be ableto provide
an enhanced level of service and better refine its policies and technical assistance
activities. If no changes are made in the structure of the community school program,
ODE should ensurethat OSO providestechnical assistanceto sponsor s, developer sand
community schools as prescribed by law and perform the sponsor’s roles and
responsibilities as outlined in recommendations 2 and 34. Additionally, OSF
coordinators should continue to perform FTE audits and verification of 1EPs as
discussed in the community school funding section.
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33.  Sponsorsshould belocated, or haverepresentatives within, the same geographic area
asthe community schoolsthey sponsor. By being mor e easily accessibleto community
schools, a sponsor can provide more frequent face-to-face contact and more closely
monitor itscommunity schools. Frequent monitoringand technical supportisespecially
important for new community schools to increase their chance of success (see also
sponsor roles and responsibilities and technical assistance subsections).

C. Sponsor Roles and Responsibilities

Charter schools' relationships with their sponsors are defined in part by law and aso by ongoing
state and local debates on school innovation. ORC § 3314.02(C)(1) establisheswhich Ohio entities
are permitted to sponsor community schools. However, Ohio law doesnot explicitly definetherole
of thesponsor. Furthermore, ODE hasnot devel oped policiesregarding therolesand responsibilities
of community school sponsorsto help guide sponsorsin authorizing community schools. Asshown
in Table 2-1 in the community school law section, ORC provides the following general
responsibilities for sponsors:

° Evaluate the school by performance standards stated in the contract;

° Requirethecommunity school governing authority to submit an annual report of itsactivities
and progress in meeting its financial and performance standards,

° Require the community school governing authority to submit a comprehensive school plan;
and

° Terminate or non-renew a contract under certain conditions (see contract renewal
subsection).

Thelaw does not address monitoring or technical assistance tasks and ODE has not further clarified
the roles of the sponsor in these areas.

According to a U.S. Department of Education study, charter school sponsors fall into one of the
following categories:

° Ambivalent about approving charters, and conduct only minimal oversight;

° Reluctant to approve charters, yet conduct aggressive compliance-based oversight;

° Willing to approve charters, and conduct balanced performance and compliance-oriented
oversight; or

° Enthusiastic about approving charters, yet conduct minimal oversight.

Based on this description, ODE appears to fal into the first category. OSBE approves new
community schools each year, but ODE provides minimal monitoring and oversight of State-
sponsored community schools. Monitoring and oversight activities performed by ODE tend to be
compliance-based and do not focus on performance (see ongoing sitevisits subsection). Similarly,
the U.S. Department of Education found some state departments of educationsgenerally leave state-
sponsored charter schools alone unless the schools run into financial trouble or become
controversial.
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The study found sponsors that are committed to charter schools and determined to promote quality
try to minimize charter school problems and failures. These sponsors screen applicantswell, make
sure charter school developers prepare good instructional plans, and provide resourcesfor financial
and management technical support. Thistypeof sponsor realizesthat new charter school devel opers
need help and provides assistance to meet the needs. Charter schools' sponsorship in Washington,
D.C. exemplifiestheneed for sponsorsto have greater involvement with charter school sat each step
in the process. The DC school board has not closely monitored the charter school it sponsors and
has experienced controversial problemswith its schools. In contrast, the DC Public Charter School
Board has experienced greater success and less controversy with its charter schools by being more
involved with its charter schools. As a sponsor, the DC Public Charter School Board carefully
reviews charter school applications, provides access to financial, managerial and educational
information and closely monitors operationa charter schools. Additionally, studies have found
authorizers that sponsor multiple schools are more likely to have written procedures for the
following:

° Granting the charter;
° Revoking the charter; and
° Imposing sanctions.

Similar to Ohio, the role of sponsors in other states is not well defined in law (see community
school law section). However, stateslike Minnesotahave devel oped policiesthat specifically define
the sponsorsrole. Minnesota established the following responsibilitiesfor charter school sponsors:

° File an affidavit with the Department of Children, Familiesand Learning (DCFL) stating its
intent to authorize a charter school;

° Negotiate a written contract with the charter school board of directors;

° Oversee the charter school compliance with the contract;

° Review the performance of the charter schools periodically and report the results to the
DCFL;

° Monitor and evaluate the fiscal and student performance of the school and assess afee for
this service;

° Disseminate information to the public regarding how to form and operate a charter school;
and

° Terminate or non-renew a contract under certain conditions.

Withtheexception of six states, charter school sponsorsreview, negotiate, oversee charter termsand
monitor student performance. The six statesthat do not require sponsorsto perform all these duties
only require the sponsors to review, negotiate, and oversee the terms of the charter while the state
board or other state body reviewsand monitorsthe charter schools. Although not statutorily required,
most sponsors monitor key performanceareas. Table 3-1 showsthe areasvoluntarily monitored by
charter school sponsors according to a national study.
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Table3-1: AreasMonitored By Charter School Sponsor s*

All Schools Some Schools No Schools

Instructional practices 53.0% 13.0% 34.0%
Financial record keeping 91.0% 2.0% 6.0%
Compliancewith Federal or state

regulations 89.0% 4.0% 6.0%
Student achievement 96.0% 2.0% 2.0%
Other student performance indicators,

such as attendance rates 68.0% 13.0% 19.0%
Diversity of student body 58.0% 7.0% 36.0%
Governance/decision-making 60.0% 13.0% 28.0%
Parent satisfaction 65.0% 11.0% 24.0%
School waiting list 55.0% 7.0% 39.0%
Enrollment numbers 79.0% 2.0% 19.0%
Staff or student turnover rates 56.0% 7.0% 38.0%

Source: U.S. Department of Education Evaluation of the Public Charter Schools Program: Y ear One Eval uation Report
2000
! Percentages may not total to 100.0 percent due to inconsistent non-response rate.

Asshown in Table 3-1, sponsors reported focusing on the areas of student achievement, financial
record-keeping and regulatory compliancein their monitoring activities. Some chartering agencies
reported monitoring the following areas in addition to those shown in Table 3-1:

Delivery of special education services,

Test administration;

Maintenance of facilities;

Insurance coverage,

Hedlth and safety;

Employee rights and qualifications;

Adhering to orientation and mission of the charter school;
Student discipline; and

Meeting curriculum standards.

Sponsors surveyed by the U.S. Department of Education indicated in the future, they would
emphasize clarification of expectations and increased monitoring of charter school operations and
performance outcomes. Sponsorsindicated aneed for astronger emphasison performance standards
for better measurement of progress and to enhance oversight activities,
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Nationally, many charter school sponsors lack funds and resources to adequately monitor charter
schools. Asaresult, these sponsorsfocustheir efforts on approving new schools and reacting to the
serious problemsthat develop. Similar to other states, Ohio allows sponsors to charge community
schools a fee for the provision of certain services. Table 3-2 shows the statutory provisions for
administrative fees for Ohio and the Charter School Law states.

Table 3-2: Statutory Administrative Fee Provisionsfor Sponsors

State Administrative Fees

Ohio Sponsor may charge community school afee as set forth in the contract.
Florida Sponsor charge afee of 5% total revenue to the charter schools.

Michigan Sponsors charge afee not to exceed 3% of thetotal school aid received during

the school year.

Minnesota Sponsor may annually assess the school up to $10 per student up to a
maximum of $3500.
Sour ce: Ohio and peer state charter school laws

In Ohio, LCESC charges its community schools a 2 percent administrative fee based on the total
amount of State Foundation support received, although some LCESC contracts authorize up to a
maximum of 4 percent in administrative fees. In addition to ongoing monitoring and technical
assistance, the treasurer of the LCESC serves as the chief financia officer for the school through
itssecond completefiscal year of operation. Theboard of the school may chooseto havethe LCESC
treasurer continue to serve as the chief financial officer, at their option. Further, the treasurer is
responsible for maintaining all financial records for the school.

Table 3-2 shows that Florida, Michigan and Minnesota also alow sponsors to charge an
administrative fee for the services they provide to charter schools. In Florida, school districts
manage the charter contract along with collecting and reporting data for the state. The school
districtsreceive 5 percent of the FTE funding from charter schools to cover these activities. These
states have placed limits on the amount that a sponsor may charge. In contrast, Ohio doesnot limit
the amount of thefee. Sponsors should be compensated for the servicesthey provide to community
schools. However, community schools receive limited funding and the State must ensure that
sponsors are not overcharging community schools for these services.

Recommendations 34-35:
34.  ODE should recommend that the General Assembly consider clearly definingtheroles

and responsibilities of community school sponsors in ORC. At a minimum, the
responsibilities of community school sponsor s should include the following:

o Negotiateacontract with thecommunity school gover ningauthority that meets
the minimum requirements outlined in ORC;
° Monitor community school compliance with all legal requirements and terms
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of the contract, including legal and educational requirements related to

facilities,;

° Monitor and evaluatefiscal, organizational and academic performanceat least
annually for established schools and more frequently for schoolsin their first
charter term;

° Report results of evaluation of community school performance to ODE and
parentsannually;

° Provide technical assistance to community schools; and

° Renew or terminate contract based on performance of community school.

By clarifying thesponsors' rolesand responsibilities, ODE can better ensure sponsors
are aware of their duties in monitoring community school contracts and can hold
sponsor s accountablefor their performance of these duties. Sponsorsshould provide
community schools with clearly defined performance expectations and increase
monitoring of community school oper ationsand per for manceoutcomes. Other Charter
Law States, like Minnesota and Arizona, have implemented similar measures to
enhancetheir charter school programs.

35.  ODE should monitor the administrative fees charged by sponsors and determine an
appropriate maximum fee based on theamounts charged by L CESC and other states.
ODE should recommend to the General Assembly that the ORC be changed to reflect
a cap on administrative fees. By setting an appropriate cap, ODE can help protect
community schools from being overcharged while allowing sponsors to receive
compensation for their services.

D. Contract Process

The charter or contract establishes the rel ationship between the community school governing board
and the sponsor. ORC § 3314 identifies the sponsors and establishes minimum standards for the
contract, but does not define the process for developing and evaluating the contract. The
development of the contract is important because the contract identifies the services, goals and
expectations that will be fulfilled by the community school and the sponsor. Many community
school devel opers require assistance in devel oping the contract and defining the specific goals and
performance measures for their schools. Sponsors often provide technical assistance and feedback
throughout the contract process to assist schools in identifying the components of their programs.
Sponsors aso establish timelines for various steps in the contract process. It is important that
timelines allow ample time for contract review and that approval dates give schools adequate time
to implement start-up activities. Each Ohio sponsor has developed its own procedures for the
development and approval of community school contracts.

Nationally, most sponsors received their first charter school applications before they had created
specific contract review and selection processes. Generally, sponsors created ad hoc processes for
theinitial applications and then refined contract processes through trial and error. Like community
school developersin Ohio, charter applicants in other states have experienced confusion over the
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contract approval process. Changing requirements, lack of clear documentation and staff turnover
contribute to this lack of clarity.

OSO0 has devel oped procedures for OSBE to contract with community school developers seeking
state sponsorship. OSO’s application and contract guidelines lack sufficient detail to provide
prospective community school developers with the information necessary to easily navigate the
process. Prior to April, 2001, OSO provided devel opers with comprehensiveinstructions, detailing
each stage of the process. However, OSO revised the procedures in April, 2001 and the
corresponding application guide is less detailed than the previous document.

Chart 3-1 shows the OSBE-sponsorship process from request for application through preliminary
agreement.
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Chart 3-1: ODE Contract Approval Process, Application to Preliminary Agreement
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AsshowninChart 3-1, OSO reported holding workshopsonamonthly basisfor devel opment teams
interested in applying for acontract with OSBE. Theseworkshopsareintended to inform the public
about community schools and to answer questions about the process. However, the OSO page on
the ODE websiteindicatesthat these workshops have not been scheduled for the current school year.
Information provided to AOS indicated that workshops have been scheduled for January and
February 2002, however this information was not updated on the ODE website (see also website
subsection).

OSO’s process requires the devel oper complete and submit an application to OSO by July 31% for
schools intending to open within 12 - 14 months. OSO established policies and procedures for
evaluating community school developers applications for State Board-sponsorship. Asindicated
in Chart 3-1, applicationsare read both individually by each consultant and by the whole OSO staff
in a consensus review. Applications must have an overall consensus score of at least four to merit
an interview. Developers with scores of four and above merit an interview with OSO consultants.
Following the interview, a second staff consensus meeting is held to determine if the developer
meets the cut-off score and should be recommended for a preliminary agreement. OSO’s
recommendation for a preliminary agreement is reviewed by ODE administration and submitted to
OSBE for approval at the next regularly scheduled meeting. If approved by OSBE, the devel opment
team isawarded a preliminary agreement and ODE indicatesitsintent to work in good faith toward
acontract.

After the preliminary agreement andinitial start-up fundsareawarded, the devel oper and OSO begin
the contract approval process. Chart 3-2 shows the State-sponsored process from preliminary
agreement to contract approval.
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Chart 3-2: ODE Contract Approval Process, Preliminary Agreement to Contract
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Once OSO and the devel oper have signed apreliminary agreement, criminal background checksare
performed for the community school board and the school employees. In the words of OSO
consultants, the developer is “strongly encouraged” to attend the second workshop to receive
contract materials. A contract iscompleted by the developer and submitted to OSO for review and
approval. Any school intending to open inthefall of the following year should have the completed
contract submitted to OSO for review by December 31%. ODE contracts with a panel of expertsto
review the contract proposal and make recommendations for approval in conjunction with OSO
consultant’s review and recommendations. If the contract is recommended for approval by the
review panel and OSO consultants, the contract isreviewed by the ODE’ s Chief Legal Counsel and
OSO’slegal consultant.

Once the potential contract meets the legal requirements, it is submitted to OSBE for approval. If
at any time during the contracting process, the contract does not meet approval then it is sent back
to the devel oper for revision. If approved by the State Board, acontract is signed by the community
school’ sgoverning authority and the ODE. After the community school receives asigned contract,
the devel oper attends workshop I11 sponsored by OSO. The school then becomes eligiblefor up to
$50,000 in State and Federal implementation funds (see community school funding section).
Schools must open between July 1st and September 30" or the school must postpone opening until
thefollowingfiscal year. OSO acknowledged that thistimeframeisvery tight and isbacking up the
contract review process in an attempt to give community school developers more time to become
operational .

According to OSO, the contract policies and procedures are constantly being refined. However,
OSO0 does not have standard written procedures for revising its policies or communicating changes
to community schools or to other personnel within ODE. Numerous people are involved in the
contract process, but their roles within the process are not clearly defined. Also, an AOS review
found incomplete and inconsistent documentation related to the contract process. Information was
not readily available and OSO staff indicated the versions provided were in the process of being
revised. OSO indicated that they continually revise the contract approval process in an effort to
make improvements. However, the frequency of changes in procedures and lack of clear
communication leads to confusion for community school developers.

In contrast to the chartering process established by OSO, LCESC has developed a comprehensive
manual to assist community school developers through the process of establishing a LCESC-
sponsored community school. The manual outlines the following components of the process:

Overview and Preliminary Proposal;

Charter Application and Supporting Documentation;
Charter Award and Contract Negotiations; and
Initial Operations.

Inthe handbook, LCESC providesan overview of the contract process. The LCESC processconsists
of 10 steps which are clearly detailed in the handbook provided to community school developers.
LCESC' s process includes a preliminary proposal and contract application process. Additionally,

Community School Monitoring and Program Oversight 3-19



Ohio Department of Education - Community Schools Operational Review

the handbook providesalist and phone numbers of personnel who help with the chartering process.
ODE's report on policies and procedures regarding community school grant programs is also
provided with the LCESC’ s handbook.

A Review Committee comprised of a broad representation of Lucas County area business persons,
educators and community members reviews the applications submitted. The Review Committee
recommends applications for approval to the Superintendent who makes the final decision as to
whether to charter the school. Only those applications approved by the Superintendent are chartered
by the LCESC. However, the Superintendent indicated that all schools approved by the Review
Committee have been approved.

Contracts authorized by LCESC indicate a specific date for the new charter school to become
operational. Should the applicant not meet the contracted starting date, LCESC may extend thetime
to become operational for up to six months. However, the extension terminatesthefirst Monday in
October. If the agreed starting date is not met, the contract becomes null and void. The applicant
must then reapply for an approved charter.

Other states have also devel oped written policies and procedures for implementing charter schools
and provide these policiesto charter schoolsin the form of a handbook. For example, Arizona has
developed acomprehensive charter school handbook to provide information and materialsto assist
developers in preparing applications and contracts. Like OSO and LCESC, Arizona's process
includes application and contract phases. Charter school developers' applicationsand contractsare
evaluated by the sponsors and approved by the appropriate board.

The purpose of the Arizona handbook is to help facilitate the application process and provide
technical assistance in the following areas:

Understanding the key elements of |egislation establishing charter schools;
Providing answers to frequently asked questions regarding charter schools;
Providing information about contracts; and

Identifying resources from the Arizona Department of Education and other agencies.

Themanual isintended to be a source of referenceto provide the necessary information to any party
interested in chartering a school. In contrast to OSBE, Arizona provides community schools a
calendar of eventswhich liststhe annual requirementsfor the chartered school. Thislistisincluded
in the handbook and was designed to ensure that the required dates are met and for use in internal
planning and control. Reference to the legal authority, the activity and the section of the manual
which addresses the issue was provided in the calendar of events. Arizona's charter school
handbook provides charter school developers resources for the application and contract process as
well as information to provide technical assistance after a school is chartered (see also technical
assistance subsection).
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North Carolina established awebsite to provide information in the following categories pertaining
to charter schools:

General information;

Dates and deadlines;

Funding issues; and

Accountability and eval uation/testing issues.

North Carolinaencourages partnershipswithlocal boardsof education or withthe Board of Trustees
of one of the University of North Carolinacampuses. Applicantsmay also apply directly to the State
Board of Education.

Recommendations 36-37:

36.

37.

ODE should develop a model handbook containing up-to-date written policies and
procedures for contract approval. This handbook should provide developers with
specificinformation toassist in preparingacommunity school contract. Thehandbook
should provide the contact person in charge of the contract process, the formal dates
established to provideinfor mation tothepublic, legal requirementsand other relevant
information for developing a contract. Similar to Arizona and L CESC’ s handbooks,
OSO should also include technical assistance infor mation as described aboveto assist
community schools with their continuing resour ce needs. LCESC and other Charter
Law States have found that written policies and procedures facilitate the contract
process and improvethe quality of the contracts produced.

If the General Assembly makes the organizational changes recommended in the
community school law section, ODE should require sponsors to provide a
comprehensive handbook describing the contract approval process to prospective
community school developers. The handbook should follow a format similar to that
recommended for OSO and currently used by L CESC and other states. The handbook
should be provided in electronic form on ODE’sweb site and should beincluded asa
component of OSO’ straining program. Finally, OSO should ensur ethat thehandbook
and accompanying training isuser friendly.

ODE and other sponsors should revise the timelines for contract approval. At some
pointsin the process, thetimelinesleave only a short duration for implementation of
contract terms. Sponsor s should amend the appr oval processto permit sufficient time
for community school developers to locate and secure facilities, hire teachers,
implement curriculum and notify districts-of-residence of transportation needs. In
cases where the tight timeline does not permit for efficient contract execution, the
sponsor should consider taking and processing applications at an earlier date.

ODE should take into consideration the time constraints required to bring a
community school from concept and design to implementation. The ODE contract
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approval timeline should berevised to meet the needs of community school developers
and better facilitate the opening of a new community school. The timeline should be
included onthe ODE websiteto ensuremaximum accessability. Finally, ODE and OSO
consultants must ensurethat thetimelineisrigorously followed and that all phases of
contract review and approval are conducted in atimely manner.

E. Contract Terms and Conditions

Sponsors are responsible for negotiating the terms of the contract and ensuring the contract meets
al legal requirements. Like the contract development process, the terms and conditions vary by
sponsor. Some Ohio sponsors use only ORC required criteria while others include detailed
performance measures.

The OSBE has used standard contract forms for each State-sponsored school. These standard
contract forms have been revised by OSO each year since their inception to reflect the changesin
legislation, to adhereto the policiesof OSBE, and to accommodatethe evol ving needsof community
schools. OSBE contracts follow the ORC provision that community schools comply with ORC §
3314, 117.10, 3319. OSBE community school contracts also include the following information as
exhibits:

° Education Plan
° Financia Plan
> School budget
> Five-year annual budget
> Spending plan
> Enrollment projection
> Per-pupil expenditures
° Governance and Administration Plan
° Assessment and Accountability Plan

TheEducational Plan requiresthat the governing authority comply with the policiesand provisions
described in the educational program. Some of the provisions include: complying with the
instructional programand educational philosophy; complyingwith the academic goa sto beachieved
and the measurement that will be used to determine progress toward established goals; complying
with the community school’ s calendar and complying with ORC 8 3313.61 and 3313.611. During
AOS interviews, community school representatives indicated that the newest OSBE contracts are
requiring a more narrow educational vision and pushing community schools to be more like
traditional school models. For example, ODE continuesto berel uctant to sponsor electronic schools
or to develop policies and procedures to support the development of these innovative programs.

TheFinancial Plan requiresthe community school to maintain financial recordsinthe same manner
astraditional school districts, comply with policiesand procedures with regard to internal financial
controls; comply with the requirements and procedures for financial audits by the Auditor of State;
and allow the sponsor to periodically monitor the school’ s operations. Each school is also required
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to use a comprehensive accounting system following the Uniform School Accounting System
(USAYS) and to develop internal financial controls. The community school must submit financial
statements using generally accepted accounting principles (GAAP) reporting standards.

The Gover nanceand Administration Plan requiresthe community school to comply with several
ORC provisions including hiring teachers who are licensed in accordance with ORC; providing
health care and other benefits to employees, complying with admission standards and providing a
plan to achieve racial and ethnic balance reflective of the community in which the school is
established.

The school isalso required to devel op an Assessment and Accountability Plan. Thisplan outlines
the minimum requirements that the community school intends to meet. The Assessment and
Accountability Plan requires the community school assess student achievement of academic goals
using the methods of measurement identified in the plan and to submit to the sponsor, the parents
of all studentsenrolled in the school, and the Legidative Office of Education Oversight (LOEO) an
annual report by September 30 of each year of the contract.

Charter School Law statesand other Ohio sponsorsuse similar contract language and establish terms
and conditions similar to the State-sponsored contracts. LCESC and Cincinnati Public Schoolsalso
include education, financial, governance and accountability plans in their contracts. Table 3-3
compares ORC minimum contract terms to critical contract elements as identified in a U.S.
Department of Education study of other Charter School Law states.
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Table 3-3: Comparison of Minimum Contract Requirements

Contract Element

ORC

National

Finances

7

Curriculum

Accountability provisions

Mission and goals

Assessment

Health and safety issues

Instructional strategies

Admission procedures

School management

Governance structure

School fecilities

Targeted population

Student management

Personnel policies

Specia education

S S N R R RN R RN RN RN RN RN RS

Language needs

Insurance

Parent involvement

Racial diversity

Transportation

Student recruitment

S S N R R R R R R R R R R R R RN R RS

Teacher certification

Source: U.S. Department of Education

Asshown in Table 3-3, many of the same elements appear in the ORC community school contract
requirements asthoseidentified in other Charter School Law states. However, thelevel of detail and
completeness of each element varies between Ohio sponsors. Without ensuring all elements are
adequately addressed, sponsors cannot assure that the contract will provide an appropriate level of

accountability.

In Arizona, similar terms and conditions are included in the contract but the State Board of
Education reviews the applications and makes recommendations through application review
subcommittees. The members of the subcommittee bring with them the following expertise:
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Architectural,

Curriculum,

Successful charter school operation,

SBE Board membership, and

City Planning and Zoning Department member

Theinclusion of abroad spectrum of community members and |eaders helps Arizonaensure that all
contracts will represent the accountability needs of stakeholder groups. OSBE and LCESC also
make use of expert panelsin the review of community school contract proposals.

Recommendations 38-39:

38.  ODE should advocate that the General Assembly create specific statutes defining the
criteria for selection of sponsors. As ODE has shown a bias toward “bricks and
mortar” school models, an absence of specific criteriafor sponsor authorization may
lead totheexclusion of sponsor sfrom thecommunity school program for reasonsother
than financial or organizational stability. As Ohio’s educational rule-maker, ODE
should be careful not toimposetoorigid guidelinesor restrictionswhich might defeat
theentrepreneurial intent of thelegislation. ODE must balancetheneed for standards
and requirementswith theflexibility needed tobecreativeand innovativein developing
educational programsfor Ohio’s students.

39. 0SSO should consider expandingitscommunity school accountability systemtoinclude
the participation of parents, studentsand interested community members. Soliciting
information from parents, students and interested community members may be
accomplished by questionnaireor interview. Additional information acquired by the
audit team from community school customers and interested parties may provide a
different perspective of the community school’s program, staff and facilities.
Additionally, theinput from the community school customersmay ber eflective of the
effectiveness of the community school in reaching its goals on an annual basis.

F. Pre-operational Site Visits

Pre-operational site visits are used by sponsors to ensure that certain minimum standards are met
prior to the community school beginning operations. Pre-operational site visitstypically focus on
compliance with safety issues which are similar to the requirements any new business must meet
prior to serving the public. The following section outlines the pre-operational site visit processes
developed by OSO, LCESC, and other sponsors.

As a sponsor, OSO conducts pre-operational site visits at State-sponsored schools to ensure the
community school has secured a facility and obtained all of the necessary permits and licenses.
However, OSO may issue the Letter of Approval based on temporary certificates and not provide
specific deadlines for securing thefinal permits. At the pre-operational site visit, OSO consultants
issue the Letter of Approval to Operate based on verification of the following documentation:
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Certificate of Authority of Non-profit status;
Certification of teaching staff;

Bureau of Criminal Investigation (BCI) reports;
Certificate of Occupancy;

Liability insurance;

Health and safety inspection;

Fire inspection; and

Food permit (if applicable).

Each of theseitemsislisted in achecklist contained inthe Letter of Approval to Operate. If aschool
has not obtained the permanent certificates, the Letter of Approval states the community school
should provide documentation of the permanent or final permit to OSO within five days of receipt
of thefinal permit. However, the Letter of Approval does not include atime frame for meeting the
reguirement of obtaining permanent certificatesor final permitsand does not provide consequences
for non-compliance with thisrequirement. Also, OSO does not have formal written proceduresfor
following-up with schools who have not secured final permits. Without clearly defined procedures
including timeframes, consequences and follow-up, OSO cannot ensurethat community schoolsare
operating within the requirements outlined by law. It is important that community schools meet
these requirements to ensure the safety of the students attending these schools.

L CESC al'so conductspre-operation sitevisitsto ensure community school shave obtai ned the proper
permits and licenses prior to opening. Table 3-4 shows LCESC’ s checklist for community school
start-up.

Table 3-4. LCESC New Community School Checklist 2001-2002

Staff Student Board Building Financial Application
Information Information Information Information Information Information
Roster - identify
regular/special Roster - including Lease/rental Board approved Preliminary
Current Roster education address/phone agreement/deed budget application
Building
I nspection
BCI BCI certificate Inventory Final application
Hedlth
Teaching Regular meeting Department Non-profit status
Certificates schedule Report certificate Contract
Copies of meeting Fire Inspection
notices report Service contracts
School Calendar
Approved Board
meeting minutes
Source: LCESC
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LCESC’s New Community School Checklist is more comprehensive than OSO’ s pre-operational
checklist and includes verification of governing board and financial information. LCESC allows
schools to open based on temporary permits, but follows-up on the due date to ensure that the
community school has secured thefinal permit. The LCESC community school manager maintains
atickler file of issues that require follow-up. The community school manager calls community
schools and sends formal reminder |etters regarding necessary documentation.

Recommendations 40-41:

40.  Sponsors should ensure that community schools have met all legal and safety
requirements and received the necessary permits and certificates prior to beginning
operations. When community schools have received temporary permits or licenses,
sponsor s should require that permanent certificates be obtained within a specified
period of time. Sponsors should develop formal procedures similar to LCESC’s for
follow-up with community schools including the use of tickler files and formal
reminder letters to ensure that permanent certificates, licenses and permits are
obtained. Sponsorsmust confirm that theminimum safety requirementsaremet prior
to a school operating in order to ensurethe safety of the community school’ s students
and staff.

41.  ODE should implement final deadlines for all mandatory certification and should
monitor sponsors enfor cement of thedeadlines. LikeL CESC, ODE should implement
sanctions for sponsors that do not appropriately ensure their community schools
compliance with safety requirements. In extreme cases, ODE may need to supercede
the sponsor in enforcing health and safety requirements by placing the community
school on probationary statusor revoking the school’ s charter (see community school
law section).

G. Ongoing Site Visits

Ongoing site visits or inspections are a common tool used by sponsorsto conduct periodic reviews
of charter school operations. Site visits can be useful to both the charter school staff and the sponsor
inidentifying theschool’ sstrengthsand weaknessesandif conducted appropriately can helptofocus
resources on critical issues before they become major problems.

OSO has developed a standard format for conducting semi-annual site visits of State-sponsored
community schools, but does not systematically evaluate community schools organizational,
financia or academic performance. OSO consultants use a site inspection form to document the
community school’ scompliancewith contract termsand legal requirements. Thecommunity school
site visit ingpection form addresses the following compliance areas:

° Safety requirements,
° Administration issues;
° General Education standards;
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Special Education requirements;

Medical and health standards;

Accountability measures,

Governance structure;

School finance requirements; and

Educational Management Information System (EMIS) compliance.

The consultant documents on the site inspection form whether or not the community school is
compliant with each requirement and if documentation was provided by the school. Theform does
not indicate what evidence was provided or include an evaluation of the content of the
documentation. For example, community schools are required to assess the areas of student
performance and fisca management. OSO verifies compliance with student performance
requirementsby reviewing documentation of student assessmentsand may indicate ontheformwhat
documentation was reviewed, but not the content of the documentation. For financial management,
the OSO site inspection form lists the following areas:

Monthly student enrollment reporting;

Name of Area Coordinator;

School treasurer’ s bond;

State Teachers Retirement System (STRS) payments; and
Monthly balance sheets.

OSO0 does not provide information about the results of student assessments or an analysis of the
financial documentation on the siteinspection form. Furthermore, the site inspection form does not
reference any contract-specific performance indicators. According to a U.S. Department of
Education study, most sponsors focus monitoring efforts on financial reports and site inspections
rather than reports of academic performance. Without information on the results of student
assessments, fiscal management and other contractually-defined performanceindicators, OSO cannot
adequately evaluate the performance of the community school. Community school performanceis
an important indicator for determining whether or not a community school’s contract should be
renewed. Additionally, performance information can be used to identify the community school’s
technical assistance needs. OSO can offer technical assistancein an effort toimprovethe community
school’s performance and increase the school’s chances of achieving academic, financial and
organizational success (seetechnical assistance subsection). Furthermore, the U.S. Department of
Education found oversight activities focusing on performance are directly related to the charter
school’ sfocuson effectiveinstruction. Conversely, compliance-based oversight weakensthe charter
school’ s focus on effective instruction.

If the appropriate documentation is not available during the site visit, the OSO consultant assigns
adue date for verification. However, the form does not include a space to indicate receipt of the
documentary evidence or the date received by OSO. Additionally, OSO does not have formal
processesin placefor follow-up onissuesidentified during sitevisits. Community schoolsand OSO
consultants reported follow-up via phone, fax, or email to provide the necessary documentation of
compliance. OSO reported following-up on issuesfrom the previous sitevisit during their next site
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visit. For some critical issuesthisfollow-up may betoo late. For example, if aschool is suffering
from severe financial problems at the time of the October site visit, the school must take immediate
action to correct the problems. If OSO does not follow-up until the following May, the school’s
financial situation may worsen to the extent that it must close operations. Contract monitoring
typically includes formal follow-up on areas of non-compliance or poor performance through
corrective action planswith specific timelines. Furthermore, the contract monitor typically requires
the contractor provide documentary evidence of the corrective action.

In comparison, LCESC' ssitevisitsfocuson performanceaswell ascontract complianceand contain
evidence of follow-up from previous areas of concern. LCESC conducts annual site visits of the
community schools it sponsors. LCESC team members evaluate the community school’s
compliance with contract terms based on areview of required documentation, resultsfrom staff and
parent surveys, classroom observations, and interviews with the community school’ s stakehol ders.
The evaluation addresses the following core questions:

° Is the academic program a success?
° Is the school a viable organization?
° Is the school faithful to its contract?

LCESC develops an annual site visitation report that contains an overview of the results of the site
visits for each community school. For each community school, LCESC identifies strengths, areas
of concernand recommendationsfor improvement. LCESC’ sannual report isanarrativeformat that
provides detailed information on the results of the community school’ s performance indicators as
well as evidence of compliance with contract terms and requirements. The report also provides
evidence of follow-up onissuesfrom the previousyear’ sevaluation. LCESC includesacover letter
with each community school’s annual report addressing the results of the annual report. LCESC
reguests a meeting with a community school to address any serious breeches of contract or other
areas of concern. According to LCESC, the following areas are examples of breeches of contract
that would warrant a request for a meeting to develop a corrective action plan:

Incomplete BCls,

Lack of evidence of Board meetings (minutes);
Financia debt; and

Lack of progress on academic performance indicators.

LCESC representatives stressed that this list was not conclusive and that other issues might also
warrant formal corrective action.

Other states also perform on-site inspectionsto verify compliance and eval uate the performance of
charter schools. For example, North Carolina State Department of Public Instruction charter school
consultants perform annual on-site visits during which the consultants look at the strengths and
weaknesses of the charter school. The consultants assess the charter schoolsin the following five
areas.
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Academic accountability through performance in state testing;
Financial status through the submission of audit results;
Governance problems;

Difficulties in implementing the Exceptional Students Program; and
Enrollment.

The North Carolina consultants' findings are used asamethod of determining what help the school
needs. The consultants may provide the assistance directly or refer charter school personnel to the
appropriate resources.

The Massachusetts Department of Education also conducts annual site visits to determine a charter
school’ s progress on the objectives stated in its accountability plan. The primary purpose of the
annual inspection isto verify and supplement the performance information contained in the charter
school’s annual report. Site visitsin Massachusetts are performed by teams of expertsin teaching
and management. Theinspectionisstandardized andincludesclassroom observationsand structured
interviewsof school personnel, studentsand other stakeholders. Thesitevisitteam producesareport
summarizing itsfindingswhich, along with the annual report, becomesapart of the charter school’s
record of performance.

Recommendations 42-43:

42.  Similar to LCESC and other states, Ohio sponsor s should monitor community school
organizational, financial and academic performance during site visits in addition to
compliance with legal requirements and contract terms. Sponsors should use this
information in combination with the community school’s annual report to assess a
community school’s performance and technical assistance needs and provide
information and training consistent with the community school’s needs. Based on
successful monitoring methods used by LCESC and in other states, ODE and Ohio
sponsor s should conduct site visits accor ding to the following schedule:

° Monthly contact for year one;
° Semi-annually for yearstwo through five; and
° Annually during subsequent contract terms.

Early intervention with a community school may increase the school’s chances for
success and enhance the educational experience for the students attending. These
sponsor -oriented requirements should beincluded in any ORC amendments.

43.  Sponsorsshould establish formal, written policiesand proceduresfor conducting site
visits. The sponsor’s policies should include the following:

° Step-by-step instructionsfor conducting a site visit;
° Examples of appropriate documentation or evidence;
° Requirement for corrective action plans, time frames, and formal follow-up;
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° Provisionsfor technical assistance and formal sanctions such as probationary
statusfor community schoolsthat do not meet perfor mance standards; and
° Development of an annual sitevisit report for each community school. Annual

sitevisit reports should address each community school’s strengths, areas for
improvement, and indicated progress from the previous site visit.

H. Contract Renewal

Sponsors have the authority under ORC § 3314.07 to terminate or not renew a contract with a
community school for any of the following reasons:

Failure to meet student performance requirements as stated in the contract;
Failure to meet generally accepted standards of fiscal management;

Violation of any provision of the contract or applicable State or Federal law; or
Other good cause.

In order to determine if a community school has met the performance, financial and legal
requirements stipulated in the contract, sponsors must monitor and evaluate community schools
throughout the term of the contract.

ODE has not adopted a processto evaluate the 10 State-sponsored community schoolsthat are now
inthefourth year of their five-year contracts. OSO representativesindicated that the siteinspection
formisatool for evaluating community schoolsfor contract renewal. However, community school
representatives reported that ODE had not provided them with any information on how the schools
would be evaluated for contract renewal. Also, as indicated above, the site visit inspection form
focuses on documentation of compliance and does not include specific performance information or
assessments. During interviews with AOS staff, community school representatives expressed
concern over unclear expectations and uncertainty about whether or not their contracts would be
renewed. Similarly, the U.S. Department of Education reported that few sponsors provide written
performance standards or establish formal renewal processes for their charter schools.

ODE contracted with SchoolWorksin FY 1999-00 to develop an evaluation protocol for contract
renewal. SchoolWorksis aconsulting group focusing on school accountability and evaluation and
is the developer of Massachusetts charter school evaluation process. In the spring of 2000,
SchoolWorks conducted a day-long focus group with community schools to gather their input and
the protocol was piloted in the summer of 2000 with one community school. Asof November 2001,
the Ohio Community Schools Fourth Year Ste Visit Protocol and School Portfolio and Renewal
Application was still in draft form and had not been formally adopted by OSBE.

To improve accountability in the community school program the State needs to identify best
practicesto be used as guidance for other schools. By identifying those contractsthat have clear and
measurable goals, the state will be setting astandard for all charter schoolsto follow. Without clear
expectations and a formal system of evaluation, it will be difficult for OSBE to make informed
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decisions regarding renewal of community school contracts and to ensure the adequate and
appropriate education of the State’ s students.

ODE' s draft evaluation protocol is similar to the model developed for Massachusetts community
schools and is based on the same three key questions used in the LCESC annual site visits.
According to the draft protocol, the fourth-year site visit will be conducted by an external,
independent team of evaluatorsand isdesigned to provide current, comprehensiveinformation about
the school’ s teaching, curriculum and management. The team reports the results of the site visit,
focusing on the community school’s strengths and areas for improvement within the three key
guestion areas.

Thefourth-year sitevisitisintended to supplement the OSO compliancesitevisitsand other required
forms of accountability in providing the evidence necessary to make decisions about contract
renewal. Under the ORC, community schoolsare required to provide sponsorswith an annual report
including the following information:

Results of statewide proficiency exams,

Progress on academic goals as identified in the contract;
Progress on performance standards included in contract; and
Financial status of the community school.

ORC § 3314.012 aso requires ODE to issue annual report cards for community schools after two
years of operation. Annual report cardsinclude financial and academic information and are similar
to the report cardsissued for traditional school districts. ORC-required AOS financial audits offer
another form of accountability available to ODE for use in evaluation of community schools. OSO
has not developed a system to consolidate this information into a formal community school
evaluation. Thelack of established goalsand standards of performance prevents stakeholdersfrom
determining the success of the charter school. In addition to these weakness, the inadequacy of
accountability can result in incomplete annual reports.

ORC 8§ 3314.07 includes provisions for sponsors to terminate or not renew a community school
contract based on failure to meet student or financial performance standards or to comply with any
of the contract terms (see community school law section). In order to eval uate acommunity school
for contract renewal, OSO must integrate information from compliance site visits, annual reports,
local report cards, and the fourth year inspection to ensure that community schools academic,
financial and organizational performance are considered in contract renewal decisions. This
information could provide ODE with valuable information on the success of the community school
program as well as areas where additional technical support or program changes may be needed.

For purposes of contract renewal, LCESC conductsafall and aspring sitevisit. Following thefall
sitevisit, LCESC sendsnotification of any necessary corrective actionsto the community school and
provides the community school formal notice of LCESC’s intent to not renew the contract if the
community school does not implement the appropriate corrective action. This form of corrective
action notification is also used by LCESC in instances of contract termination.
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Like Ohio, North Carolina grants five-year contracts to charter schools which may be renewed.
North Carolinahas established aproactive approach for completing therenewal processinthefourth
year of operation. North Carolina srenewal processis based on specific criteria, includestimelines
for each step in the process, and involves all stakeholders. The North Carolina Charter Schools
Renewal Report (NCCSRR) isdeveloped for the State Board of Education and is based on acharter
school self-assessment and an evaluation by the Department of Public Instruction (DPI). The DPI
report contains responses from all offices within the Department that have pertinent information on
the evaluation of the charter school, including the offices of Charter Schools, Financial Services,
Accountability, and Exceptional Children. Contract renewal decisions are made by the State Board
of Education based on the following criteria:

° Accountability Program results show growth or excellence;

° Review of financia compliance indicates no material or unresolved difficulties;

° Governance structure is viable with no significant or unresolved difficulties;

° Exceptional Children’s Program is in compliance with State and Federal rules and
regulations; and

° School enrollment is maintained or shows growth.

TheNorth CarolinaBoard of Education grantsfive-year renewalsif the charter school meetsall five
criteria. If the charter school isdeficient in one area, the Board of Education may renew the charter
for athree-year period. Deficiencies in two or more areas make the charter school ineligible for
renewa during the fourth-year. Charter schools are required to address all areas of deficiency
through an action plan. Charter schools with two or more areas of deficiency may reapply for
renewal inthefifthyear. All areasof deficiency must be adequately addressedin order for the school
toreceiveacharter renewal. By conducting therenewal processduring thefourth year of the charter,
schools have the opportunity to address deficiencies and reapply for contract renewal in the fifth
contract year.

To date, 29.0 percent of the states renewed charter schools, the majority of which were successful
renewals. California, Colorado, Massachusetts, Minnesota, and Wisconsin experience the most
renewal activity. The Massachusetts State Board of Education has adopted a renewal protocol
developed in conjunction with SchoolWorks which consists of the following process:

Submission of application for renewal;

Initial review of application by Commissioner of Education and Charter School Office;
Renewal Inspection and Report by SchoolWorks team;

Full Review of school’ s record by the Commissioner and Charter School Office including:
> Charter;

> Accountability Plan;

> Site Visit Reports;

> Application for Renewal;
>
>

Renewal Inspection Report; and
Financial Records.
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° Commissioner’ s recommendation to State Board of Education; and
° State Board of Education renewal decision.

The Massachusetts' protocol integrates all performance information to make an informed decision
on whether to renew a charter school for another term.

Other statesand charter school proponents have also cited theimportance of defining accountability
processes and criteriaat the beginning of the contract. Accordingto the Colorado League of Charter
Schools, by agreeing to the steps for renewal up front, charter schools and their sponsors will have
acommon understanding of what will be expected each year in order to maintain accountability. The
Colorado Accountability Plan, like the Massachusetts and proposed Ohio plans, is based on site
visits and external evaluation by objective observers. The Colorado Accountability Plan was
developed based on results of a 1998 Colorado State Department of Education study that found
charter schools and their local school district sponsors did not have a clear understanding of how
charter school swere supposed to be held accountabl e or how contract renewal would be determined.
The accountability plan provides a process and criteria for charter schools and sponsors to clarify
accountability expectationsin the contract.

Recommendations 44-46:

44.  Asasponsor, ODE should establish aformal system for evaluating community schools
that integratesinformation obtained from sitevisits, annual reports, report cardsand
theFourth Year I nspection Protocol. Similar toL CESC and other Charter School L aw
states, ODE should require community schoolsto addressall areas of deficiency noted
in the Fourth Year Inspection through a formal corrective action plan prior to
renewing a community school’s contract. OSBE should make decisions to renew a
community school’ s contract based on all performanceinformation obtained over the
term of theinitial contract in order to ensurerenewal of schoolsthat have met contract
requirements and have shown progress over the term of the contract.

45.  Asasponsor, ODE should communicate to community schools the methodology and
criteria that will be used in determining eligibility for contract renewal to schools
under contract with OSBE. It isimportant that all partiesare awar e of the standards
that will be used for evaluation.

46. If the General Assembly makesthe proposed statutory changes, ODE should develop
standard guidelinesfor sponsorsthat include a formal recommended framework for
evaluatingcommunity schoolsfor contract renewal. Theframework should providefor
flexibility in defining performance standards that are in line with the community
school’ s educational program.

Also, ODE should ensure that sponsors include the methodology and criteria for
contract renewal in their contracts with community schools. Sponsors should make
decisionsabout contract renewal based on themethodology and criteriaestablished in
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thecontracts. By providingclear expectationsin thecontract, sponsor scan better hold
community schools accountable for their performance.

|. Technical Assistanceand Training

Community School developers may be teachers, parents or other groups of concerned citizens with
innovative ideas about educating children, but with little experience in operating and managing a
school. Community school governing boardsand administratorsrequiretechnical assistancein order
toadequately performtheir duties, especially intheareas of financial management, special education
and legal compliance. Without the appropriate support and guidance in these critical areas,
community schools will have difficulty in achieving success and continuing operations.

OSO was established by law to provide technical support to all community schools, sponsors and
devel opersand to provide servicesthat facilitate the management of the community school program.
However, OSO only provides these services to State-sponsored community schools, while other
sponsors and their community schools are left to find their own resources. Nationally, charter
schools do not look to their sponsors for technical assistance and some sponsors have made a
conscious decision to refrain from providing technical assistance. These sponsors see a potential
conflict between therole of advising schools and the job of evaluating the school’ s progress. These
sponsors, however, ensure their charter schools access to appropriate technical assistance through
referrals to nonprofit resource centers or other sources of assistance.

State-sponsored community school representativesexpressed aneed for more one-on-oneassi stance
from OSO and other ODE offices. Information provided through other means of technical support,
such as workshops and handbooks (see contract process subsection), may not provide sufficient
detail to ensure an understanding of the information provided. For example, community schools
report a need for more assistance in locating and applying for funding sources. The OSO website
containslinksfor grant websites, but does not provide descriptions of each grant websiteto indicate
what grants might be available, the time framesfor applying, or who may beeligible. Additionally,
community school personnel may not have experience in preparing grant applications and may
require technical support to apply for this type of funding. Grant writing workshops may provide
abasic overview of the process, but one-on-one assi stance regarding the specific grant requirements
may increasethelikelihood for community school successin grant applications. Community school
officials and others have identified special education and school finance as other areas in need of
more one-on-one technical support.

During AOS interviews, community school representatives indicated difficulty in getting the
technical assistance they need from OSO or in knowing whether to contact OSO or another office
within ODE. Community school officialsreported receiving conflicting information from ODE and
confusion over whom to contact for assistance. Staff turnover at OSO was cited as one factor
contributing to these difficulties. Additionally, alack of communication and collaboration within
ODE increasesthe difficulty experienced by community schoolsin getting consistent and complete
information. Community school s need aconsistent and reliabl e source of information to ensurethey
are getting the assi stance they need to meet the objectivesidentified in their contracts. Asmentioned
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above, regionaly-located OSO consultants have a more positive relationship with community
schools and provide more frequent technical support and monitoring than OSO consultants |ocated
in Columbus.

L CESC-sponsored community schoolsreported asimilar partnership with the LCESC staff. LCESC
-sponsored community schools are predominantly located within Lucas County. This local
sponsorships allows LCESC to provide more frequent face-to-face contact and to better assess the
community school’ sneeds. LCESC has monthly community school meetingsfor administratorson
avariety of topicsincluding funding, marketing plans, EMIS, and specia education. LCESC bases
these meetings on community school needsidentified through annual sitevisitsand frequent contact
with community school administrators. Community schools are provided a schedule of meetings at
the beginning of the school year.

Like OSO, other states have charter school consultants located centrally in the department of
education offices. However, some states make use of regional training centersto provide technical
support to both community schools and traditional schools. For example, Arizona uses regional
training centers to disseminate information regarding department of education initiatives and to
facilitatetraining and distribution of information. Arizona sregional training centersprovidetraining
and technical assistance for topics such as online grant applications, professional development,
technology planning, curriculum integration, the student accountability information system, and
special education. The regional training centers were developed by the Arizona Department of
Education to serve as a national model for training and technical assistance. The regional training
centers are aresource for al public schools, including charter schools.

Training modules and technical assistance will minimize barriers existent in the creation and
operation of charter schools. Asameansof comparing district performanceintermsof populations,
technical assistance should be provided to charter schoolsfor purposes of explaining how to extract
academic performance data. A study of public school academies (PSAS) in Michigan showed that
charter schools have few networks through which to communicate information and are so busy
performing day-to-day operations that there is little time to share ideas. The Michigan study
highlights the importance of strong state-level training programs and technical assistance. OSO
should work with established Ohio community school networks to increase communication and
information sharing between charter schools.

Recommendations 47-48:

47.  As required by law, OSO should provide technical support and training to all
community schools, sponsors, and potential developers regardless of the sponsoring
entity. ODE should consider expanding the regional location of OSO consultantsin
order to provide better servicesto its community school customers. OSO consultants
should be assigned to regional offices and should conduct regular rotations through
each community school and sponsor location within their region. As stated in
recommendation 34, ODE could locate OSO consultantsin regional officeswithout an
increasein staffing levels.
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OSO should providesponsor sand community schoolswith contact infor mation for the
consultant(s) responsiblefor their region. Contact infor mation can beprovidedinitially
to community schoolsin the sponsor-provided handbook (see recommendation 36 in
contract process subsection) and subsequently through written correspondenceto the
community schools. Additionally, OSO should work to build partnerships with
established community school networks to increase information sharing and
communication among community schools.

48. OSO consultants should provide face-to-face technical support to sponsors and
community schools in addition to formal training and workshops on specific topic
areas, especially in the areas of funding, school finance and special education. OSO
and sponsor s should have regular contact with community schoolsto assesstechnical
assistance needs and deter mine the best meansfor providing the assistance. LCESC
has found this type of contact beneficial in monitoring and providing technical
assistanceto its community schools.

J. Workshops

OSO offers a series of three workshops to guide community school developers through the
application, contract and school opening processes. However, the workshops are not offered on a
regular basis and the schedule for workshops is not adequately publicized. Table 3-5 outlines the
topic areas for the three workshops.
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Table 3-5: 0SO Community School Wor kshops

Topic Area Workshop | Workshop |1 Workshop 111

1. Education Plan

2. Overview of Application

3. Overview of Contract Process

4. Application for Preliminary
Agreement Instructions

5. The Development Team

Student Profile and Team’s Rationale
6. Development Timeline

7. Developer and Resource Provider
Information

School Start-up 8. Application Summary & Conclusion

1. ODE Monitoring
Accountability 1. Accountability 2. LOEO Role

1. Community School Leadership
2. Organizational Needs

3. School Governance and
Governance Management 1. Governance

1. Finances of Planning Stage
2. Financing Continued Operations
3. Federal Charter Schools Grants

Program

4. OSO Grant Program 1. Finance 1. Grants Management
Financeand 5. Other State-Administered Federal 2. Federal Grants 2. School Finance
Funding Grants 3. School Finance 3. AOS Presentation

1. Specia Education

Curriculum 1. Special Needs Services 1. Specia Education 2. Title Program
Human resour ces 1. STRS
General Operations 1. Location of Proposed School 1. Transportation 1. EMIS

1. Child Nutrition
Other 1. Marketing & Pre-Business Plan 1. Legal 1. Civil Rights and Section 504

Sour ce: Office of School Options

Theworkshops cover the main topic areasfor devel oping acommunity school, but may not provide
enough detail to adequately assist devel opers. For example, theWorkshop |1 agendaallocated 1 hour
to cover both accountability and transportation. The accountability planisan important piece of the
contract because it establishes the criteria for judging the success of the community school in
meeting itsobjectives. Many community school officials do not have any experiencein developing
an accountability plan and may require more assistance than can be provided during a half hour
group session. Additionally, OSO stated that Workshop Il was mandatory. However, areview of
workshop materialsindicated that attendanceisnot required, but is strongly recommended by OSO.
If community school developers do not get the appropriate assistance up front in developing the
components of the contract, OSO as the sponsor will have difficulty in evaluating the community
school’ s performance for contract renewal later. LCESC meets with community school developers
one-on-one to provide instruction on meeting application and contract requirements. By meeting
with developers one-on-one, LCESC is able to ensure that applicants understand the contract
requirements and can tailor the instructions to meet the devel opers specific technical needs.
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OSO0 does not have aplan for ongoing workshops throughout the contract term. After community
schools are operational, they have continuing needs for technical assistance that could be met by
monthly workshopson avariety of topics. Aspreviously indicated, LCESC holds monthly meetings
to addressthesetopicsin an effort to meet the technical needs of the community schoolsit sponsors.
Other states, such as Arizona, rely on regional training centersto assist in providing workshops for
charter schools’ ongoing training needs (see also technical assistance subsection).

Also, OSO does not offer formal training or technical assistance for other community school
sponsors as required by law. Like community school developers, sponsors may not have the skills
or knowledge of what is needed to operate a community school. OSO was created by the General
Assembly to provide technical assistance to sponsors aswell as community schools. By providing
ongoing technical assistance to sponsors, ODE can enhance the level of support provided by
sponsors to their community schools and as a result, increase the likelihood of success for the
community schools.

Recommendations 49-50:

49.  ODE should ensure that adequate time is devoted to providing developers with the
necessary technical assistance regarding the application and contract process. OSO
should expand the time allotted for workshops so that each topic can be adequately
addressed and should make attendance mandatory for community school developers.
Similar to LCESC’s process, OSO should also consider scheduling individual
appointments with community school developers to provide instructions on the
application and contract processes.

50. ODE should develop a curriculum for community schools to address sponsors and
governing authorities continuing technical assistance needs. ODE should offer
wor kshops regionally on a monthly basis. ODE can better support sponsors and
community schoolsby providing ongoing, consistent technical assistanceand training.

K. Website

OSO’s web page on the ODE website provides little information regarding technical support for
community schools. The community school information maintained onthe ODE websiteislimited
and information is outdated. For example, although workshops have been scheduled for 2001-02,
OSO0 has not updated the workshop schedule on the website.

The OSO web page contains the following information:

Contact information for consultants, interim director, and administrative staff;
2001 OSBE Contracts;

Statewide community school approvals by various sponsors;

Links to grants information web sites; and

Community schools contact information.
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The information listed on the OSO website islimited in its usefulness to devel opers, sponsors and
community schools because it is not kept up-to-date. Also, OSO does not include other types of
information, such as relevant laws, important dates, or links to community school resources, that
could supplement the technical assistance provided by ODE. Web sitesoffer aconvenient and easily
accessible tool for providing information and links to other resources to a wide range of people.

Severa of the states examined maintain specific web pages for charter schools as part of their
department of education websites. In some states where the state department of education does not
maintain charter school information on its website, sponsoring agencies and organizations have
created their own web sites for charter schools. The Michigan Association of Public School
Academies (MAPSA) and Central Michigan University are two examples.

Several other Charter School Law states have val uabletechnical assistanceinformation ontheir web
sites. Arizona, California, North Carolina, and Minnesota maintain information on their sites
regarding state laws and applicable legidation. Texas and California have specific information on
their web sites regarding charter school funding. This information is a valuable tool for
administratorswho are in the development process, and abeneficial reference for administrators of
existing community schools. Arizonamaintains a section of its web page entitled Data Collection.
This section has information regarding due dates, instructions for required reports, and budget and
annual financial reports.

Furthermore, Arizona and Minnesota's web sites include detailed information regarding the
development of charter school proposals, budget tools, and the responsibilities of sponsoring
agencies. Theweb sitesalso provideinformation on resources and training schedules. TheMAPSA
website contains a “What's New” section consisting of items of special interest, breaking news
updates, a calender of events, pressrel eases, media highlights, pending legislation and the MAPSA
newdletter. Peer states are using their web sites as an important tool in supplementing the
information they provide to developers, sponsors and charter schools. Additionally, website
information is easily accessible to the general public.

Recommendation 51:

51.  OSO should enhance its web page to provide more community school information.
OSO should include information on legal requirements, application and contracting
processes, training schedules, funding information, important updates, and links to
other resources. OSO should not usethewebsiteasthe only meansfor communicating
policy changes or important deadlines, but should develop the web page as a
supplement to technical support provided through faceto-face contact, policy
memoranda and formal workshops. OSO should update the web page as new
infor mation becomes available.
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L. Use of Technology in Monitoring

In discussionswith community school officials, the use of technol ogy in the monitoring processwas
cited as an area of concern. Community schools are required to use USAS and EMIS in the same
fashion astraditional schools. However, both programsweredesigned for public school districtsand
have limited applicability to community schools. In addition, USAS and EMIS do not have the
functionality required by many community school operatorsto managefinancial, student and teacher
data. For example, community school operators identified the following examples of tasks which
could not be accomplished with the current systems:

Calculate finances on an accrua basis;

Categorize students outside of traditional grade levels;

Split full-time employees for multiple job assignments; and

Integrate student and financial information to determine statistics like cost per student.

USASand EMISareantiquated programsdevel oped inthe 1980s. Neither program hasbeen updated
since inception, except to refine the definitions of certain fields. Most community schools use
PeachTree or Quickbooks to maintain their financial data, citing simplicity of use and greater
program flexibility. Community school finance officers stated that they use USAS coding to meet
ODE and AOS requirements and feed data into USAS to produce the 4502 report. On numerous
occasions, though, community school finance officersstated that acash basisaccounting systemwas
not sufficient to maintain their records and management information needs. In several cases, the
community school finance officers maintain information on an accrual basis and must convert
financial datato cash basisto produce required reports.

EMISuseal so presentsproblemsfor community school sasthefieldsfor teachersand administrators
aretoo narrow to show thetasksundertaken in community schools. Furthermore, community schools
input data on amonthly basis but then must replicate the data by hand to submit FTE accounting for
repayment by ODE. Community school officialsstated on several occasionsthat theinformation they
providein FTE reportsis the same data entered into EMIS. ODE’ s reticence to use EMIS for FTE
reporting indicates an over-reliance on manual processes and requires the community schools to
perform duplicate tasks on a monthly basis.

Recommendations 52-53:

52. When ODE upgradesUSASand EM IS, it should consider upgrading current software
tobebrowser interfacebased and accessibleviaa securenetwork. ODE should expand
USASto accommodate reporting on both a cash and an accrual basis. In all updates,
ODE should consider the evolving needs of all public and community schools.

53. ODE should expand the update of the automated student infor mation system to meet
the reporting needs of the traditional and community schools. Although an FTE
reporting system is under development (see charter school funding section), it is not
linked to EMIS. Therefore, duplicate data entry and reporting effortsarerequired to
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satisfy both FTE reporting system and EMIS system requirements. ODE has issued
arequest for proposal for an updated EM 1S system, but system development timelines
havenot been implemented. ODE should link theEMISand FTE systemstoreducethe
duplication in data entry and reporting efforts for community school operators.

M. Governing Board Roles and Responsibilities

Each community school must have a governing authority (board) to serve as the legal authority of
the school. According to a U.S. Department of Education study of charter school accountability,
governing boards become the intermediaries between the sponsors and the community school
operators. Governing boards assume public responsibilities while remaining independent entities.
Community school boards are chosen in a manner described in the contract and members are not
locally elected aswith traditional school boards. Usually, the board is representative of the school’s
makeup and includes community leaders, parents and teachers. In most cases, members of charter
school boards do not have prior experience in school governance. According to a study performed
in Arizona, even board members with experience were not always involved in the charter school’s
day-to-day accounting and reporting processes.

Under Ohio law, management company representatives, or other individuals who represent an
interest doing business with aschool, may legally be appointed as governing board members of the
school. This can create a conflict of interest between the profit generating motives of the
management company and the fiscal responsibilities of the community school. Division of duties
between the governance of the school and the day-to-day operations is important for ensuring the
existence of appropriate checks and balances.

The ORC contains limited language regarding the major duties of community school boards.
Ambiguity in defining the requirements of the position has, in some schools, created the potential
for mismanagement of the community school anditsresources. T able 3-6 showstheapplicable Ohio
statutes related to community schools governing authorities.
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Table 3-6: ORC 8§ 3314: Primary Duties of Governing Authority (Boar d)

ORC

Statute Text

3314.01

The Governing Authority may carry out any act and ensure the performance of any function that isin
compliance with the Ohio Constitution, this chapter, other statutes applicable to community schools, and
the contract entered into under this chapter establishing the school.

§ 3314.03

The Governing Authority of the school entersinto the contract with the sponsor and shall be responsible
for carrying out the provisions of the contract.

The Governing Authority must submit an annual report of its activities and progress in meeting its goals
and standards and its financial status to the sponsor, the parents of all students enrolled in the school, and
LOEO.

§ 3314.06

The Governing Authority must adopt a policy regarding the admission of students

§ 3314.08

A community school shall be considered a school district and its Governing Authority shall be considered
aboard of education for the purpose of applying to any state or Federal agency for grants that a school
district may receive under Federal or State law or any appropriations act of the General Assembly.

The Governing Authority may apply to any private entity for additional funds.

§3314.10

The Governing Authority may employ teachers and non-teaching employees necessary to carry out its
mission and fulfill its contract.

The Governing Authority is regarded as the "public employer" of these employees.

Sour ce: Ohio Revised Code §3314

The ORC does not provide specific examples of the duties and powers of the board for community
schools. In other statutes, though, the ORC contains specific language related to the duties of
traditional districts boards. The newness of community schools, coupled with an emphasis on
market dynamics and entrepreneurship, may be the cause of the limited language in the ORC on the
duties of the board and the provision allowing management company representatives positions on

the board.

Other Charter School Law states have limited language on the role of the community school
governing body in their statutes. Table 3-7 shows a selection of statutes pertaining to governing
authorities in other states.
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Table 3-7. Governing Board Major Duties Comparison

Duties States

Carry out any act and ensure the performance of any function that isin compliance
with statutes applicable to community schools and the contract establishing the

school. OH, NV
Governing Authority enters into the contract with the sponsor OH, SC, UT
Governing Authority must submit an annual report of its activities and progress OH, CT, NV, UT
Governing Authority must adopt a policy regarding the admission of students OH

Governing Authority may employ teachers and non-teaching employees OH, CT, SC

A charter school shall be administered and governed by a governing body in a manner

agreed to by the charter school applicant (and, in some states) the local board of

education. CO, IL

The board of directors of acharter school shall be deemed public agents authorized by

apublic school district DE, ID, MN, NV

The board of directors also shall decide mattersrelated to the operation of the school, | AZ, FL, MN, NC, NH,
including budgeting, curriculum, policy and/or operating procedures. NY, SC

The board of trustees of a charter school may acquire real property by lease, purchase,
lease with purchase option, gift, or otherwise at any time prior to receiving a charter. NH

The governing body of a charter school may solicit and accept donations, money,
grants, property, loans, personal services or other assistance. CO, IL, NV, NY, VA

Source: Charter School Law States' Statutes
Note: Seven states had no references to a separate governing authority of the charter school.

As shown in Table 3-7, the language in statutes describing the responsibilities of governing
authoritiesisgeneraly limited. The most common powerscited inlaw include policy and budgetary
decision making, donation receipt and expenditure, and annual reporting. Only New Hampshire
statutes include alengthy description of the authorities and duties of the governing authority. NH
8194-B:5 Charter Schools; Authority and Duties of Board of Trustees contains the following
provisions describing the role of the governing authority (board of trustees):

Exercisegeneral supervisory control and authority over the operations of the charter school;
Acquire real property from public or private sources by lease, by lease with an option to
purchase, or by gift for use as a school facility, provided that such acquisition is consistent
with established school purposes,

Receive and disburse funds for school purposes,

Make contracts and | eases,

Incur temporary debt in anticipation of receipt of funds;

Solicit, accept, and manage grants or gifts;

Have such other powers that are available to a business corporation; and

Report to the school board at |east quarterly for public information purposesonly, regarding
the progress of the charter school’ s achievement of its stated goals.
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Although New Hampshire' s law contains the provision of general supervisory control, asisfound
in ORC §3314.01 and §3314.03, without training and afull understanding of these requirements, the
governing authority may not be effective in maintaining governance over the community school,
especially when the school is operated by an management company. In two separate Ohio
community school cases, a conflict of interest between the management company (and their
representative on the board) and other board members has resulted in apparent mismanagement of
public funds and, in one case, the closure of the school.

According to a U.S. Department of Education study, governing boards can play an important role
in charter school accountability. However, establishing a board with the expertise and vision to
distinguish its role as the internal oversight body for the school rather than an extension of
management has been achallenge for charter schools. Charter schools need to clarify the roles of
the board and school management and determine clear divisions of labor in order to develop an
effectivemodel of oversight and accountability. Well-defined governing boardsoverseetheschool’s
long-term strategy and mission, but |eavethe day-to-day management to the paid staff. Furthermore,
awell-functioning governing board focuses on the interests of the school and holds charter school
staff accountable for its performance.

The relationship between the governing board and charter school staff impacts the success of the
school. Contentious board-staff relations have plagued many new schools and, in some cases, have
led to the charter schoolsfailure. Accordingtothe U.S. Department of Education study, establishing
boundaries between management and the board has been even more difficult when for-profit
management companies are involved. Management companies may enter into agreements with
community schools expecting to be left alone to manage the school while governing boards expect
to haveinput on important decisions. Some schoolsin the study disbanded or fired the management
companies because of these difficulties.

To prevent potential lapses in board governance, LCESC conducts an intensive two-day board
member training. The training hasimproved the management capacity of most LCESC sponsored
schoolsand has served to apprize board membersof their legal responsibilities, sometimesresulting
in the withdrawal of a member from his/her capacity as a board member. OSO has indicated that a
moreintensive governance section will berequired initscontracts, but did not indicate what will be
required or what would be included to inform its community school board members of their duties.
As most community school board members do not have prior experience in school governance or
the public sector, additional information about their duties and responsibilities must be reinforced
and demonstrated through intensive training. Sponsoring agencies in Massachusetts, Chicago and
Michigan a so emphasize the importance of board devel opment and require training and mentoring
for inexperienced boards.

Recommendations 54-55:
54.  ODE should support legislation toamend the ORC to prohibit member sof agoverning

board from beinginvolved in abusinessrelationship with the school they govern. Ohio
ethicslaws should be extended to member s of a community school’ s gover ning board
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toensurethat conflictsof interest do not exist within theschool’ sgover nancestructure.
Increasing the separation between community school board members and service
provider swould decrease the likelihood of conflictsof interest impacting the school’s
operations.

55.  OSOshould offer intensive, regionalized trainingto community school board members,
regardless of the sponsoring entity. If OSO does not havethe resourcesto regionalize
training, it should consider contracting with LCESC or a like entity to provide such
trainingtoboard members. Thetrainingshould beheld on afrequent basisand should
beprovided at hoursthat are convenient tothe majority of gover ning board members.
OSO should consider using LCESC’s training program as a model for a statewide
board member training program. Anincreased effort totrain community school boar d
membersand apprizethem of their statutory dutieswould improveoverall community
school board control and decr ease the instance of conflicts of interest.

N. Management Companies Rolein Community Schools

Management companies provide a variety of services to charter schools. In Ohio, the role of
management companies ranges from establishing schools through the implementation of not-for-
profit boardsto supplying teachers, administratorsand curriculum. Thevarioustasks of management
companies depend on the needs of the contracting charter school. These schools with limited
educational experience may rely more heavily on a management company to provide needed
services. In several cases in Ohio and surrounding states, select management companies drive the
chartering process and establish chains of schools. The most notable of these companies are Edison
and LEOLA. In avariety of circumstances, management companies are viewed as relieving the
burden of administration so that the charter school can concentrate onitsmission. In other instances,
though, the role of the management company— the cost and utility of its services— is harshly
criticized.

ODE and sponsors do not monitor community school management companies involvement in
community schools because management companies are private entities. Management companies
are not currently subject to the same financial scrutiny as public schools. For example, detailed
financial information from any public school isavailableto the public, but when acommunity school
contracts with a management company, the payment to the management company is shown in the
community school’s financial records, but the detailed financial information on management
company expenditures is not available. Financial accountability is necessary to ensure taxpayer
money is being appropriately used to educate the State’ s students.

Management companies provid their services on afee-for-service basis. Management companies
differ in the fees they charge for their services. In some cases, any remaining fund balance in a
community school’s General Fund may be included as payment to the management company. In
other cases, management companies may charge up to 10 percent of all revenues received by the
community school. A contractor that can make up-front investmentsin facilities or technology may
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be attractive, if the terms of such investments are favorable and the board determines that the
tradeoffs or costs of the investments are worthwhile.

During this operational review, several methods of management company compensation were
identified. These included the following:

° Surplus: Some contracts allow the management company to retain any annual surplus as
profit.
° Percentage of revenues. Most contracts provide the management company with a

percentage of the school’ s revenues. Though the percentages in these contracts range from
7 percent to 99 percent, these numbers are derived in highly variable ways and thus may not
be consistent between schools. In several cases, management compani es havethe opportunity
to earn greater compensation through two mechanisms:

> Surplus in addition to percentage fees: One contract allowed the management
company to retain any budget surplusin addition to claiming percentage-based fees.
> Bonus in addition to percentage fees: Other contracts award the management

company an additional 2.5 to 3.5 percent of revenuesif it meets performance targets
related to student achievement, parent satisfaction, enrollment, or a third-party
evaluation of the school’s overall success.
° Fees budgeted annually: Some contracts do not specify the management company’s
compensation. Instead, the board and management company negotiate compensation
annually through the budget process.

° Flat fee: Though no Ohio contractsreviewed usethisdevice, some companiesin other states
charge aflat dollar amount for service.
° Fees for gpecific services: In the case of providers offering specific, rather than

comprehensive services, contractsmay include precisefeesfor particul ar servicespurchased.

Certain kinds of fee arrangements may call into question a charter school’ s eligibility for status as
a charitable organization exempt from Federal taxation and for Federal Charter School Start-up
grants. Charter boards that appear to be afunding pass-through to for-profit companies may find it
difficult to obtain or maintain 501(c)(3) status or Federal Charter School Start-up grants. Charter
schools entering into contracts with for-profit companies for day-to-day school management must
be held by the State and the sponsor to the same standards of public accountability and requirements
that apply to al public charter schools, including State student performance standards and
assessments that apply to all public schools. The charter school must supervise the administration
of the Federal Charter School Start-up grant and isdirectly responsible for ensuring that grant funds
are used in accordance with statutory and regul atory requirements.

An option to the employment of a management company includes the use of non-profit charter
school support organizations. A number of state and sub-state charter support organizations are
emerging throughout the country. Someof these organi zationswereinitially established tohelp build
public awareness and legidlative support for passing a charter school law. Once laws are passed,
these groupstend to focustheir attention on recruiting and assi sting charter applicantsand providing
charter operators ongoing technical assistance and other forms of support. The Charter Friends
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Organization, for example, assists charters with a variety of issues and needs, including school
planning, governance, financing curriculum, assessment and accountability, facilities and other
critical aspects of starting and running high quality schools.

M ost support organizationsare privately funded non-profit organi zations, but they sometimescharge
feesto help cover the cost of their operations. They attract fiscal and administrative support from
foundations, bus nesses, think tanks, academicinstitutionsand individual s. Somehaveamembership
base of schoolsin their states. They are most often organized at a state level, but sometimes have a
more narrow geographic focuswithin astate. In stateswhere support organi zationsare prevalent and
sponsorsare actively involved in assisting charter schoolsin day-to-day operations, theinfluence of
management companies is markedly reduced.

In Michigan, the management companies’ role in charter schoolsis limited to that of management
and administration. Other stakeholders serve the creative function providing the school with
missions and curriculum. For example, one charter school was created by local school boards and
later hired a management company to hire and fireteachers, hire vendorsfor field trip transportation
and meals, and for budgeting and professional development services. In Michigan, management
companies provide the following services:

Making loans,

Assisting with state reporting requirements,

Assisting with financial tasks at the schooal,

Establishing education design,

Establishing education standards,

Exempting the school from the state teacher retirement system, and
Taking advantage of economies of scale.

Michigan recognized severa advantages of affiliating with management companies, including:

° It allows the lead manager/principal to focus on curriculum development, hiring teachers;
networking with other PSAs and local traditional public schools, and writing grants;

° They can raise private funding for building renovation or procurement;

° They can take advantage of economies of scale in procuring equipment and supplies; and

° Their schools achieve a higher percentage gain on science tests.

Michigan also identified the following disadvantages to being affiliated with management
companies.

° The fee schools must pay for their services - on average, 10 percent - is in addition to the
three percent fee paid to the authorizers and creates afinancia burden;

° Schools perform less favorably in MEAP/HST Math/Reading Composite Scores; and

° Schools had a smaller percentage gain on the writing, math, and reading tests.
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Table 3-8 showsthe academic progress achieved in Michigan charter school s based on the presence
of a management company in school operations. The datais presented by subject area.

Table 3-8: Michigan PSAs Ability to Achieve “ Adequate Y early Progress’

Subj ect Schoolswith Management Companies— Schools Without M anagement
Likeliness of Exceeding Comparison Companies- Likeliness of Exceeding
School Gain Comparison School Gain
Math 3 percent less likely 5 percent more likely
Science 18 percent less likely 32 percent more likely
Writing 10 percent less likely 9 percent more likely
Reading 3 percent lesslikely no difference from the state average in
meeting standard

Source: Issuesin Michigan's Public School Academy Initiative Phase |

WhiletheMichigan study attributed thedifferencesillustrated in T able 3-8 to management company
operated school s serving more academically challenged students, this assessment was not verified.
Also, because Michigan's testing and achievement tracking process is limited, the effect of
management company curriculum and academic standards could not be determined.

The Michigan study also had difficulty obtaining management company financial data. The cause
for thesedifficultieswasattributed to management compani es not understanding their responsibility
to report public financia information even though they are private sector companies. Some
management company representatives stated that they were not under obligation to report how the
funds received were expended. The Michigan Department of Education reported that increased
disclosure requirements would enhance political and public support for management companies.

Other management company effectsreported included school smaintai ning higher parent satisfaction
level swhen management company are not involved. In caseswhere management companiesare not
used, though, lead managers/principal s have substantially higher workloads which can lead to burn-
out.

Recommendations 56-58:

56.  ODE should increaseitsscrutiny of management companies rolesin Ohio community
schoolsand their impact on oper ating costsand financial stability. ODE should require
sponsors whose schools use management companies to provide annual financial
statementsdetailingthechar gesbilled by themanagement company with adescription
of each service. Services billed should reflect the cost of services contracted by the
community school plus areasonable profit margin.

Also, to enhance the effective use of public education dollars, management company
representatives should be excluded from community school governing boards.
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57.

58.

Furthermore, management companies should not be permitted to charter schools.
However, if a management company or other private entity desired to become a
sponsor, the company could form a charitable foundation for that purpose. (See
recommendation 11.). ODE should support legisation to restrict the involvement of
management companiesin the establishment and gover nance of schoolsthey serve. If
ODE is ableto increase its oversight of the role of management companiesin Ohio
community schools, thefinancial impact of service providerson instructional services
may bereduced and the per centage of Ohio community school expenditur esdedicated
to instruction could beincreased.

Community school governing authorities should closely examine how management
company contractors propose to be paid. Management company fees should be
reasonableand commensur atewith the servicesprovided. A management feestructure
should not be based on total income (i.e., all fees, grants, contributions, and unusual
r eceipts) and compensation should not beabovemarket rate generally charged for the
serviceprovided. Chargespaid should includeonly the cost of servicescontracted and
received by the community school plus areasonable profit margin.

Governing authorities should also clearly understand the investments a potential
management company can provide, as well as the contractual terms and conditions.
Additional fees are sometimes charged for other purchased services provided by the
management company, such asfacility leaseratesand inter est on start-up loans. These
investments by management companies provide needed capital for start up schools.
Management companies should be permitted to realize an adequate rate of return on
their investments.

Sponsor s should increasetheir participation in school operations and should counsel
prospective schools on the use of management companies and service or ganizations.
When a management company isemployed, thetermsand conditions of their services
should be explicitly outlined and agreed to by the community school and the school’s
sponsor . Sponsor sshould ensur ethat all contractswith management companiesadhere
to the same accountability standards as other community schools, including
requirements for student performance standards. An increased role in community
school operations by the sponsor could help ensure that instructional programs are
emphasized over administrative services.
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Community School Funding

Background

The Ohio Department of Education (ODE) Office of School Finance (OSF) is responsible for
administering funding for the community school program. OSF uses a full-time equivalent (FTE)
methodology to determine the amount of per-pupil funding for each community school. The FTE
methodology is essentialy a daily head count of students attending each community school. FTE
payments are deducted from the district-of-residence’'s State Foundation payment. OSF's
administration of funding to community schools has been evolving since the inception of the
community school program in Ohio. Changes in methodology have resulted in financial hardships
for some school sand overpaymentsto community schoolsinalarge number of cases. Although OSF
Is responsible for funding policy and procedure, limited communication with Office of School
Options (OSO) and other internal departments has madetraining and coordinating on funding issues
difficult.

Not all community school funding disbursement responsibilities are within OSF. OSO administers
three phases of the State and Federal start-up grants. Other grants, like SchoolNet, are administered
through separate State programs. Some community school s have encountered problemsdetermining
the responsible ODE department for each area of funding.

In the community school political arena, funding issues are often at the forefront of the debate.
Determining the source of funding— State or local level— and the appropriate funding amounts
remains an area of contention. Access to State and Federal grants presents a barrier to equity in
traditional public school district funding and community school funding. Inexperiencein financial
management impacts the credibility of community schools and creates financial instability. Several
of the most salient issues in community school funding are discussed in this section. These areas
include planning and start-up funding, per-pupil funding processes, FTE funding processes,
community school expenditures, grants administration and financial management and oversight.
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Findings and Recommendations

A. Grant Administration for Planning and Start-up Funding

ODE administers one planning and start-up State grant and two planning and implementation
Federal sub-grants which are made available to the majority of Ohio’s community schools. The
Federal sub-grant program in Ohio isadministered at the state level, although some Charter School
Law states require charter schools to apply directly for the Federal grants. To offset grant
administration costs, states may retain up to 5 percent of the annual Federal sub-grant amount. Ohio
retained 5 percent of Federal grant revenues during each year of receipt of the grant. The average
amount retained by Charter School Law statesin FY 1999 was approximately $130,000 with the
largest portion being dedicated to salaries. Current data on amounts retained by Ohio was not
available; however, overal grant awards have increased dramatically during the past two years. As
aresult, ODE has been able to retain additional funds for use in managing the community school
program.

ODE, through the State grant and Federal sub-grants, providesrelatively unencumbered seed funding
to community schools during their first three years of operation. The start-up grants play an
important rolein aschool’ ssuccess. A U.S. Department of Education study found that, in FY 1995-
96 and 1996-97, nearly 60 percent of charter school operators cited lack of start-up funds as the
singlebiggest obstacl ethey faced when opening their schools. Start-up fundsremain the number one
barrier, but through theimplementation of larger sub-grants, the number of operatorsreporting start-
up fundsasabarrier dropped to 39 percent by FY 1998-99. The authors of the study speculated that
thedeclineinintensity of start-up funding related issueswas related to the increased Federal grants
and the implementation of several state level grant programs.

Astheadministrator of the State and Federal sub-grants, ODE requirescommunity school sto submit
proposals to ODE for each phase of the grant. From the implementation of the community school
processto FY 2001, ODE had limited the maximum amount of funds available to each community
school to atotal of $150,000. In 1998, the re-authorization of Federal Charter School legislation
increased policy pressure on states to increase the number and types of authorizers, and implement
state-level five year charter school reviews. States that meet this criteria are given priority in the
grant approval process. Some states have revised their community school laws to increase state or
school level opportunities for grant awards. Ohio’s community school law currently meets Federal
criteriafor grant award priority.

Once a community school enters into a preliminary agreement with a sponsor (the stage prior to
contract approval), the school iseligible for $50,000 in State sub-grant moniesto continue planning
and implementation. Upon contract approval, the schooal is eligible for an additional $100,000 in
Federal sub-grant monies which are spaced over atwo to three-year period. In total, each school
typically receives $150,000 in State and Federal support to spend over thethree-year start-up period.
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Community schoolsthat are a part of the Lucas County Educationa Service Center (LCESC) have
aseparatelineitem in the LCESC' s budget to guarantee each school receives $150,000 in planning
and implementation funds. These funds are State and Federal grants and are not in addition to the
aforementioned $150,000.

According to community schools interviewed, the current funds available are not adequate for the
initial outlay of starting anew school. Inaddition to the inadequacy of funding, thetiming of funds
received is not conducive to establishing a new school prior to the start of the school year. The
community schools' operating costs, such as acquiring facilities and hiring teachers, begin prior to
the start of the school year. For start-up funds to be useful, they must be received prior to the start
of the school year. ODE records show that disbursementstake place throughout the year and are not
onaregular schedule. Of the 12 community school grant records examined, disbursements occurred
during each quarter of the school year.

LCESC provides up-front funding for start-up schools by disbursing grant amounts from its own
financial reserves. Once funds are received from ODE for the community school, LCESC is
reimbursed for the start-up funds. By assisting schools in receiving start-up funding and ensuring
availability of funds, LCESC facilitates new community schools implementation processes. ODE,
on the other hand, does not assist its school s with obtaining grant funds and often remits grant funds
after new schools have opened for business. The untimeliness of grant fund disbursement by ODE
resultsin strained finances for state-sponsored start-up schools.

The Federal sub-grants have few restrictions on how grantees can spend the funds. The Federal sub-
grant applicationlistsallowableactivitiesbut specifiesthat thelist issuggestive, not comprehensive.
ODE has developed more specific uses for grant funds and includes the specific spending criteria
during the application phase. Planning and start-up funds are to be used for such items as preparing
educational, fiscal, governance and accountability plans, informing the community about the school,
acquiring educational materials and equipment, securing and renovating a facility and recruiting
staff.

Asacomponent of the Federal grant program, ODE must retain detailed records. Below isalist of
items that must be maintained in community school Federal grant files.

Federal Community School Planning and Implementation Sub-grant

1. Application cover page

2. Project budget sheet

3. Budget narrative
a A description of how each object or function code of the sub-grant fundswill be used
b. How the community school will provide for continued expenses after grant ends
C. An assurance that applicant will cooperate with ODE and Federal Department of

Education in evaluating the impact of grants
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4. Program narrative
a Preliminary agreement with state board OR
b. Preliminary agreement with Sponsor OR

C. Signed contract
5. Signed statement of assurances
6 W-9

All Federal grant files also must contain an expenditure report to catalog how the grant was used.
ODE State start-up grants did not have similar conditions until FY 2001-02. During FY 2001-02,
OSO0 issued a statement to certain community schools requiring the submission of expenditure
recordsfor State start-up grants. In several cases, community schools submitted expenditurereports
for al three phases of the grant.

As acomponent of this operational review, certain State start-up grant information was requested:

° A summary of al grants approved and disbursed
° A detailed list of all recipientswho had not opened school s and the amount of fundsreturned

to the State
° A description of expenditures
° A sample of files for examination

OSO was unabl e to provide expenditure information for the grants and did not provide a detail of
funds reimbursed to the State by recipients who had not opened schools. Several spreadsheets
showing grant recipients and subsequent school openings were provided but the validity of such
documents was not tested. However, direct testing of several grant files was undertaken. Using
common grants management standards and OSO grant file requirements, a selection comprising
approximately 10 percent (12 filesof 125total) was critiqued for compl etenessand accuracy. OSO's
Federal grant checklist was a so used to gauge the completeness of grant files. Table 4-1 showsthe
results of the examination.
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Table 4-1: State Start-up Grant Records Review

Problem Number Per cent
Missing Budget Narrative 5 41.7%
Missing Program Narrative 7 58.3%
Missing Expenditure Data 5 41.7%
Expenditures Lack Detall 8 66.7%
Expenditure Supporting Documentation Absent 12 100.0%
Missing Grant Checklist 11 91.7%
Missing W-9 3 25.0%
Other 5 41.7%
Average # yrs paid out 2 17.9%

Sour ce: ODE/OSO State Grant Records

Asshownin Table 4-1, alarge portion of files were missing program and budget narratives which
are used to describe the intent of expenditures and justify receipt of the grant. Also, lack of
expenditure detail and supporting documentation limits OSO and community schools' ability to
justify expenditures and ensure that grant funds were spent on appropriate, authorized activities.
Furthermore, while OSO conducted “audits’ of thefiles, OSO audits were found to be checkliststo
make surethefileswere complete. An“audit” was conducted on only onefilein the sample. In other
cases, the same budget was submitted in each of thethree grant years. Also, intwofiles, instructions
to the grant recipient were included stating that the “numbersin [final expenditure report]... should
be exactly or nearly the same as the ones you submitted in your origina application.” These
instructions defeat the purpose of the expenditure reporting process by encouraging grant recipients
to gloss over line item expenditure detail.

ODE’s management and administration of grants is diffused throughout the agency with no one
department responsible or one set of rules and oversight criteria used. The Office of Development
pursuesgrant fundsand fostersrel ationshipswith external funding sources. Federal and Stategrants
are then administered through five centers at ODE as follows:

° Center for School Finance and Accountability, Federal and State Grants Management;
fiscal monitoring of Federal grants, but do not monitor State grants.

° Center for Curriculum and Assessment, Office of Career, Technical and Adult Education;
administers Federal and State grants to meet career education needs of Ohio’s youth and
adults.

° Center for School Reform and Options, Office of Reform and Federal Student Programs;
administers Federal funded Title programs.

Community School Funding 4-5



Ohio Department of Education - Community Schools Operational Review

° Center for the Teaching Profession; admini sters educator devel opment, teacher certification,
teacher recruitment, teacher retention, entry year assistance and assessment, and educator
preparation.

° Center for Students, Families, and Communities, Office of Child Nutrition Services, Office

of Early Childhood and Office of Exceptional Children; administersgrant programsthat deal
with child nutrition, early childhood development and exceptional children (disabilities),
respectively.

Thesefive officesadminister 33 Federal grantstotaling $834 million and 55 State General Fundline
item grants totaling approximately $5.6 billion. Each of the offices lists grant opportunities
separately and may require vastly different itemsin grant applications. ODE has not made an effort
to adopt uniform practices among the five departments.

ODE has not sufficiently fulfilled its responsibility for appropriately safeguarding Federal charter
school grant funds. When approached about detailed audits of grant expenditures, OSO
representatives stated that this review was a component of the community school’ sannual financial
audit. However, according to current auditing standards, grant records of thistype may not be subject
to aspecific audit by an external auditor. Grant fund reviewsare only conducted during single audits
or if the amount is material to the school’s financia condition. OSO representatives, as the grant
agents, are accountable for the verification of expenditures. The Legidative Office of Education
Oversight (LOEO) noted in its FY 2001 report on community school implementation that most
community schools had not submitted the requisite reports to ODE detailing grant expenditures.
OSO0 notified LOEO that they would cease disbursement of funds until the appropriate reportswere
filed and reportedly corrected the problem by the beginning of FY 2001-02.

The Florida Office of Program Policy Analysis and Government Accountability (OPPAGA) hasa
list of best practicesfor grants management including those devel oped by the American Institutefor
Certified Public Accountants (AICPA).

° Reporting and compliance requirements are defined and communicated.
° Procedures exist to monitor district compliance with grant terms.
° Sub-recipients are monitored sufficiently and on atimely basisto permit curtailment of any

abuse before all funds are disbursed.
° Funds are disbursed to sub-grantees on the basis of approved applications.

° Failureof sub-recipientsto meet financial reporting requirementsareinvestigated on atimely
basis.

° Responsibility for monitoring grant activitiesis properly fixed.

° Grant activity is monitored from a central location.

° Procedures exist to monitor compliance with: financial reporting requirements, use of funds
and other conditionsin accordancewith grant terms, and timely billing of amounts due under
grants.
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° Grant activity is accounted for so that it can be separated from the accounting for locally-
funded projects.

° There is a system to obtain grantor approval before incurring expenditures in excess of
budgeted amounts or unbudgeted expenditures.

° Grant revenues and disbursements are processed under the same degree of controls
applicable to the organization’ s other transactions.

° Requirements are included in sub-grantee agreements that the sub-grantee comply with the
primary grant agreement conditions as well as grantee’ s standards.

° Reasonabl e proceduresand control sexist to provide assurances of compliance with recipient
eigibility requirements established by grants.

° Procedures exist to ensure that funds are spent in accordance with legal requirements and
spending restrictions.

° Statistical or data reports that form the basis for grant revenue distribution are reviewed by
aresponsible officia before allocation.

° The amounts of entitlement funds received are compared with the amount anticipated by a

responsible official and unusual variances investigated.
Several states supplement the Federal grant amountsthrough statelevel grantsand loans. Table 4-2

indicatesthe additional amountsof start-up funding availablein Ohio and other Charter School Law
states.

Table 4-2: Charter School Law States’ Start-up Funding

State Start-up Funding
Ohio $50,000 initial planning, State grant.
Arizona Up to $100,000 initial grant from charter schools stimulus fund, then they may

apply for additional grant of $100,000.
(Total of $200,000)

California Revolving loan fund that is capped at $250,000 and allows charters to apply for
loans on their own behalf with up to five years for repayment.
(Total of $250,000)

Minnesota During first two years of operation eligible start-up aid and additional operation
costs equal to greater of $50,000 per charter or $500 times charter’ s enrollment.
Sour ce: The Charter School Roadmap, 9/98; The Center for Education Reform

Asindicatedin Table4-2, afew other states offer levels of start-up support in excess of the Federa
grants. Arizona has developed a stimulus fund to provide financia support to charter school
applicants and charter schoolsfor start-up costs and costs associated with renovating or remodeling
existing buildings. After acharter school has applied for the initial $100,000 during or before the
first year of operation, they can apply for the additional $100,000.
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Likewise, California has ingtituted a revolving loan fund with the purpose of providing loans to
charter schools to help meet the objectives established in the school’s charter. California has
established several criteriathat they may consider for determination of loan approva whichinclude
the following:

Soundness of the financial business plan of the applicant charter school;

Availability of other sources of funding for the charter school;

Geographic distribution of loans made from the Charter School Revolving Loan Fund,;
Impact that receipt of funds will have on the charter school’s receipt of other private and
public financing;

Plansfor creative uses of the funds received, such asloan guarantees or other types of credit
enhancements;

° Financia needs of the charter school; and

° Stage of community school development-- priority for loans from the Charter School
Revolving Loan Fund to new charter schools for start-up costs.

Allowable costs for these loans may include, but are not limited to, leasing facilities, making
necessary improvements to facilities, purchasing instructional materials and equipment, and
expanding programs. A charter school may apply for more than one loan but the total amount
received by the school cannot exceed $250,000. These loans are provided with alow interest rate,
are disbursed four to six weeks after loan approval and must be repaid within five years. As of
January 1, 2001, Californiahas made approximately $20 million available for charter school loans.
Several other states have not created a State-level grant program, instead relying on Federal start-up
grants. North Carolina and Michigan have opted not to use state money for start-up funding but
instead, apply solely for Federal funding. Federal funding may be applied for and received by the
individual charter school, asin the case of Arizona, or applied for and administered by the State, as
in the case of Ohio.

In other cases, states have developed matching grant programs or challenge grants. Florida's
Department of Education developed a $20,000 challenge grant to supplement the Federal grant and
providetraining to charter school operators. The funding allows charter school operatorsto receive
training in areas such as assessment, financia management, curriculum, personnel and
administration. Governing board training is also offered through the grant. The additional funding
for training assists charter school operatorsin building their working knowledge base during critical
periods of school start-up and implementation.

As of October 29, 2001, OSO secured additiona Federal grant funding to aid community schools
in their start-up procedures. In addition to the State sub-grant of $50,000, community schools are
now eligible to apply for a total of $450,000 in Federa funding over a three-year period. A
prerequisite for consideration for the Federal sub-grant is a signed contract with an authorized
sponsor. These funds are to be used for start-up and initial implementation activities in the same
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manner as the smaller grants. According to representatives of the U.S. Department of Education,
someof theadditional start-up fundsaredirected toward supporting existing school sand researching
best-practices in charter school operation. However, OSO does not plan to extend these funds to
community schools formed during FY's 1998-99 through 2000-01.

Although the expanded Federal grant program was implemented in FFY 1998-99, ODE did not
receive the additional funding until October of 2001. Delays in applying for the expanded Federal
grant resulted in reduced start-up funding opportunitiesfor community schools. Also, timely funding
from ODE to community schools has been problematic, and several community schools have
remarked that funds were not available for several weeks after approval. A review of OSO grant
material s showed that some grantswere not disbursed inatimely manner dueto mis-communication
between OSF and OSO. In other cases, community school officialsreceived conflicting instructions
on allowable expenditures and grant time lines.

Recommendations 59-64:

59. AsODE retains5 percent of Federal grant funds, it should demonstrate how retained
funds from the Federal grant program are used to enhance the community school
program. In FFY 1998-99, ODE reported using approximately $80,000 in retained
funds for salaries and purchased services. As increased grant amounts become
available, ODE should expand its use of retained funds to enhance the community
school program by implementing sever al of therecommendationscontained withinthis
report, especially increased training and regionalized OSO consultant services.

60.  ODE should ensure that planning and start-up funding for community schools is
disbur sed to community school operatorsin atimely manner that adequately supports
theinitial outlay required to start a school. ODE should identify methodsto improve
the timeliness of grant distribution and decrease the grant processing time line.
Disbursement timeframesof 30 daysafter receipt of application should be established
and communicated to grant applicants. OSF and OSO should increasecommunication
between their departmentsto ensure grant functions are properly coordinated.

Initial start up grantsshould beavailablebetween October and January for community
school developer swhohaver eceived their preliminary agreements, and between March
and May for developer swith approved contracts. In order toensurethat start-up funds
are available and can be used by approved schools, OSO may need to revise the
contract approval processtimeline (see community school monitoring and over sight).

61. ODE should develop rulesfor grant oversight and conduct internal and on-site audits
for Stategrant expenditures. Theseactivitiesshould becoor dinated through the Office
of Grants M anagement and Office of I nternal Audit who already have such processes
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in place. I ncreased over sight of Stategrantswould increase ODE’ sability to safeguar d
taxpayer resour ces. Examination of community school grant award recordsshould be
included in on-site evaluations of community schools and their sponsors.

62.  All grant administration should be brought under the management of the Office of
Grants Management. Although certain centers may wish to remain involved in the
grant award process, grants management and oversight must be centralized and
conducted under asingle set of rules. The current decentralized processlimits ODE’s
ability, as an agency, to manage funding programs under its control. Furthermore,
providing all schools with a single point of contact for grants administration would
reduce confusion and mis-communication between the schools and ODE.

63.  ODE should adopt and implement best practicesin grantsmanagement for all centers.
TheAgency should usegrant management and administration best practicesidentified
by OPPAGA and AICPA. Implementing best practicesin grants management would
ensurethat ODE employed the most reliable and up-to-date practicesin future grant
administration.

64. ODE should investigate the concept of establishing alow or nointerest revolving loan
fund to aid community schools in starting and conducting operations. These funds
could be available for expensesthat the State or Federal sub-grantsare not intended
tosupport or donot meet. A revolvingloan fund would help community schoolsfinance
lar ge purchasesin thefirst years of operation, when their cash flow might not permit
necessary equipment and facility purchases. To establish a revolving loan fund, the
L egislature would need to appropriate fundsfor the program.

B. On-going Grant and Capital Funding

Access to additional capital during the first years of operation is constrained because community
schools cannot issue tax-exempt bonds. According to Ohio Revised Code (ORC) §3314.08(J), a
community school hasthe authority to borrow money for payment of actual and necessary expenses
in anticipation of the funds to be received by the Ohio Department of Education pursuant to ORC
§3314.08(D) (school foundation). However, these notes must mature prior to the end of the fiscal
year in which the money was borrowed when financed by school foundation monies.

ORC 8§3314.03(A)(13) explicitly limits the length of the contract for a community school to five
years. This short-term contract hinders the ability of community schools to issue bonds for long-
term debt financing due to most bond issuances being longer than five years. Other states have
changed their charter term laws for charter schools so they have increased access to tax-exempt
bonds.
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Colorado has established the Colorado Educational and Cultural Facilities Authority (CECFA) to
provide affordable capital financing for colleges, universities and other post secondary institutions.
In 1998, CECFA amended its statutory powersto include charter schools. Investment and banking
firms market and sell bonds for CECFA, and then the funds are loaned to the charter schools. The
advantages for charter schools obtaining financing through CECFA are that they provide access to
private sector funds, issuances are tax-exempt, the investment and banking firms have expertise and
experience in marketing tax-exempt bonds, and the interest rates are usually lower than loans
through regular commercial institutions. Theliability for debt from the bonds and notesissued does
not remain with the state but is attributed to the charter school.

Arizona has local organizations called Industrial Development Authorities (IDA). In June 1999,
Arizonaamended its statutes to allow non-profit charter schoolsto apply for financing from IDAs.
IDASs are authorized to issue tax exempt bonds for governmental entities. These bonds are sold to
investors and the proceeds are loaned to the charter schools. Arizonahas aready had some success
using theIDAs. The Maricopa County IDA issued $27 million in bond proceedsto a pool of seven
charter schools. By pooling the funds, Maricopa DA was able to spread the issuance costs among
the seven charter schoolsand earn abetter investment-graderating. Theaccesstofundsfromissuing
bonds provides another resource for charter schools to obtain additional funding.

Also, North Carolina has expanded its Educational Facilities Finance Agency to include all non-
profit organizations providing K-12 public education. This agency is now able to issue bonds for
charter schools and transfer the proceeds to charter schools. In Ohio, the Ohio School Facilities
Commission (OSFC) has been approved to form a guaranteed loan pool for community schools.
According to HB 94, OSFC had until December 2001 to adopt rules for the administration of the
community school facilities guaranteed loan program, but, as of the date of report publication, the
program was still under development.

Recently, the Federal sub-grant program was expanded to include grants to mature schools for the
purpose of disseminating promising charter school practices. The program expansion occurred in
1998 and wasinresponseto charter schools' continued concernsover start-up funding. ODE has not
expanded its sub-grant program to include these initiatives nor has the department expanded its
internal policy on the amount of Federal funding that a community school can receive.

Recommendation 65-66:

65.  ODE should support thedevelopment of programsto provideadditional financing for
thecommunity schoolsincluding tax exempt bondsor low interest loans, such asthose
found in Colorado and Arizona. ODE should also support the establishment of a
community school capital authority that could make funds available for capital
purchases and float general operating debt. Through the development of additional
capital funding programs, Ohio community schoolswould haveaccesstotheadditional
capital needed to acquire such items asfacilitiesor other large dollar purchases.
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ODE should also develop training and seminar son gr antsmanship to assist community
school operatorsin obtaining private funding. Private funding iswidely available for
educational programs and facilities, particularly for special populations. In order to
assist community school operators in obtaining additional funding for start-up and
long-term operations, ODE should emphasize pursuit of private funds and provide
regionalized grantsmanship training and support for community school operators.

66. ODE should apply for additional Federal sub-grant funds for mature community
schools to support community schools' efforts to develop, implement and share best
practices. Theprogram should beextended to maturecommunity schoolstoensurethe
transmittal of positive community school practicesin the areas of school operations,
curriculum, financial management and human resour ces.

By extending Federal sub-grant funds for these purposes, ODE could ensure the
dissemination of positivebusinesspracticesfrom successful community schoolstothose
that have had limited success or may bein start-up or early implementation phases.
Thecirculation of beneficial practicescould also help prevent someof thefinancial and
managerial problemsthat have been encountered by Ohio’s community schools.

C. Per-pupil Funding and Foundation Payments

A specific State funding formula was passed by the General Assembly for use with community
schoolsin Ohio. The formula specifies the amount of state funds that acommunity school receives
for educating its students. The formula provides community schools an adequate base amount per-
pupil to operate educational programs. The State Foundation base per-pupil amount isthe largest
source of monies for community schools. Thisis paid on a per-pupil basis and is transferred from
funds attributed to the student’s district-of-residence to the community school. The per-pupil
amount is augmented by the cost-of-doing-business factor for the district where the community
school student resides.

Ohio community schools are eligible to receive most of the State and Federal funds that traditional
public school districts receive. These funding types include the following:

° Formula Aid Funding (ORC § 3317.012): Theformulaamount for FY 2001-02 fundingis
$4,814 and FY 2002-03 funding is $4,949. For periods after FY 2002-03, the per-pupil
funding amounts are tentatively scheduled to be $5,087 in FY 2003-04, and $5,230 in FY
2004-05. Theformulaaid funding amount i s adj usted by the cost-of -doing-business (CODB)
factor whichisused to adjust the foundation level upward to reflect the rel ative cost of doing
business in the county in which the district is located. The CODB factor is calculated for
each county based on labor force average weekly wage datafor the county and its contiguous
counties. Formulaaid funding representsthe largest share of State funds paid to community
schools.
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° Special and Vocational Education: The current State funding formulaprovides additional
funding to districtsto be used in educating special and vocational education students. In FY
2001-02, specia education categories were expanded from three categoriesto six based on
the handicapping condition of the student. Each category isassigned aweight, ranging from
1.2892 to0 4.7342, to be used in the weighted special education calculation which ispaid to
the school in addition to the base cost. In some cases, special and vocational education
funding represents a large component of funds received by community schools. However,
undocumented classificationsof some specia educati on studentsby community schoolshave
caused some community schools to be overpaid by the State.

° Disadvantaged Pupil Impact Aid (DPIA) (ORC § 4414.08): DPIA provides additional
funding for schools that have a high percentage of students eligible for public assistance
under the Ohio Works First (OWF) program. Students from economically disadvantaged
environments may be more costly to educate, and DPIA is intended to offset this expense.

Although community and traditional public school districts receive similar State funds, traditional
districtsusually receive only about 44 percent of their funding fromthe State, the remainder of which
is comprised of approximately 6 percent Federal funding and 50 percent local funding. The State's
community school financing system has resulted in a significant difference between traditional
school district and community school funding as community schoolsare not permitted to levy taxes.
In some cases, thereduced per-pupil funding amount received by community school screatesastrong
funding inequity. Community schools tend to mitigate a portion of the inequity through donations
and private contributions.

A University of California, LosAngeles(UCLA) study determined that privatefunding played avery
vital role in the success of California charter schools and that schools with higher degrees of fund
raising success had clear advantages over schools with lower levels of private funding. Likewise a
study of the annual reports of 10 Massachusetts charter schools determined that private funding
comprised between 5 and 12 percent of total revenues. However, one school collected private funds
in excess of 25 percent of total revenues. A review of six Florida charter school audits showed a
similar range of private funding with the average being 3 to 5 percent of revenues. A school for at-
risk children raised 17 percent of revenues from private donations. Some policy analysts have
suggested that over-reliance on private funding could indicate that too few resources are dedicated
to traditional education. Conversely, reliance on private funding could aso indicate that public
funding isinsufficient to support charter schools as the sole source of funding.

In some cases, arbitrary decisionson State grant eligibility have reduced community schools” access
to funding. During thefirst year of community school operation, community schools were deemed
ingligiblefor School Net technology grants. While these grants are competitive and do not comprise
a large portion of funding for community schools, community school operators stated that
ingligibility hurt their ability to put computers in the classroom. During the second year of
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community school operations, School Net opened the grant to community schools. However, unlike
traditional public schools, community schoolscan usethegrant only to purchase portableitems, such
as desktop computers, and can not use the funds for wiring or satellite links. Also, community
school s applying for the grant must devel op atechnology plan, similar to that required of traditional
public school districts. However, community schools often lack the expertise to develop a
technol ogy plan and must use consultantsto devel op the plan. M ost of therestrictionsfor community
schools on use of SchoolNet funds are aresult of SchoolNet’s management of the grant program.

During FY 1999-2000, community schools received an average of $6,700 per-pupil in revenue. In
the same period, traditional school districts in which most of the community schools are located
received $7,800 per-pupil revenues for a total difference of $1,100 (14 percent) more than the
community schools. When examined against state-wide averages on a per-pupil basis, community
schools appear to be receiving operating funds comparable to traditional public school districts.
Although community schools do not receive local revenues, the difference in revenues appears to
be made up in donations, grants and other private funding.

Community school revenuesare primarily derived from Statefoundation, including specia education
funding, and DPIA funds which comprise approximately 82.5 percent of all operating revenues.
State and Federal grants comprised the next largest portion at 11.3 percent, which is predominantly
start-up grants. However, start-up grants are only available to a community school during the first
threeyearsof operation. Theapparent reliance on thesefunds may provedetrimental tothelong-term
financia health of the community schools when grant eligibility lapses. Private donations, cited as
alarge source of revenues for community schools, comprised 4.5 percent of revenuesreceived. In
a series of studies conducted by the Auditor of State between FY 1996-97 and FY 1999-00, State
revenueswereidentified as comprising 49.2 percent of all revenuesinthe Big 8 districtswhilelocal
revenues comprised 39.6 percent of revenues received.

Ontheexpenditureside, only 51.1 percent of community schools' revenuesweredirected to salaries
and benefits. Generally, Ohio’ straditional public school districts spend between 70 and 85 percent
of fundson salariesand benefits. Because community school sdirect ahigher percentage of operating
revenuesto purchased services(37.3 percent), thesalary structure offered to teachersisaffected and,
ultimately, the percentage directed to salary and benefits is diminished.

On a national scale, Ohio’s funding levels are similar to the levels in most Charter School Law
states. Table 4-3 shows the base funding amounts for Charter School Law states
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Table 4-3: Charter School Law States Base Charter School Funding L evels

Amount States

< $4,000 HI, KS, NC

$4,000 - $5,999 AZ,CA, CO, DC, DE, FL, ID, LA, MI, MO, NM, OH, PA, SC, TX
$6,000 - $7,999 AK, CT, IL, MA, MN, NJ, NY%, RI

Sour ce: Charter School Law States' statutes
Note: The following states did not give a specific amount of funding: AR, GA, IN, MS, NV, NH, OK, OR, UT, VA, WI, WY.
! Costsfor New Y ork were reported as $4,000 - $10,000 depending on the size of the district. Therefore, an average was estimated at $6,000

In the majority of states, funding follows the student. For example, in Alaska, California, Florida,
Louisiana, Massachusetts, Michigan, Nevada, and Texas, 100 percent of State and local funding
follows students. In New Mexico, aminimum of 98 percent of State and local funding follows the
students based on average district per-pupil revenue. In Colorado, 95 percent of State and local per-
pupil funding is provided to the charter school for each student. Other states alow the local school
board to negotiate the rate with the charter school. This occurs only in states where the local board
can be the charter school sponsor, such as Arizona

Severa states specify the amount of State and local funding received by the charter school in the
charter. These states include Arkansas, Georgia, Wisconsin and Wyoming. A smaller number of
stateslimit funding to the state base per-pupil amount. States all ocating state-level funding only are
|daho, Indiana and Minnesota.

Funding in Ohio is complicated by the manner in which State Foundation payments are allocated
to the community schools. The ORC requires OSF to fund the community school student in the
district-of-residence with the per-pupil amount and then deduct the per-pupil amount from the
district-of-residence and sends the fundsto the community school. Thereallocation of funds creates
contention between the district-of-residence and the community school in several instances: when
the student has been attributed to the wrong district-of-residence, when the student enrolled in the
community school wasnot included inthe October ADM count of thedistrict-of-residenceand when
the student has been evaluated at a specia education funding level above that recorded under the
January Education Management Information System (EMIS) adjustment. In cases of wrong
assignment, the district-of residencelosesthe per-pupil funding until theerror isrectified. However,
In caseswhereastudent’ sspecia education designation changesafter the January EM 1S adjustment,
the district-of-residence may experience areallocation of funds to the community school in excess
of the amount at which the student is funded. In those cases, the district-of-residence can lose a
substantial amount of funding (up to $25,000 annually per student).

Recommendations 67-69:

67.  SchoolNet should restructure the administration of its grant program to ensure that
community schools are extended the same rights and benefits as traditional public
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schools. SchoolNet should also consider providing supplemental fundsto community
schoolsfor wiring or satellitelinksto improve connectivity and ensure a greater level
of equity between public schools. Finally, SchoolNet should consider providing
additional grant funds to those community schools that were excluded from the
program on the basis of administrative reasons during their first year of operations.

68.  ODE should ensure that start up funds are available in a timely manner and that
established community schoolsarenot relying on thestart-up grantstofund operating
expenditures beyond the start-up period. In several community school financial
statements, it wasnoted that oper ating expenditureswer ebeing paid from grant funds
during the three years of grant eligibility which may impact the long term financial
viability of the community school once the grants are terminated. (See also
recommendation 60.).

ODE should develop rules for grant expenditures in the second and third years of
operations to encourage community schools to use start-up funds for capital and
equipment pur chases. I n caseswher ethecommunity schoolsar erelyingon grant funds
for general operating expenditures, OSF should assist the school in balancing
guaranteed revenues and oper ating expenditur es.

69. ODE and OSF should ensure that changes in special education funding levels
attributed to community schoolsarealso reflected in the State share of the district-of-
residence Foundation payment. The current methodology creates an unintentional
financial penalty for traditional public school districts by reallocating per-pupil
funding in excess of that paid for certain special education students under certain
circumstances. Although ODE representatives have discussed this problem, no
resolution had been achieved by thetime of reporting. When a student is categorized
in ahigher special education category than wasidentified by thedistrict-of-residence,
OSF should provide the district-of-residence with the full State share of special
education funding which would then be deducted and paid to the community school.
ODE should also support statutory changesto ensure that the full special education
funding is should be paid to the district of residence regardless of the time framein
which the categorization took place.

D. Federal Funding Available to Community Schools

Severa Federal discretionary grantsareavailableto charter school sto support school activities such
as after-school programs, parent literacy initiatives, socia services, and professional development.
TheGuideto USDepartment of Education Programsand Resour ces providesabrief description and
applicationinformation for each of the programsaswell asgeneral information on how to apply for
Federal grants. Grants with the greatest importance to community schools are shown below:
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ESEA Title I: Funds are alocated to states on a non-competitive, formula basis. Title |
monies are alocated to schools with high percentages of poor children to help meet the
educational needs of at-risk children. To be eligible for Title | funds, a community school
must have a population of children from low-income families that equals or exceedsthat of
itsdistrict or is at least 35 percent of the total student population.

ESEA Titlell: Funds are allocated to improve the teaching and learning of all students by
ensuring that teachers and other staff have access to sustained and intensive high-quality
professional development .

ESEA Titlell Part B: Part B fundsare used by each Stateto devel op, implement, and refine
State content and performance standards, assessment systems, and accountability systems.

ESEA Title1V: Funds are allocated to the states on a non-competitive, formulabasis. The
purpose of the program is prevent violence in and around schools and strengthen programs
that prevent the use of alcohol, tobacco, and other drugs. Thirty percent of the funds
distributed are allocated to 10 percent of the districts determined to have the greatest need.
The remaining 70 percent is allocated based on the Average Daily Membership (ADM) of
public and non-public schools. Categories of activities for use of the funds include
curriculum development and acquisition, teacher and staff training, student instruction,
before-and-after school programs, and parent and community education and involvement.

ESEA TitleVI: Fundsare alocated to states on anon-competitive, formulabasis. TitleVI
provides funds to plan, design, and implement creative programs within eight Innovative
Assistance Programs which include technol ogy, educational reform projects, prevention of
illiteracy in the student and adult popul ation, and school reform activities consistent with the
Goals 2000: Educate America Program. Once a school is identified as eligible to receive
funds, a consultant from the Division of Federal Assistance is assigned to work with the
school to implement Title | and Title VI programs.

Individuals with Disabilities Education Act (IDEA): Funds are used to strengthen
academic expectations and accountability for children with disabilities by helping states
cover the extra costs of serving these children. Funds may be used provide free and
appropriate education for students with disabilities age 3 to 21, or initiate, expand or
supplement special education and related services including vocational education services
for students with disabilities currently receiving educational services. These funds may also
be used to stimulate the devel opment of comprehensive, quality programs and services, to
demonstrate innovative practices and procedures, and to encourage educational reformsthat
will enhance the learning potential of students with disabilities. IDEA funds contribute to
community schools' funding for the education of disabled children.
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Other Federal programs extended to community schoolsincludethe Class-Size Reduction Program,
used to reduce class size and provide professional development; the Title VII, Part C Emergency
Immigrant Education, which provides assistance to areas with large increasesin immigrant student
populations; and the National School Lunch, School Breakfast, Specia Milk and Government
Donated Food Programs, which provides cash reimbursement and government donated food to serve
meal s to disadvantaged children.

Although Federal funds comprise only about 7 percent of community school funds and about 6
percent of funds for traditional public school districts, Title | funds help support a variety of
educational programs. However, the mobility of community school children presents a dilemmato
OSF as the State must recalculate Title | funds on a monthly basis to accommodate children
changing schools. In prior years, the calculation was performed based on October and April ADM
counts. ODE representatives stated that some of the criteria of the Federal programs were difficult
to meet under Ohio community school law.

A U.S. Department of Education study found that most charter school operators believethat Federal
Title | and specia education funds were fairly alocated. However, they cited barriers to obtaining
thefunds. Charter school operatorsindicated that increased state and regional assistancein planning
wouldimprovetheir likelihood of maximizing Federal revenues. Also, technical assistanceisneeded
to ensure that Federal program resources are directed to the appropriate, eligible students, a
sentiment that has been reiterated by Ohio community school operators.

In April 1998, the U.S. General Accounting Office (GAO) issued a report on Federal funding
available to charter schools. The study finds that nationwide, charter schools have been denied
access to Federal funds. Two-fifths of charter schools did not apply for Title | funds for reasons
ranging from lack of timeand ineligibility, to the belief that applying for the fundswould cost more
than the monies received. The study found several barriers to charter schools accessing Federal
funds, including difficulties in establishing program eligibility, workload demands that prohibit
schools from pursuing program funds or make doing so too costly, charter school operators’ lack of
program and administrative experience, and ineffective working relationships with state or local
program administrators. Also, some aspects of the Federal formula aid and grant programs create
problematic eligibility requirements for community schools. These barriers aso exist in Ohio,
although Ohio community schools report better accessto Title | funds.

A report on Michigan’s Charter School Initiative: From Theory to Practice, supports the GAO
findings. The report identified that charter schools receive much less Federal aid than other public
schools in Michigan. In FY 1997-98, Michigan charter schools averaged only $34 per pupil in
Federa aid while their surrounding school districts averaged $661 per pupil. This difference was
attributed, in part, to theinexperience of charter school officialsand the lack of administrative staff.
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To resolve some of the discrepanciesin Federal funding and access to funds, the U.S. Department
of Education announced $182 millionin support for charter schoolsin October 2001. Theadditional
funds will be used to set up, develop and expand charter schools and to promote the exchange of
information regarding what worksto improve student performance among charter school sacrossthe
nation. The portion of these grants allocated to Ohio was $18,112,500. However, ODE only
recently began the rel ease of fundsasamethod for their all ocation had not been approved until mid-
November.

Recommendations 70-71:

70.  ODE should offer regular trainingtoall community school administratorson thetypes
of Federal funds available and how each may be obtained. Funding gapsin Federal
grant programs between traditional and community schools can be expected to close
as community schools become familiar with Federal sources and more adept at
submitting grant proposals. The Officeof GrantsManagement and OSO should offer
assistance to community schools during their first three years of operation to ensure
that they are familiar with and able to complete the grant application process.
Providing assistanceto grant applicantsis essential to ensurethat community schools
maximize all funding opportunities.

I n conjunction with increased trainingand assistanceon Feder al programs, grantsand
private funding, ODE should providetraining to community school operators on the
development of donation or planned giving programs. Establishing a revenue stream
through a charitable campaign could provide community schools with additional
resour ces over along-term basis.

71. Asthecurrent Titlel processislaboriousand relies on some manual processes, ODE
should consider linking current information systems to allow for improved Title |
funding computation. The Titlel, EMIS and Web-FTE reporting systems could be
linked to permit faster Titlel calculation by ODE. Automation of this process would
greatly speed Title | calculations and the resulting funding disbursements to both
community and traditional schools.

E. Office of School Finance Payment Process

Ensuring the receipt of funds by the community schoolsis the responsibility of OSF. OSF began
directing funds to the first year community schoolsin FY 1998-99. During the past four years, the
community school funding methodol ogy has changed four times. Each change was executed without
input from community schools and with little or no forewarning.
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During the first and second years of community school operations, ODE attempted to process
payments to the community schools in the same manner as traditional public school districts.
Community schoolswererequired to estimate their enrollment and proj ect the districts-of -residence
for each student enrolled. Many community schools estimated in an overly optimistic manner. This
trend was more apparent in the group of schools starting operations in the second year. ODE
accepted the estimates in each year and used them to fund the schools until January when October
FTE counts were then employed. Because the second year schools had overestimated in thefirst six
months of operations, many received little funding after the January adjustment. Riser Academy
closed during its first year of operation as a result of overestimation and the withdrawal of funds
from January through the end of the year. Riser was paid $690,000 but was only entitled to receive
$370,000 based on the Academy’ sattendance records. ODE was unableto reclaim fundsfrom Riser
because the school closed.

To ensure that overestimation did not effect future schools in the same manner as Riser Academy,
ODE altered the payment processjust before community school sbegantheir third year of operations
in Ohio. OSF put into effect the monthly FTE reporting system which allowed schoolsto estimate
inJuly and August but required actual full-time equivalent pupil countsfor September through June
payments. Essentially, the FTE process counts the number of children in aschool each day over the
course of a month. Once FTE counts were submitted to ODE’s Area Coordinators, the Area
Coordinatorsforwarded the FTE liststo the districts-of-residencefor verification (see FT E Process
for additional details).

Because of the continuing problems with overestimation, OSF studied the amounts overestimated
in prior years. Based on the study, OSF determined that a payment at 50 percent of estimated
attendance would be paid to new school suntil the September FTE count wasreceived. After the FTE
counts were received, the community school would be compensated at 100 percent of actual
attendance. The 50 percent reduction would be reimbursed to the school in equal paymentsincluded
in the Foundation amount through the remainder of the school year. In most cases, community
schoolsdo not receivetheir first full payment until November of thefirst year of operations. Because
late receipt of start-up funds is cited as a barrier to community school success, the 50 percent
reduction may lower start-up schools' ability to meet the educational needs of their students.

The new 50 percent reduction in estimated enrollment policy was not announced to fourth year
schoolsuntil two months beforethey opened. A management company representative stated that the
company used funds from its operating schoolsto float its new schools during thefirst four months
of operations. Other community school officials had to reduce their programsin established grades
to accommodate new grades and the reduced compensation for those pupils.

OSF has not investigated the effects of the 50 percent reduction in estimated enrollment payments
on start-up schools. In an Auditor of State (AOS) study of FTEs reported and paid to FTEs audited
(see FTE funding), only a 10 percent average overpayment was shown. OSF has a so not adjusted
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the process for established schools that may add a new grade level each year to accommodate
returning students. Community schoolsin this situation are also subject to the 50 percent reduction
in estimated enrollment.

During AOS interviews, community school officials described the OSF funding methodology
changes as impulsive, reactionary and poorly communicated. In each case, the change in
methodol ogy wastargeted to resol ve aproblem caused by asingle community school, but the change
impacted all community schools. The most recent change greatly impacted new and expanding
schools and may limit future start-up community schools. Also, funding changes are poorly
communicated by OSF, explanations are not provided and the changes are often made on short
notice. During the last change, OSF did not communi cate the change in policy to OSO and placed
responsibility for informing community schools on the Area Coordinators. Community school
operators are unable to plan for funds because the methodol ogy remains unstable.

Because the timing of funding is critical to charter school start-up, severa states have developed
provisionsfor speeding up basic aid paymentsto charter schools. In severa states, the base per-pupil
aid payments begin to arrive before the school year begins. Texas breaks the funding into 13
paymentsthat begin the first month children attend the school. North Carolina schoolsreceivetheir
first payment of funds on July 1 while Minnesota and New Jersey provide the funds beginning on
July 15. In lllinois, Delaware and the District of Columbia, charter schools receive 50 percent or
more of their annual funding prior to October 1.

OSF has not taken into account the necessary flow of fundsfor start-up and operationsin community
schools. Full funding is delayed two months because of the FTE methodology and community
schools must subsist on start-up grants until Foundation funding is received. During round-table
discussions with OSF and ODE employees, the flow of funds to community schoolswas discussed
but no resol utionswere put forward by ODE officials(seea so community school law, fundingand
financing subsection).

Recommendations 72-74:

72.  ODE should restructure the FTE process to significantly streamline the negotiation
processbetween community schoolsand traditional public schools. Community schools
should bepaid for all studentsclaimed inthe FTE reports. Any adjustmentsshould be
based on challengesby traditional public schoolsthat can be proved by thetraditional
school. Adjustments should be communicated to and verified by the ODE area
coor dinators. Adjustments can be made by OSF in the following month’s foundation
payment. ODE should begin therestructuring of this process and implement the new
process on July 1, 2002.

Community schools should receive their foundation payments within 30 days of the
close of the service month. For example, if students are served during the month of
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May, theM ay payment should bereceived by thecommunity school nolater than June
30™. Adjustmentsthat are proven by the district-of-residence should be madein the
payment for the June service month.

During the start-up phase of the community school, FTE estimates should be paid at
90 per cent of the estimated amount (see Table 4-7). Estimated amounts for July and
August should beadjusted in September based on the actual FTE count. Adjustments
for challenges by traditional public schools should take place beginning in October.

73.  OSF should ensurethat any funding methodol ogy used takesinto account the funding
flow concer nsof community schools. Decisionsregar ding funding processesshould not
bebased on isolated instances of school failure. Arbitrary decision making of thiskind
impacts effective community schools and, in some cases, causes financial hardship in
efficient and effectiveoper ating systems. OSF and ODE should ensurethat any funding
methodology decisionsdonot unfairly punish successful community schoolsfor limited
community school failures.

74.  OSF and OSO should increase communicationswith community schoolsin the area of
foundation payments and the FTE process. | ncreased communications would reduce
the strain between community schools, OSF and OSO and limit mis-communication
and inconsistent directions. OSO and OSF should consider using email, FAX, mass
mailings and the ODE web-site to improve comminations with community schools.

F. Foundation Paymentsto Community Schools

Foundation paymentsto community schools have been delivered on an inconsistent time schedule.
Community schoolsthat use direct deposit report up to atwo week deviation in the date of deposit.
These inconsistencies make it difficult for community schools to plan for the payment of monthly
expenditures. Community schools have reported late payments during the first three months of the
year and around holidays. Community schools report that el ectronic deposits are inconsistent and
have appeared anywhere between the 3" to the 16" of the month. These payments also seem to be
erratic or delayed when a national holiday falls during the pay period. Although ODE and OSF do
not have contracts with each school stating the date deposits will be available, the inconsistent
payment dates negatively impact community schools cash flow. As Foundation funding is
community schools' largest source of revenues, a delay in payment can put a severe strain on the
schools' financial health.

Also, community school sreported problemsinidentifying the payment when made by direct deposit.
In some cases, the settlement statement has followed the payment by up to two weeks. Although
OSO0 has updated its page on the ODE web site to show the monthly statementsfor each community
school, OSF is not fulfilling its payment obligations when deposits and statements are tardy.
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During AOS interviews, representatives of the Greater Cincinnati Community Academy, Inc.
(GCCA) remarked on the untimeliness of OSF payments. Asacomponent of the operational review,
GCCA provided acomplete roster of Foundation payment receipt dates which are shownin Table
4-4. Thelowest and highest payment, and the earliest and | atest dates of recei pt of paymentsfor each
year are shown in bold.

Table 4-4. GCCA Foundation Payments

FY 1999-00 FY 2000-01 FY 2001-02

Service FY 1999-00 Payment FY 2000-01 Payment FY 2001-02 Payment

Month Payment Date Amount Payment Date Amount Payment Date Amount
May 08/03/99 $286,449 07/13/00 $276,906 07/13/01 218,527
June 08/16/99 $286,449 08/07/00 $276,906 08/13/01 217,685
July 09/15/99 $286,449 09/08/00 $276,906 09/12/01 217,685
August 10/13/99 $286,449 10/06/00 $276,906 10/05/01 272,733
September 11/5/99 $286,449 11/08/00 $197,794 N/A N/A
October 12/07/99 $286,449 12/07/00 $202,290 N/A N/A
November 01/10/00 $286,449 01/1v01 $173,203 N/A N/A
December 02/08/00 $336,642 02/08/01 $184,095 N/A N/A
January 03/10/00 $353,773 03/08/01 $195,762 N/A N/A
February 04/07/00 $379,121 04/09/01 $176,462 N/A N/A
March 05/9/00 $379,203 05/07/01 $101,282 N/A N/A
April 06/30/00 $379,203 06/07/01 $92,242 N/A N/A

Sour ce: GCCA Foundation Payment Statement and Bank Account Records

Asshown in Table 4-4, GCCA'’s Foundation payments ranged in date of receipt from the fifth of
themonth to aslate asthethird of thefollowing month. Also, paymentswere not consistent in dollar
amount. Without adetailed statement to explain the differencein Foundation amounts, GCCA relied
on assumptions regarding the payment amounts. GCCA opened in September of 1999 but its FTE
payments during June, July and August, which are intended to be used to secure supplies, facilities
and teacher contracts, were tardy. ODE’s policy isto fund FTE estimates during the three months
prior to the community school opening.

In October of 2001, GCCA received a statement from OSF showing adeduction of $969,013 which
results in a monthly adjustment of $107,668. These adjustments were the result of the ODE final
ruling on the FY 1999-00 FTE audit, which was not completed until September 2001. GCCA
representatives stated that they had estimated the overpayment and resulting deductions based on
information provided duringan AOSfinancial audit. However, GCCA received no notificationfrom
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ODE about the adjustment for the FTE audit. AOS has |earned that some community schools have
negotiated the repayment of FTE amounts and, in some cases, a reduction of the amount owed.
GCCA was not apprized of its ability to negotiate the reduction amounts.

Other community schools remarked on the lack of communication about their FTE audit resultsand
the resulting deductions. Although these adjustments are being carried out two years behind
schedule, community schoolswere not notified of upcoming deductions or permitted to prepare for
the associated financial impact. In many cases, the adjustments have severely hindered community
schools’ ability to pay operating expenses. It isestimated that at |east two schoolswill beforcedinto
financial failure based on the impact of the deductions within the next 12 months.

Recommendations 75-76:

75.  OSF must ensurethat all adjustments are communicated to the community schoolsin
atimely manner. OSF should consider sending statements to the community schools
viaemail and FAX and posting adjustmentsto a secure web page. Area coordinators
should also receive natification of all accepted adjustments which must be based on
verification fromthetraditional publicdistrict, not thecommunity schools. Community
schools should continue to be able to appeal adjustment decisions. All appeals of
verified traditional district challengesshould beheard and deter mined by ODE within
60 days after the service month.

76.  OSF should immediately update the FTE manual to contain explicit policies and
directionson FTE counting and individual educational plan (I EP) documentation. All
community school operators should receive at least a full day of training on the
following subjects. the methods that should be used to count FTEsS, documentation
requirementsfor |EPsand special education categories, how to deter minedistrict-of-
residence, and excused and unexcused absences. Thesesubjectsshould alsobeincluded
in the manual and should be accompanied by pertinent examplesto clarify the policy.
OSF should institute monthly FTE audits during a community school’s first year of
operation to ensure community school operatorsfully understand the FTE reporting
requirements.

Community schools, particularly those in their first year of operation, should ensure
that all FTE countsappropriately reflect thenumber of studentsbeing educated by the
community school. Any weighted special education amounts received by the school
must be supported by adequate | EP documentation.
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G. FTE Enrollment Process

ORC § 3314.08 requires the State Board of Education to adopt rules on enrollment reporting by
community schools and requiresthe board of education of each city, exempted village, local district
and community school to annually report the following information:

° The number of students entitled to attend school in the district who are enrolled in grades 1
through 12 in a community school;

° The number of students entitled to attend school in the district who are enrolled in
kindergarten in acommunity school;

° The number of those kindergartners who are enrolled in all-day kindergarten in their
community school; and

° The name of the community school in which the child is enrolled.

ODE hasdeveloped rulesfor reporting FTEswhich are outlined in the Community Schools FTE and
Enrollment Procedures Review Guide, but the definition of an FTE student (1080 hours for a
standard school year in atraditional school) remainsflexiblefor community schoolsandisgoverned
by the contract between the sponsor and the school.

Traditional schoolsreport student enrollment and fall Average Daily Membership (ADM), astudent
count derived from aone-week period during the school year. Community schoolsreport enrolment
as full time equivalents (FTES) or actual students in attendance on a daily basis. Additionaly,
traditional schools are funded based on annual October ADM reporting, while community schools
are required to report FTES on a monthly basis, cataloged on a daily basis. Under special
circumstances, atraditional school district may adjustitsADM count in February. Monthly reporting
is necessary for community schools due to enrollment fluctuations that many community schools
experience. For example, a community school that specializes in the education of foster children
may see extreme enrollment fluctuations from month to month as children are placed in permanent
homes. Without monthly FTE reporting, community schools could receive too much or too little
funding.

Under the current system, each separate community school defines an FTE as a component of its
contract with the sponsor. A standard school year for atraditional school is920 hours of instruction
or 180 days. FTE definition is problematic for ODE asits school funding systems have been based
on the number of students in attendance throughout the year as measured through EMIS. This
definition has been confined to 180 instructional days or 1080 hours. Stipulations on what
determinesacommunity school FTE can befound in the contracts between community schoolsand
their sponsor organizations. An FTE is contractually defined as one of the following:

° 180 days of instruction,
° More than 180 days of instruction,
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° 920 hours of instruction, or
° More than 920 hours of instruction.

The lack of auniform definition for FTES causes inconsistencies in the enrollment counts used by
ODE. Inconsistency in enrollment reporting could cause over-funding to aschool that counts apart
time student as a complete FTE or to a school that bills for more than 180 days or 920 hours of
instruction.

The Office of School Options outlinesthe FTE reporting and verification processin the Community
Schools FTE and Enrollment Procedures Review Guide. Chart 4-1 displays this process.
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Chart 4-1: FTE Funding Process
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The first step in the monthly FTE review process requires the community school to collect and
provide the following data to the Area Coordinator for each of its pupils:

Student name (listed alphabetically by grade level and home school);
Grade level by classroom;

Home address(s);

Date of enrollment (date pupil enrolled in the community school);
Resident district IRN by district;

Date of withdrawal (if pupil withdrew during the school year) or entry (if entering during the
school year);

Type of student:

> All-day kindergarten;

> Special Education Category 1 through 6 (verified by IEP);

> Regular student; and

° List of students enrolled in all-day kindergarten.

After receiving this information from the community school, the Area Coordinator groups the
students by district-of-residence and sends the compiled list to each district for verification.

The traditional school districts receive the monthly list of community school students that reside
within the district and are required to review and verify the students attending community schools.
At thistime, thetraditional school district hasthe opportunity to “redline” (cross off the community
school’ slist) any student on the community school’slist. Traditional districts can redline astudent
for the following reasons:

Student does not reside within the district;

Student is currently enrolled in the district;
Student is over/under age of eligibility; or

Student has received a GED.

Community schools are denied funding for those students who areredlined. If atraditional school
fails to redline a student who fits into one of the above categories, the State per-pupil funding
amount would be deducted from thetraditional school’ sfunding payment. However, if the district-
of-residence improperly redlines a student, the community school must prove that student’s
attendance to receive funding. The lost funding is made up in future Foundation payments, divided
into equal sums through the remainder of the fiscal year.

After verifying students, thelist is returned to the Area Coordinator. The verified list is reviewed
and forwarded to OSF, minus the redlined students. From this list, OSF determines the proper
funding amount and sendsafunding check to the community school. Many community schoolshave
stated that information is not provided by OSF or the Area Coordinators to identify which students
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were redlined and denied funding. When Area Coordinatorsfail to provide thisinformation to the
community schools, the community schools cannot identify which students have been denied and
subsequently have no ability to rectify the problem.

The current OSF processis cumbersome and delays funding for FTEsto the community schools. As
shown in Table 4-5, the FTE process takes approximately six weeks to complete.

Table 4-5: FTE Funding Process Time-line

Process Step Date
Attendance Month May
Student Report Mailed to Community Schools 5/21/01
Student Report Due from Community School to Area Coordinator 6/8/01
Student Information Mailed to Districts-of-Residence 6/8/01
District-of -Residence Returns Information to Area Coordinator 6/15/01
Last Date for Area Coordinator Data Entry 6/22/01
Payment Month July

Source: OSF

ODE plansto implement aweb-based system in July 2002 that may decrease thetotal processtime.
As shown in Table 4-5, community schools can report new enrollees up to the first week of each
month. The new system will enable schools to delay reporting new enrollees up to the 15" of the
month. Although the web-based system, when implemented, will increase communication between
community schoolsand traditional schoolsand decrease paperwork involvedinthe present process,
the following are problems that exist and have not been corrected by OSF:

° The present design of the web-based system eliminates the ODE Area Coordinators from
direct involvement inthe FTE process. The Area Coordinatorswill only be consulted when
a problem arises between the traditional districts and the community schools.

° No deadline exists for information to be entered into the system. An edit process cutoff,
when schools would be unable to make additional changes, has not been planned. Asthe
system is designed, students can be redlined by traditional schools up until the final day of
the period, leaving community schoolslittle or no timeto investigate and take action on the
errors.

° Since no set dateis provided asto when information will be final for the month, community
school s theoretically must monitor the web-site on adaily basisto determineif any changes
have been made.
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Also, the potential exists for the traditional school to redline a student who does not meet redline
criteriato deny funding to community schools. Although the web-based process may reduce manual
FTE counts, without intervention by Area Coordinators and a period of negotiation for community
schoolsto prove attendance, the potential existsfor community schoolsto be systematically denied
funding for FTEs served.

Of the four reasons to redline a community school student, determining the correct district-of-
residence has frequently proved troublesome. In the past, disagreements regarding correct
boundaries between bordering school districts have occurred. These disagreements have usually
been mediated by the ODE Area Coordinator. Disagreement over district boundaries could
potentially be avoided, but instead, has extended the length of time it takes to complete the FTE
monthly verification. The ssmple act of verifying a district-of-residence will be deferred under the
web-based system until the community school has determined the boundary— a step which could
delay per-pupil funding in alarge number of cases during critical funding periods.

Recommendations 77-80:

77.  TheFTE verification and payment methodology currently beingused greatly disrupts
community schools cash flow and payment for general operating expenditures.
Community schools can not float two to three months of expendituresasisrequired
under the current system. Furthermore, the laborious process of challenging and
verifying community school and district-of-residence FTE information creates a
bottleneck between the provision of servicesto students and receipt of payment from
ODE.

FTE reports should be submitted to ODE within 10 days of the end of the service
month. Remittancefor the service month should bereceived by the community school
no later than 30 days after the end of the service month. As discussed in
recommendation 72, adjustments should be madein the following month and should
not hold up FTE payment processing.

OSO field consultants, discussed in recommendation 32, should assist start-up schools
in FTE estimation in July and August and FTE reporting during the school year. The
presenceof OSO consultantsand theprovision of ongoing assistancewill greatly reduce
the number of adjustmentsrequired on both a monthly and annual basis.

78.  OSF must develop a standard methodology for measuring instructional opportunity
timefor all community school student FTEs. Once this methodology is developed, all
existing contractsshould beamended. OSF should develop aguideto bedistributed to
community schoolson itsweb pagewhich describestheinstructional time constituting
an FTE, the FTE reimbursement methodology, and the documentation required to
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support claims for FTE rembursement to community schools. (See also
recommendation 72.). Because some community school over-funding cases have
under scored theneed to definean FTE for funding purposes, thisshould beapriority
for OSF.

79.  Theweb-based system should be modified to create an edit period for information to
bedrawn off the system for processing. Community schoolsshould haveadeadlinefor
data entry. Oncethe deadlinefor data entry has passed (10 days after the close of the
servicemonth), ODE should processand send paymentsto the community schools. All
challenges and appeals should be adjusted during the next payment period. While
community schools should be able to input new children and make modifications to
student files, the data reserved for the payment period should not be accessible after
the FTE data has been drawn down off the system for payment.

80.  OSF should develop and distribute to all Ohio public schools a time-line for dispute
resolution and a detailed description of the steps each party must take to ensurethat
a comprehensive and fair verification process exists between community and
traditional schools. The burden of proof for challenged students should be the
responsibility of traditional public districts, not the community schools. ODE should
ensurethat all traditional districts and community schools have a full under standing
of the revised process befor e the beginning of the FY 2002-03 academic year .

H. FTE Adjustments

Themonthly FTE review process resultsin adjustmentsto the monthly State Foundation payments.
These adjustmentsoccur asaresult of atraditional school redliningacommunity school student. The
redline may be caused by incorrect information from the community school or traditional public
school (see FTE enrollment process for alist of redline causes). When a student is redlined by a
traditional school district, the community school losesfunding for that student for the month. There
is currently no process for community schools to appeal the challenges of the traditional school.
Many community schools have expressed concerns that unwarranted redlines have been made by
traditional schoolsto delay community schools' funding for the month. The only recourse available
for community schools to refute redlines is to provide documentation to the Area Coordinator to
verify the student was in attendance at the community school. If it isfound that the community
school should bereceiving funding for that student, the amount of funding lost for that monthisthen
divided by the remaining months | eft in the school year and repaid on amonthly basis. Even though
the community school regainsfunding for the challenged student, the prior month’ slost funding can
hamper a community school that operates on atight budget. The ability to appeal redlines has not
been made available to the community schools in the new web-based system. OSF officias have
stated that traditional districts will not hold up community school funding because the web system
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log on screen has a statement of affirmation and a school superintendent that reports inaccurate
information could lose his or her superintendents license.

One common area of contention between the community schoolsand the traditional school districts
isthedistrict-of-residenceissue. Dueto irregular district boundaries and similarly-named districts,
somedisagreementshaveari sen concerning astudent’ scorrect district-of-residence. Becausedistrict-
of-residence determines which traditional district FTE amounts are drawn from, students who live
on the border of two districts may be disputed by both potential districts-of-residence. Disputesthat
occur because of districts-of-residence many times delay funding for community schools and cause
Area Coordinatorsto spend time attempting to resol ve a seemingly simple problem which could be
managed through zip code mapping or some other technological solution. Thereisno standard data
base which ODE uses to determine a student’s correct district-of-residence. Many times this
problem must be solved with the aid of the county auditor, or in some instances, with the actual
inspection of the location of the residence by the Area Coordinator.

ODE Area Coordinators perform mandatory year-end audits after a community school’ s first year
of operation. These audits, which can occur as early as August, reconcile total per-pupil funding
paidto actual FTE enrollment. These auditsresult in year-end funding adjustments (the community
school may owe or be owed funds) and have been significantly affected by the per-pupil funding
methods used, redlines and the availability of specia education students' individua educational
programs (IEPs). Table 4-6 highlights the funding methods presented in the per-pupil funding
section.

Table 4-6: OSF Per-pupil Funding M ethodologies
FY 98-99 Community school per-pupil funding based on estimated annual FTE enrollment.

FYs99-01' | Community schools required to report monthly enrollment and funded on estimated enrolIment
and actual FTE enrollment

FY 01-02 Community schools per-pupil funding based on 50 percent of estimated enrollment or 100
percent actual FTE count.

Source: OSF Interviews

! New monthly reporting method was not instituted until 9/12/00.

ODE recognized that the initial funding method resulted in significant overestimation of FTEs by
community school s and frequent overpaymentsto the community schools. Under theinitia funding
method, community schoolswere provided funding for thefirst six monthsyear based on estimated
FTEs. Estimationswere often overly optimistic are were not revised for lower enrollment figures.
In an effort to decrease reliance in estimations, ODE instituted anew funding method after the start
of FY 1999-00 which used estimations only for the first six months of the year then used actual
enrollment. Although this method decreased reliance on community school estimations, its
implementation after the start of the school year still caused significant overpaymentsin caseswhere

Community School Funding 4-32



Ohio Department of Education - Community Schools Operational Review

initial enrollment projections were overly optimistic. Further information on per-pupil funding
methods can be found in the per-pupil funding section of this report.

Table4-7 displaystotal overpayments madeto community school s and the adjustment amountsthat
resulted from the year-end audits.

Table 4-7. Overpaymentsto Community Schools

Total Adjusted Per centage Average
Payments Payments Overpayment Overpaid Over payment
FY 98-99 $11,465,900 $10,988,848 $477,052 4.3% $31,803
FY 99-00 $53,479,603 $49,048,177 $4,431,426 9.0% $90,437

Source: ODE OSF

During FY 1998-99, 15 community schools were provided State Foundation funding. Of these 15
schooals, only 2 (13.3 percent) were underpaid with the remaining 13 being overpaid. As shown in
Table 4-7, community schools were overpaid by $477,052 (4.3 percent) in FY 1998-99. The
number of community schools receiving State Foundation funding increased to 49 in FY 1999-00.
Of these schools, seven (14.3 percent) were underpaid and two required no adjustments.
Overpayments totaled $4,431,426 for FY 1999-00, increasing the overpayment percentage to 9.0
percent.

Based on interviewswith community school and ODE officials, overestimation of FTES during the
first year of operation isusually not intentional but isacommon occurrence. Thisusually occursin
first year schoolsdueto lack of experience, unreliable methods of gauging interest inthe school, and
overly optimistic estimations of enrollment. An Arizona study found a similar correlation between
poor reporting and inexperience in school operations, particularly in the areas of enrollment and
special education. Also, a significant component of overpayments in FY 1999-00 resulted from
improperly maintained 1EPs. The new funding method for FY 2000-01 funds schools only 50.0
percent of estimated FTES in July and August, then on actual FTES for the remainder of the year.
ODE projects overpayments to decrease significantly under the new funding methodol ogy.

Community schools are required to return overpayments to the State. Thisis done by dividing the
amount of the adjustment by the remaining monthsleft in the school year and deducting thisamount
from State funding payments. Thus far, ODE has been very slow in identifying and applying the
adjustments to the community schools. Adjustments made for the first year of community school
operations (FY 1998-99) were completed in September of 2001. As displayed in Table 4-7, the
average overpayment increased from $31,803 in FY 1998-99 to $90,437 in FY 1999-00.
Adjustments to individual schools have ranged from below $50 to aimost $1 million. Adjusting a
community school’ s monthly funding payment by alarge amount could cast doubt on the operating
ability of acommunity school that is running on atight budget. By dividing the adjustments into
monthly deductions, ODE has attempted to |essen the impact that large adjustments could have on
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a community school’s budget. However, some community schools have stated that funding
adjustments are not being adequately communicated by ODE until the monthly funding check
arrives. Thislack of communication does not provide community schools the proper time to plan
for any adjustments. Furthermore, some community school shave negotiated |ower repaymentsbased
on information provided to ODE. Other community schools have negotiated lower monthly
repayment schedules to ensure their financia viability. ODE has not communicated this option to
all community schools and appears to selectively apply this negotiated processto alimited number
of State-sponsored schools.

By reporting and verifying community schools' actual FTEson amonthly basis, adjustments dueto
overestimated FTESs should decrease significantly from the first two years of operation. However,
year-end auditswill still be necessary to verify special education FTE reporting. Public schoolsare
required to have avalid |EP for each special education student. Increased special education funding
is provided based on the disability identified in the IEP. Annual FTE audits have found that many
community schools, particularly in their first year of operation, do not have valid IEPs on file for
many students. There are many reasonsfor the failure of community schoolsto producevalid IEPs.
The most common reasons are as follows:

° Some community schools areill equipped to assess the needs of specia education students
and do not have adequate funds to provide the necessary staff to complete assessments.

° Many first year community schoolsare not familiar with the |EP process and do not properly
create and/or maintain |EPs.

° Some traditional school districts have been unable to locate IEPs for former students to

forward to the community school, or the traditional school district has withheld the IEP
because the student owed fines.

Without valid IEPsfor special education students, AreaCoordinatorsare required to reclassify those
students as regular education students. This reclassification causes the community schoolsto lose
the weighted funding amount that is provided for special education.

One point of confusion among community schools, traditional schools and ODE involves the
deadline to create IEPs and obtain special education funding. ODE policy states that community
schools have until January 5 to create |EPs and change special education classifications. However,
ODE has failed to properly communicate this policy to community schools. Many community
schools were unaware that this policy existed and were creating |EPs throughout the school year.
In addition, even though a January 5 deadline exists, |EPs are not matched to special education
students until the subsequent year-end audit. In order to ensure that appropriate |EPs are devel oped
for all specia education students within the ODE-required time frames, ODE must clearly
communicate all deadlines to the community schools.

Community School Funding 4-34



Ohio Department of Education - Community Schools Operational Review

Recommendations 81-83:

81.

82.

83.

To help traditional and community schools settle boundary disputes concerning
district-of-residence, ODE should useits existing resour ces to develop a database of
school district boundaries. Thisdatabase should be sear chable using the zip-plus-four
or street addressmethodology. Thiswill help eliminate disputesthat have arisen over
the correct district-of-residence, reduce the time involved in determining district-of-
residenceand reducedisruptionsto community school fundingresultingfromdistrict-
of-residence disputes. Community schools or OSF could also use the database to
resear ch correct districts-of-residence beforefilingan FTE report for a student. Such
information may already be compiled in the Northern Ohio Data and Information
Systems(NODI S) ar chivesat theCleveland StateUniver sity Urban Center and in ODE
filesused to mail district and school report cards.

ODE should conduct FTE auditson amonthly basisduring acommunity school’ sfirst
year of operations, and semi-annually ther eafter. Any year-end adjustmentsshould be
communicated within 90 days of the end of thefiscal year through an exit conference
between ODE personnel and community school operators. Theexit confer ence should
serve asaforum to discusstheresults of the FTE audit. All audit results should bein
writing and should be provided to the community school prior to the exit conference.

The new monthly monitoring (see recommendation 76) and FTE adjustment process
should resolve most lar ge year -end adjustments. However, community schools should
beprovided longer timehorizons (12 monthsor mor€) tor epay over paymentsin excess
of 2.5 percent of total revenues. Those schools that continue to need substantial
monthly adjustments after the first year of operation should continue to receive
monthly FTE auditsand adjustments. Extendingtherepayment period for first-year
schools would help mitigate the funding impact of FTE adjustments while more
frequent FTE audits will help community schools with frequent FTE count errors
rectify any reporting problems.

OSF should examine | EPs during monthly FTE audits during a community school’s
first year of operation. In the caseof established community schools, | EP auditsshould
beconducted in October and November to ensurecompliancebeforefully funding |EP
status for the entire year. Community schools that habitually lack support for EPs
claimsfor funding should be audited for | EP documentation on a monthly basis until
they achieve an appropriate level of compliance. Schools that do not maintain
appropriate documentation should receive additional support from ODE’s Office of
Exceptional Children. Morefrequent | EP examinationswill help community schools
with frequent | EP documentation error srectify any reporting pr oblemsand will better
safeguard the rights of Ohio’s special education students through the increased
oversight.
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|. Management Reporting and Financial System Controls

Financial management and reporting comprises an important component of sound school

administration. Because community schools are exempt from several of the statutory financial

controls, such as competitive bidding and purchase orders, the devel opment of internal controlsis
essential. Severa of the community schoolsin Ohio have suffered adverse financial outcomesasa
result of poor financial controlsand financial oversight. In many cases, community school operators
do not have abackground in government finance and are unfamiliar with the requirements of school

accounting and accountability. School financial management and systemic controlsare not stressed
in OSO training. Financial training and technical assistance for most community schoolsis limited
or non-existent. LCESC, however, acts asfiscal agent for the schoolsit sponsors, thereby reducing
the community schools' need for the implementation of strong controls.

As a component of regular financial audits, the Auditor of State conducts a review of financia

system controls. Inthe course of testing for FY 2000-01, several areas of weaknesswereidentified.
The highest impact areas of financia system control weakness are shown in Table 4-8.

Table 4-8: Financial Control Lapses Cited in Community School Audit Reports

Recommendation Per cent
No fixed asset accounting 60.0%
No purchasing controls, competitive bids, or transaction documentation that ensure appropriate 55.0%
expenditures
Bank reconciliations not performed monthly , checks and deposits not recorded timely and 35.0%
correctly
No payroll controls, hire rate, date and Board approval. Withholding is not documented 27.5%
Improper receipting and control procedures for collection, deposit, and reimbursement of cash and 27.5%
petty cash
Long-term debt not documented, proceeds not spent on intended purpose and not approved by 25.0%
Board
Annual Report not filed with AOS (ORC 117.38), monthly revenue and expense activity, monthly 22.5%
budget to Board & per-pupil expenditures (ODE contract Art. 3 Sec.B Ex.2), and number of
students (ORC 3314.08(2) )
Tuition charged: mandatory parent volunteer, no control procedures for before and after school 22.5%
care tuition ORC3314.08(G)

Sour ce: Auditor of State FY 2000-01 Community School Audit Management Letters

Inadequate management controls result in substandard management reporting, areduced ability to
track and predict revenuesand expenditures, and, in some cases, ORC violations. AsshowninTable
4-8, purchasing controlsand bank statement reconciliations, two of themost important cash controls
used, are absent in 55 percent and 35 percent of community schools, respectively. Payroll and petty-
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cash purchasing controlsare al so absent or weak in 27.5 percent of community schools. Cash control
weaknesses |eave community schools vulnerable to fraud and theft. Other violations, such asthose
related to long-term debt, annual reporting and tuition are directly related to ORC requirements.
The Florida Office of Program Policy Anaysis and Government Accountability (OPPAGA)
highlighted several consequencesof lack of management andinternal controlsin Floridacommunity
schools. These are shown below:

Adequate accounting systems not maintained;

Accounting functions not separated,;

Federal withholding taxes not consistently paid on time;

Board meetings not adequately noticed;

Adequate documentation to support background checks of teachersand teacher qualification
not maintained;

Adequate documentation that facility inspections were compl ete not maintained;

Sales tax overpaid;

Federal funding lost;

Restricted school funds used for operating expenses,

School funds used to make loans to employees;

School funds used to pay lodging and restaurant costs for out-of-town guests;

School funds used to cover travel costs for family members and used to purchase personal
items; and

Business transactions between charter schools and its administrators, board members, and
related family members frequently caused potential conflicts of interest.

Each of thesefinancial system control problems can cause a school to plungeinto financial distress.
Furthermore, financial system control weaknesses reinforce public perception of the financial
volatility of charter schools and contribute to the notion that charter schools misuse public funds.
Effects similar to these were noted by AOS financia auditors in a number of Ohio community
schools.

Additional areas of financial management and system control weakness were noted in a smaller
number of schools. These included:

In 17.5 percent of Ohio community schools audited in FY 2000-01, the school was deficient in the
following:

° Uniform System of Accounting (Ohio Administrative Code (OAC) 117-2-01, ORC 3314.03
(A)®8))

° State Teachers Retirement System (STRS) and State Employees Retirement System (SERS)
“Employee”, “Earned Wages’ and “Withholdings’ (ORC 3307.01, 3307.381 ,3307.51
,3307.53, 3307.56, 3309.47, 3309.49)
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In 15.0 percent of community schools audited in FY 2000-01, the school was deficient in the
following:

° Tax exempt status (Failure to apply for and be approved for Federal tax exemption) (26 US
501 (0)(3))

° Two signers on checks (Section 7 Financial Controls of the Charter)

° Written Investment Policy

In 12.5 percent of community schools audited in FY 2000-01, the school was deficient in the
following:

° Workers Compensation, Medicare withholdings and payments (ORC 3314.03 and IRS code
3102)

In 10.0 percent of community schools audited in FY 2000-01, the school was deficient in the
following:

° Payroll Cycle Controls and Reconciliations
° Delinquent Retirement Payments and Incorrect Withholdings
° Insurance Coverage and Policies, Insurance in force and approved by Board

OSF and OSO do not provide additional information to community school son financial management
and system controls. Training in financial management is limited to a half-day during the start-up
year. OSF and OSO do not recommend training courses or support additional financial training for
community school employees. Community school operators stated that financial success depends,
in part, on a knowledgeable financial officer who exercises system controls.

As a component of its study on charter schools, OPPAGA identified several hallmarks of school
financial stability and viability. These included:

Whether the school had a positive fund balance;

Whether the school accurately or conservatively projected its revenues;
Whether the school spent within its budget;

Whether the school spent within the revenuesit received;

Whether the school had sound controlsin place to safeguard finances; and
Whether the school had demand for its services.

Inseveral of theexamples, financial management and system control sarecritical tofinancial success
within the charter school. Controls are critical to budgetary control, expenditure monitoring, and
safeguarding resources. Without adequate financial controls, community schools may continue to
be plagued with financial problems ranging from expenditures exceeding revenues to theft.
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OSO0 requires community schools to submit an annual budget projection and a quarterly update of
actual expenditures. These reports are required to assure that the community school is operating on
“firm financial footing.” However, evidence of review of the required reports could not be obtained.

In at least one case, a state-sponsored school submitted the required reports which, upon
examination, showed the school to be in extreme financial peril. No evidence of OSO action could
be found, even though OSO intervention might have permitted the school to terminate operations
in amanner other than abruptly closing its doors.

Recommendations 84-86:

84.

85.

86.

Community school sponsor sshould follow up on AOSfinancial audit and management
letter recommendationsasacomponent of sitevisits. Addressingall financial audit and
management letter comments will help community schools improve their financial
management and system controls.

Also, community school oper ator sshould ensur ethat financial audit and management
letter commentspertainingtofinancial system controlsareaddressed prior tothenext
AOS audit. Ensuring proper functioning of financial system controlsisimperativeto
good fiscal management. If community schools better attend to financial audit and
management letter comments, they could streamline administrative tasks and create
greater degrees of financial efficiency.

ODE should also examineall required reportsto ensur ethat community schoolsareon
stable financial footing. More frequent monitoring of community schools financial
condition would help ODE and other sponsors identify potential financial problems
more rapidly. If ODE becomes the agency responsible for authorizing sponsors, it
should requiresponsorstoreview reportsfor potential financial problems. Also, OSO
should add financial monitoringtoitssemi-annual sitevisit checklist toensurethat the
appropriatefinancial reports are collected and examined.

When such problems ar e noted, action plansto remedy the financial problem should
be implemented immediately. Even in cases where eventual closureis evident, ODE
should work with the community school to extend services through the end of the
school year to minimize disruption to students.

Community school operators should seek to hire qualified financial officers with
training in government finance to assist the school in implementing proper financial
management and control procedures. Financial officers should have appropriate
credentialsto support their rolein the community school.
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OSO should develop ateam of retired or semi-retired government financial officersto
serve asinterim financial officers for community schools (financial consultants)and
work on a contract basis for schools that may need long-term assistance. The
individualsselected for thisteam should becar efully screened by ODE and should have
demonstrated a good track record in government finance.

Finally, most community schools do not require the services of a full-time financial
officer. ODE’s financial consultants could provide financial services to a single
community school on apart-timebasis. ODE should consider aprogram similar tothe
Uniform Accounting Network Visiting Clerk Program in which afull-timeclerk serves
several villages. A comparable program could be established through ODE where a
full-time financial officer servesseveral community schools. Also, community schools
could consider poolingtheir resourcestohirean individual on afull-timebasistoserve
several schools.

J. Community School Long-term Financial Health and Equity

As noted in the OPPAGA report, maintaining a positive ending fund balance is an important
characteristic in charter school financial health. The long-term success of a charter or community
school requires the school to set-aside funds for future devel opment, to establish areliable revenue
streamto fund current and future operations, to augment working capital, and to providefor potential
emergency expenditures. A study in Michigan found that thefinancial condition of acharter school
depended primarily on how long the school had been operating and whether it was an independent
school or part of achain. Michigan charter schools entering their third year with a positive ending
fund balance usually had long-term success. Also, schoolsin achain of charter schools were able
to draw on the resources of their corporations.

Asacomponent of this performance audit, AOS conducted a study of community school revenues,
expendituresand retai ned earnings. Among Ohio community schoolsthat werestartedinfiscal years
ending June 30, 1999 and 2000, there were wide variancesin the amount of retained earnings at the
end of thefiscal year. Of the 15 community schoolsthat were startedin FY 1998-99, only two 2 had
negative retained earnings at year end. In FY 1999-00, 26 additional community schools were
started. Of those 26, 10 had negative retained earnings at year end.

Table 4-9 showsthe particular line items that were identified to have the greatest change from the
overall State averages of all community schools started in FY 1999-00. All amounts are on a per-
pupil basis for comparative purposes.
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Table 4-9: Community School Revenues, Expenditures and Retained Earnings

Financial Statement Lineltems State-wide Community Averagesfor Community Variance
School Average Schoolswith Negative
Retained Ear nings?

Number of Pupils 216 160 (56)
Revenues:

State Foundation $4,571 $5,686 $1,115

DPIA $878 $831 ($47)

State Special Educational Program $83 $0 ($83)
Expenditures:

Sdaries $2,670 $3,854 (%$1,184)

Fringe Benefits $653 $917 ($264)

Purchased Services $2,421 $3,270 ($849)

Materials and Supplies $412 $772 ($360)
Donations $155 $556 $401
Federal & State Grants $759 $846 $87
Year End Retained Earnings $576 ($1,334) ($1,910)

Sour ce: Annual reports filed by community schools
! State average is comprised of community schools that began operationsin FY 1999-00.
2 School averageis all schools with negative retained earnings at year end FY 1999-00.

Asindicated in Table 4-9, community schools that have a negative retained earnings at year-end
have a smaller number of students attending their schools than the state average. Revenues, such
as State Foundation, donations, and Federal and State grants are above the State average. However,
Disadvantaged Impact Pupil Aid (DPIA) and State Special Education Programs revenues are below
the State average. The largest variances are located in the expense line items: salaries, fringe
benefits, purchased services, and materialsand supplies, which areall greater than the State average.
Of these expenses, salaries has the largest variance when compared to the State average with
purchased services a close second. Thisis significant as the majority of school districts’ expenses
are comprised of salaries and related fringe benefit expenses. High purchased services costs are
related to management company fees. These factors of reduced revenues and higher expenses
contribute to the negative retained earnings at fiscal year end.

A report on Michigan charter schools determined that they spent alarger proportion of funding on
administration, operations and maintenance (25 percent for charter schools compared to 11 percent
insurrounding districts). Also, schoolsopenfor at |east three yearstended to carry year-end bal ances
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of 13 percent while schools operated by management companies retained an average of 17 percent
of total revenues. The high expenditures for operations and maintenance are supported by U.S.
Department of Education studiesthat show facilitiesasthe most significant cost issuefacing charter
schools.

An OPPAGA report identified that approximately 9 percent of Florida charter schools operated at
adeficit during FY 1999. OPPAGA attributed deficitsto overestimation of FTEsand poor business
practices. The study found that, of the 31 schools reviewed, 5 schools (19 percent) overestimated
their FTE count by morethan 12 percent, which had substantial impact on their ending fund balance.
Also, 12 schools (71 percent of schoolswith budgets) overspent their budgetsinthe prior fiscal year,
beginning the next year in adeficit situation. OPPAGA determined that 14 of the school s (45 percent
of schools studied) had not devel oped budgets to guide expenditures. An additional 39 percent had
expenditures exceeding revenues. Finally, 48 percent of charter schools studied did not have sound
management controls. OPPAGA recommended additional written procedures and adoption of the
Best Finance Management Practices which was developed by the Florida Commissioner of
Education.

Recommendations 87-89:

87. To improve the financial management of community schools, ODE should identify
specific financial performance measuresand key indicatorsfor community schoolsto
help gover ning boar dsbetter monitor and respond to changesin the schools’ financial
condition. Financial management should also be incorporated into OSO’s technical
assistance program.

Financial performance measures should be included in a sponsor’s monitoring plan
and should beused asan early war ning system to anticipatefinancial problemswithin
acommunity school. Furthermore, financial perfor mancemeasur esshould beincluded
in the contract and should become a component of annual performance evaluations.

88.  Sponsors should identify community schools facing financial difficulty and should
investigate and recommend ar eas wher e revenues can be increased and expenses can
be trimmed. Also, data on averages for various types of expenses incurred by
community schoolsState-wide, such assalaries, fringebenefits, and pur chased ser vices,
should be collected by ODE and should be distributed and used as a baseline data
management tool for new schoolsthat arein the planning and start-up process. By
usingthesefigures, thecommunity schoolsshould ensurethat amountsthey arepaying
for different typesof servicesarein linewith standard market rates. Thisin turn will
help thesecommunity schoolsoper atemor eefficiently and maintain apositiver etained
earnings.
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89.  Community schools should be encouraged to develop budget reserves. When a
community school has obtained positive retained earnings, a general budget reserve
could be established by the school for future unforeseen expenses. Thisreserve could
then act as a rainy day fund to keep the community school financially stable.
Community schools should consider developing rainy-day funds up to 5 percent of

annual expenditures.
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Community School Facilities

Background

Community school foundersin Ohio and other Charter School Law states face facility acquisition
and operation challenges when starting a new school including local opposition which can hinder
the sharing of funds. Many traditional school districtsare struggling to meet their own facility needs
and are unwilling to share their limited school facility financing with community schools. One of
the biggest obstacles community school foundersfaceisacquiring suitable and affordablefacilities.
Other problemsinclude:

Limited capital funding;

Limited access to credit;

Expensive leases and renovations of temporary spaces,
Inexperience and lack of knowledge about building codes; and
Few vacant buildings suitable for use as schools.

During FY 1999-00, 10 Ohio community schools did not open dueto facility problems, and 34 start-
up community schools were unable to open for FY 2000-01 due to facility-related issues.
Conventional lenders and landlords typically are hesitant to enter into agreements with start-up
community school sbecausethe school slack both tangible assetsand operating histories. Asaresullt,
when acommunity school first opens, it hasalimited selection of facilitiesto choosefrom, isforced
to enter into short-term leases for “as-is’ facilities, and often has to pay arelatively high rent that
reflects the landlord’ s requirement of arisk premium to lease space to the school. Newly started
community schools operate in a variety of facilities, including leased mall space; surplus school
buildings; space shared with other groups, such as child care providers; and converted commercial
space.

Onceafacility isobtained, extensiverepairs and renovations are often necessary before a certificate
of occupancy can be issued and the community school can commence operations. However, some
schools have opened prior to receiving certificates of occupancy or passing building and fire
inspections. If certificates of occupancy are not obtained, the schools may be closed and the
education of the students interrupted. Examples of schools that have opened prior to receiving
health and safety approval include:

° TheHorizon Science Academy in Cleveland which wasclosed in January 2001 by Cleveland
city officials after ateam of inspectors found the building had no certificate of occupancy,
no food servicelicense, no water connection to its sprinkler system and construction-related
dust and particlesin the air.
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° In February 2000, Monroe Academy in Toledo was ordered by a Toledo City building
inspector to move out of itsfacility, aformer restaurant, because electrical and other systems
had not been inspected and approved.

° In FY 1999-00, the International Preparatory School in Cleveland was forced to move from

itsbuilding because of fire code violations. The school was moved to another facility which
was closed two months later for a four week period because of fire code violations.

Findings and Recommendations

A. Facilities Funding Resour ces

Charter School Law states across the nation have made various facility financing mechanisms
available to charter schoolsincluding grants, direct loans, loan guarantees, loan pools, tax-exempt
bonds, and tax credits. Each mechanism has different fiscal and programmatic implications. Ohio
community schools primary source of public funding is foundation payments received from the
Ohio Department of Education. ORC § 3317.012 states the foundation payments are designed to
cover “base cost of an adequate education per-pupil”. Base costs are intended to cover operating
costs as well as capital purchases and facility maintenance. Traditional school districts have the
ability to augment their base cost foundation funds for equipment and facility purchases through
capital leviesand bonds. Community schools are not permitted to issue capital debt and their ability
to purchase equipment and facilities with operating dollars is somewhat limited.

According to Charter Schools: Limited Accessto Facility Financing, by the United States General
Accounting Office (GAO), although many charter schoolsusetheir per-pupil allocationsto help pay
for their facilities-related costs, literature indicates that the allocation can be insufficient to cover
both the operating and the facility costs charter schools incur for the following reasons:

° First, charter schoolsin many statesreceivelessthan 100 percent of theall ocation that school
districts or states give to traditional public schools. Allocations for charter schools range
from 75 to 100 percent of what other traditional public schools receive.

° Second, because of their small enrollments, charter schools often cannot take advantage of
the economies of scalethat larger traditional public schoolsrealize. Theallocation isbased
on enrollment, and most charter schools are small.
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° Third, the per-pupil alocation isbased on theaverage cost per student for operating expenses
and does not include costs for financing afacility.

Community school soften seek out additional funding streamsincluding grants, loans, and donations
to pay for leases, capital improvements, and renovations. Loansarenot easily accessiblenor arethey
frequently available to community schools for facility financing because they are perceived to be
poor credit risks. Accordingto GAO, lendersview charter schoolsascredit risksfor several reasons
including:

° Limited cash flow tied to enroliment. Becausetheannual per-pupil alocationisthe primary
source of funding for most charter schools, enrollment changes can significantly affect the
amount of cash available. Without evidence of a steady and growing enrollment, lenders
may have concerns about whether a charter school will have a steady source of funding to
repay borrowed funds.

° Limited credit history. A charter school that isjust opening or that has been in operation for
only ayear or two generally has an insufficient credit history to qualify for aloan. Without
aproven record of acceptabl e performance asaborrower, many charter schools appear to be
risky to potential lenders.

° Inexperienced management teams. In many cases, charter schools are begun and operated
by teachers, parents, and others who want an alternative to the existing traditional public
school system. Whilethese education entrepreneurshaveavision for theacademic programs
they want to create, they may not have the financial and managerial experience necessary to
convince potential lenders that they can provide the management skills necessary to
successfully run a school.

° Short-term charters. Charter schools are subject to periodic evaluations that determine
whether their charters—usually in effect for 3to 5 years—will berenewed. Loansfor large-
scale building and renovation projects are generally amortized over a 15-to-30-year term.
Thus, lenders are wary of charter schools because their charters may expire or be revoked
before aloan matures.

Some charter schoolshave even pooled their resourcesto acquire private sector funding. According
to officials representing lenders and credit rating agencies, charter schools are seen as a growing
market and they expect that, over time, as more charter schools succeed, gain experience, and
develop a reputation as good business investments, more private sector financing will be made
available to them.

Some community schools turn to private donors to assist them in financing their facility needs.
However, the number of such donations appearsto besmall. A Colorado study identified 5 donated

Community School Facilities 5-3



Ohio Department of Education-Community Schools Operational Review

buildings among 64 schools. Y oungstown Community School has been successful in receiving
assistance from private donors and is currently constructing anew building using private donations
made to the school.

In contrast, traditional districtscan obtainfacilitiesfinancing fromavariety of sourcesincluding tax-
exempt bonds, local tax revenues, and the Ohio School Facilities Commission. The Ohio School
FacilitiesCommissionisresponsi blefor administering four major programsincludingthe Classroom
Facilities Assistance Program. The Classroom Facilities Assistance Program (CFAP) isthe state's
largest program and provides funding through a state-local partnership to meet the classroom needs
of each district. Eligibility for the program is based on a district’s placement on the Ohio
Department of Education’ sequity list. Eventually, every traditional public school districtinthestate
will receive aid through the Classroom Facilities Assistance Program to construct new buildings or
complete major renovation projects.

Because of the inadequate supply of suitable school facilities available to community schools, the
majority of them arelocated in non-traditional school buildingsincluding former retail space, office
buildings, medical facilities, industria space, church buildings, and buildings owned by local
nonprofit organizations. In FY 1999-00, community schools paid between $1.25 and $17.50 per
sguare foot for leased space. Some lease agreements include utilities, maintenance, and custodial
costs and some do not. In addition to paying for the lease, a number of community schools have
spent significant amounts of money renovating their leased facilities.

Furthermore, related party issues between some community schools and their management
companiesimpact facility lease costs. Rent may appear lower for some community schoolsthat are
operated by management companies but this savingsis offset by higher management company fees.
Management and sponsor fees may not be shown as a component of the lease costs but often have
anoted impact on the overall cost of school operations. Because of these hidden costs, comparisons
of facility lease costs are difficult to accurately depict.

Table 5-1 contains FY 1999-00 student enrollments, lease amounts, building square footage, and
total expendituresfor asample of one-third of the community schoolsin operation during the 1999-
00 school year.
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Table 5-1: FY 1999-00 Community School Building Costs

Building Total Lease Lease Cost asa
Lease Student Square Operational Lease Cost/Square Percent of
School Amount Enrollment Footage Expenditures Cost/Student Foot Expenditures

Horizon
Science $198,000 194 16,500 $968,018 $1,021 $12.00 20.5%
Rhea
Academy $100,800 63 19,600 $564,717 $1,600 $5.14 17.9%
City Day $150,000 233 N/A $1,102,211 $644 N/A 13.6%
Cincinnati
College Prep | $250,000 348 N/A $2,389,737 $718 N/A 10.5%
World of
Wonder $121,255 199 38,709 1,228,078 $609 $3.13 9.9%
Life Skills of
Cleveland $131,250 248 7,500 $1,334,260 $529 $17.50 9.8%
Edge
Academy $36,000 102 6,000 $656,304 $353 $6.00 5.5%
ISUS Trade
& Tech
Preparatory $80,000 364 64,000 $1,549,569 $220 $1.25 5.2%
ldaB. Wells | $18,000 50 7,273 $372,359 $360 $2.47 4.8%
Oak Tree
M ontessori $27,000 58 N/A $558,700 $466 N/A 4.8%
Life Skills of
Akron $74,256 332 6,188 $1,693,750 $224 $12.00 4.4%
Harmony $102,482 397 66,869 $2,429,635 $258 $1.53 4.2%
Hope
Academy-
Brown $48,000 271 N/A $1,538,458 $177 N/A 3.1%
Greater
Cincinnati $36,000 655 13,000 $3,470,026 $55 $2.77 1.0%
Dayton
Urban
Academy $12,000 174 N/A $1,297,548 $69 N/A 1.0%
Average $92,336 246 24,564 $2,155,337 $487 $6.38" 7.7%

Sour ce: Building Lease Agreements, AOS FY 00 Community School Audits, LOEO Y ear Two Report
'The average is based on the information available for the 10 schools.

In January and February 2001, the Charter Friends National Network and Ksixteen conducted a
national mail and phone survey of charter schools regarding their facilities costs and experiences.
According to the survey, the national average cost is $690 per-pupil per year on lease and loan
payments. However, individual school per-pupil costs can vary significantly. During the 1998-99
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school year, Arizona charter schools spent an average of $1,436 per student on capital expenses.
Four Arizona charter schools spent more than $4,600 per student for capital costs. In Ohio,
community schools are spending an average of $487 per-pupil per year on lease payments, which
is$203 or 29 percent less than the national average.

Ohio has made progressin resolving facility related i ssuesfor community schools. With the passage
of House Bill (HB) 94 in July 2001, Ohio became the first state in the nation to establish a charter
school classroom facilities |oan guarantee program to back private loansfor buying and renovating
community school facilities. The loan guarantee program reduces collateral risk and ensures
investorsthat they can recoup their investment if the community school ceases operation. Under the
program, the Ohio School Facilities Commission (OSFC) may guarantee up to 85 percent of the
principal and interest of the loan for up to 15 years. Extending the loan term to a maximum of 15
years increases the economical viability of the school. Eligibility for the program islimited to new
start-up schools, and the loan may be used to obtain classroom facilities by any means except new
construction. The OSFC is not permitted to exceed an aggregate liability of $10 million to repay
loans guaranteed by the program.

The OSFC isresponsible for determining if an applicant is creditworthy and for adopting rules that
prescribe |oan standards and procedures to protect the State’ sinterest. As of November 2001, the
OSFC has not adopted any standardsfor the program. However, OSFC has contracted with agroup
to assist with thetask. Accordingto HB 94, OSFC had until December 2001 to adopt rulesfor the
administration of thecommunity school facilitiesguaranteed |oan program. However, theseruleshad
not been adopted at the time of reporting. Guaranteed Loans could open the door for community
schoolsto borrow from a number of different lenders at market rates.

Additional changesto facilities funding were proposed in September 2001. HB 364 proposes three
significant changesto the Community School Classroom FacilitiesL oan Guarantee Program. Those
changesinclude:

° Redefining classroom facilities to include buildings, land, grounds, equipment, and
furnishings used by a community school in furtherance of its mission and contract.

° Expanding the purpose of the loan to include acquiring, improving, or replacing classroom
facilities for the community school by lease, purchase, remodeling of existing facilities, or
any other means including new construction.

° Extending program eligibility to all community schools.
HB 364 al so proposesthe creation of the Community School Classroom Facilities Support Program

which would provide each start-up community school with $450 for each student served by the
school in the year the stipend is paid. According to the current language of the bill, community
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schools may use the monies paid under the program to hel p defray any rental or |oan payments made
for classroom facilities. The bill does not state how the Community School Classroom Facilities
Support Program would be funded.

Charter school states acrossthe country recognize thefinancial burden charter school foundersface
when financing afacility. A variety of measures including offering per-pupil allocations and tax-
exempt financing have been taken to providefacilities-related financial assistance. With the passage
of Ohio HB 94, community schools are permitted to enter into loans with terms up to 15 years.
Table 5-2 illustrates some of the methods other states are using to provide facilities funding to
charter school operators.

Table 5-2: Facilities Financing M ethods Used in Other Charter School States

Low-Interest Per-pupil Tax-Exempt
Grantsfor Loan and Charter L oan Pools Facilities Cost Tax Financing
Capital Costs | Term Extensions Available Allocations Credits (Bonds)
Arizona v v
California v
Colorado v v v
District of
Columbia
Florida v v v v
[llinois v
Minnesota v
North
Caradlina v
Ohio v
Total 2 3 2 5 1 3

Sour ce: state laws and departments of education

Two states, Arizona and Florida, offer grantsto pay for capital costs. Arizona provides access to
grants from a Stimulus Fund that was established in the State Treasury specifically for the use of
charter schools. Funds can be used for start-up costs, as well as for the cost of renovating or
remodeling buildings. Florida offers its charter school operators financial assistance through two
different programs, the School Infrastructure Thrift Awardsand the Public Education Capital Outlay
and Service Trust Fund. Both programs provide funding for construction, remodeling, and
renovations. Inaddition, the School Infrastructure Thrift Awards can be used for property purchases
and |ease payments.
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Recognizing that short-term charters discourage private lending because lending institutions do not
feel comfortable risking significant amounts of capital on institutions that may cease operations
within five years, Colorado and Florida amended their charter school laws. Both allow charter
schools to extend their agreements beyond the typical five year period to provide charter schools
access to long-term financia resources. (See community school law section for a detailed
discussion of charter school terms.) Colorado permits sponsors to extend chart term limits with
charter schoolsif the extensions are necessary for the school to secure more favorable funding for
facilities. The change allows charter schools to enter into 30-year agreements which makes them
eligiblefor better interest rates and has saved some school up to $10,000 amonth on mortgage costs.
In Florida, charter schools operated by a municipality, state university, or other public entity are
eligiblefor a15-year charter, and school s operated by aprivate, not-for-profit status corporation are
eigiblefor up to a 10-year charter.

Both Californiaand Illinois provide charter schools with accessto alow-interest loan pool. As of
January 2001, approximately $20 million was deposited in California’ s Charter School Revolving
Loan Fund and was available for loans. The one-year |oans can be used to |lease a facility, make
capital improvements, purchase instructional materials and equipment, and expand programs. In
lllinois, eligibility for the $2 million Charter School Loan Fund is limited to the City of Chicago
charter schools to finance facilities and related equipment. Loan terms are limited to 5 years and
borrowers are charged interest at the rate of 5 percent per year on the unpaid balance.

The most popular form of capital financial assistance is per-pupil allocations. Currently, there are
four states plus the District of Columbiathat are providing per-pupil allocations or have recently
passed legidlation authorizing such action. The details of per-pupil allocations are shownin Table
5-3.
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Table 5-3: Charter States Per-pupil Allocation Programs
State Program Offered

California | The Charter School Facility Program was established in October 2001 by S.B.740. Eligible
schools receive up to $750 per unit of average daily attendance for reimbursement of up to 75
percent of the annual facilities rent and lease costs for the building. Eligible costs also include fees
associated with site improvements, remodeling projects, and deferred maintenance. California has
appropriated $10 million for the program for FY's 2002 through 2004.

Colorado | InApril 2001, a$5.3 million charter facilities program was signed into law giving charter schools
$322 per-pupil annually to help offset facilities expenses. The amount is expected to increase over
time as a new permanent education fund created with surplus tax revenues continues to grow.

District of | Charter schools receive a per-pupil facilities allowance for capital expenses. Charter schools
Columbia | received $1,058 per-pupil for the 1999-00 school year, approximately the average per-pupil capital
expense in other public schools for the prior fiscal year.

Florida Charter schools receive a per-pupil amount ranging from $826 to $1,252 per-pupil based on grade
level for facilities costs. The per-pupil calculation is based upon an estimate of typical school
construction costs amortized over 15 years.

Minnesota | The Building Lease Aid program provides charter schools with no less than 90 percent of the
actual lease cost or up to $550 per student, whichever is smaller.

Sour ce: state laws and statutes

In an effort to increase business partnerships in education, reduce school and classroom
overcrowding, and offset the high costs for educational facilities construction, Florida passed
legislation in 2001 to encourage the formation of business partnership schoolsand satellitelearning
centers. When acharter school in aworkplace or a charter school in amunicipality is established,
any portion of the facility used by the charter school will be exempt from ad valorem taxes.
Typically, when a property owner is calculating a lease price, property taxes are included in the
amount. Floridaproperty ownerswho leasefacilitiesto charter schools-in-the-workplace or charter
schools-in-a-municipality receive atax credit for the space used by the charter school. The credit
allows property owners to reduce the lease price offered to the charter school.

According to Paying for the Charter Schoolhouse: A Policy Agenda for Charter Schools Facilities
Financing, anational study released in 1999, even though charter schoolsare public schools, in most
states, including Ohio, they do not enjoy the sametax advantages as other public schools. Thereport
also implied that state laws are sometimes unclear as to whether charter schools themselves may
issuetax-exempt debt or whether other public entities, such aslocal governmentsor special-purpose
finance authorities, may issue tax-exempt bonds on behalf of the charter schools. According to
GAO, theFederal government currently supportstheacquisition of public school buildingsand other
publicfacilitiesthroughtax codeprovisionsthat allow tax exemptionson theincomefrom municipal
bonds as well as other types of bonds. Tax-exempt bonds provide access to private funds at |ower
interest rates than charter schools would otherwise have to pay in the open market. Investors are
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willing to accept alower interest rate on tax-exempt bonds because of their reduced tax burden. The
Internal Revenue Code caps the amount of certain types of tax-exempt bondsthat may beissued in
a state. Subject to this cap, states and their qualified governmental units may authorize non-
governmental persons to issue private activity bonds. States could in turn include charter schools
among the other authorities that are allowed to issue tax-exempt private activity bonds within the
state. Three states, Arizona, Colorado, and North Carolinahave passed | egislation to provide charter
schools with access to bond proceeds to finance charter school construction.

InJune 1999, Arizonapassed | egidlation permitting non-profit charter school sto apply for financing
from the Industrial Development Authoritiesin the form of loans from the proceeds of bond sales.
The Maricopa County Industrial Development Authority took advantage of the new legidlation in
March 2000 and pooled the proceedsof a$27 million bond sal eto accommodate the combined needs
of 7 Arizonacharter schools. In Colorado, the General Assembly increased the statutory powers of
the Colorado Educational and Cultural Facilities Authority (CECFA) in 1998 to include charter
schoolsamong itseligible borrowers. The CECFA issuestax-exempt revenue bonds, notes, or other
obligations and loansthe proceedsfrom the sal e of these obligationsto public and private non-profit
institutions for the purposes of construction or improvement of facilities, the acquisition of
equipment, or for refinancing outstanding capital debt. 1n 1999, Colorado also gave charter schools
direct accessto bonds at a public rate by defining charter schools as“governmental agencies.” Last
year in Colorado, 6 charter schools benefitted from the sale of nearly $23 millionin bonds. In 1998,
North Carolina expanded its Educational Facilities Finance Agency to include non-profit
organizationsproviding K-12 public education. Theauthority can now sell bondsfor charter schools
and transfer the proceeds to the schools for their capital needs. However, North Carolina has not
issued any bonds on the behalf of charter schools due to concerns regarding the soundness and
creditworthiness of the school s seeking assistance.

Recommendations 90-93:

90. The Ohio School Facilities Commission should immediately develop and implement
rulesfor theadministration of the Guarantee L oan Program. Asthe OSFC refinesthe
standardsfor the Community School Classroom Facilities L oan Guarantee Program,
the OSFC should contact other charter states, such as Colorado, Illinois, and North
Carolina, to determine how they establish a charter school’s creditworthiness.

When deter mining whether or not an application should be approved, the following
should beincluded: the reasonableness of the price, the appropriateness of the space
for the proposed activity, thefeasibility of transporting pupilsto thebuilding, and the
financial condition of the school. A solid set of rulesfor participation in the Guar antee
Program will help OSFC better serve community schools and safeguard taxpayer
r esour ces.
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91.

92.

93.

Program digibility for the Classroom Facilities L oan Guarantee Program should be
extended to all creditworthy community schools in Ohio. Though most schools have
obtained facilities, the facilities may not be suitable to their needs. Providing the
opportunity for all community schools to use the Guarantee Program would allow
established schoolsto optimize their facilities and better meet their students needs.

The Ohio School Facilities Commission should work in conjunction with the Office of
School Options(OSO) when administeringthe Community School Classroom Facilities
L oan Guar anteeProgramtohelp ensuretheCommission ischoosingtoguar anteeloans
for schoolswhich havedemonstrated financial stability and astrongacademic proposal
and program. Coordination between ODE departments and other entities has been
cited as problematic in several areas of thisreport. Increased coordination between
OSFC and OSO will ensure that accurate and timely information is provided to
community schools seeking facility assistance.

The General Assembly should consider developing a facilities commission exclusively
for community schools. A new commission should be granted the authority to extend
facility grants to community school developers and to issue bonds for facility
construction and renovation. Community school oper ator sshould beencour aged touse
vacant school and gover nment buildings whenever possible.

ODE should advocate new legislation to expand financing opportunitiesand improve
community school developers accessto community school facilitiesfinancing. There
are a number of financing methods in use by other Charter School Law states, as
illustrated in Table 5-2. In addition to the Community School Classroom Facilities
L oan Guarantee Program and theloan term extension currently in usein other states,
threeother facilitiesfinancing methodsshould beconsidered: charter term extensions,
per-pupil facilities cost allocations, and exemption from certain ad valorem taxes.

A charter term extension beyond afive-year period reinfor cestheschool’ sviability and
encour agesprivatelending. Theextension also providescommunity schoolswith access
to long-term financial resources that can significantly reduce mortgage costs, as
evidenced in Colorado. ODE should promotelegislation extending community school
charter termsafter acommunity school hasappropriately demonstrated itsoperating
capacity (see the community school law section). However, charter term extension
legislation should not be implemented until an effective monitoring and oversight
program has been implemented. (Seethe community school monitoring and over sight
section.).

Offering a per-pupil facilities allocation to each charter school is the most popular
financing method in use. Theprovisionsin HB 364 that createthe Community School
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Classroom Facilities Support Program and provide each start-up community school
with $450 for each student served should be considered by the L egislature. Based on
theinformationin Table5-1, theaver ageleasecost per student was$487in FY 1999-00,
indicating the proposed $450 per-pupil figureis reasonableand appropriate. Prior to
implementing new legidlation, the General Assembly should consider extending the
$450 per pupil allocation to all community schools. However, a revenue stream to
support theprogram must beidentified prior to establishing theprogram in Ohio law.

ODE should support legidation that would exempt individual property holderswho
rent or leaseto community schoolsfrom property taxes. Thesavingsfrom property tax
“credits’ could be used to lower therent or lease cost to the community school. The
L egidlatureshould consider usingthe Floridalaw asamodel in reducing the lease cost
burden on community schools. (See community school law.).

B. Selecting and Preparing a Building for School Operation

Finding existing space that is built for educational purposes is difficult since traditional school
districts often do not have an inventory of safe, inhabitable vacant school buildings. As aresult,
community schools often occupy non-traditional school facilities such as office space and church
buildings. Ohio lawmakers recently approved a measure that requires districts to give community
schoolsthefirst opportunity to buy school buildingsthat traditional districtsno longer want or need.
Other charter school states, such as Arizona, New York, and South Carolina, require the state
department of education to annually publish alist of vacant and unused portions of buildings that
are owned by the state or by school districts that may be suitable for a charter school operation.

Once apotential building site has been found, there are anumber of thingsthat should betakeninto
consideration prior to entering into a lease or purchase agreement, including local building and
zoning codes, permits, and approval processes. Thisinformationisavailablefromthelocal planning
and zoning department. Although ODE counsels community school developersto liaison with the
local building departments, most community school devel opersareunsurehow to approachfacilities
issueswithlocal authorities. Some school shave entered into | ease agreementswithout taking zoning
and building codes into account, and as a result, they have spent significant amounts of money
completing extensive renovations, which, in some cases led the school to close its doors. OSO
asserted that they can not provide building code information, although community schools are
usually held to the Ohio Basic Building Code, which is available to al Ohio residents through the
Ohio Department of Commerce, Industrial Compliance Division, Board of Building Standards.

Finally, community school operators do not receive adequate information on the types of questions
that should be considered when selecting a facility. According to the Ohio Legidative Office of
Education Oversight report, “Community Schools in Ohio: Second-Y ear Implementation Report,
Volumel: Policy Issues,” many second-generation community school operators requested amanual
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on finding afacility and understanding building codes. ODE has not provided community schools
with amanual covering thesetopics. OSO also does not cover facilities sel ection and preparation as
part of scheduled training and workshops. However, a national resource guide, Charter School
Facilities- A Resource Guide on Development and Financing (May 2000), details how to select and
financeafacility. Theguidealso explainshow to draft abusiness plan, devel op aneeds assessment,
and determine when to renovate.

Recommendations 94-98:

94,

95.

96.

ODE should provide community school applicants and developers with infor mation
regarding facility selection and financing options. Theinfor mation could be posted on
ODE’s community school website so it can be easily accessed by anyone wanting the
information. The website should contain information on conducting a facility needs
assessment; waysto identify possible school sites; factorsto consider when evaluating
thesite; and infor mation on the building requirementstheschool will need to conform
to, including: local zoning ordinancesand building codes, Americanswith Disabilities
Act requirements, insurance considerations, health and safety-related requirements,
lighting requirements, and space requirements. Resources and sources of funding
should also be included.

ODE should work in conjunction with theOhio Department of Administrative Services
toannually publish alist of vacant and unused portionsof buildingsthat areowned by
school districts or the state that may be suitable for the operation of a community
school. ODE should makethelist availableto community school applicantsaswell as
existing community school developers. The list should include the address of each
building, a brief description of the site, and the name of the owner of the building.

Prior tolooking for suitable spacefor a school, the community school founder should
complete an initial needs assessment. To ensurethe needsassessmentsare completed,
sponsors should consider having community school applicants complete the initial
facilitiesneedsassessment aspart of their application. Theassessment should include
thefollowing questions:

° What isthe educational vision of the school, and how will the facilities r eflect
that vision?

° How many students doesthe school have or plan to enroll?

° Isthe student population expected to change significantly in the next threeto
fiveyears?

° What kind of classroom space will allow the school to meet its educational
goals?

° What other kindsof spacewill be needed (recreation area, art, library, science,
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97.

98.

lunchroom, etc.)?

What kind of facilitieswould beideal to have near the school (parks, libraries,
performing arts centers, etc.)?

What technological capacity doesthe school facility need to have?

What transportation optionswill be available to the students?

How much total spaceisneeded for theinterior of the community school?
How much total spaceisneeded for the exterior of the community school ?

Sponsors should require community school operators to employ a process for
identifying suitable facilities and selecting appropriate facilities for the community
school. As a component of the facility selection process, community school operators
may requiretheservicesof professionals, such asareal estatebroker and/or engineer.

A real estate broker can provide valuable experience in identifying facility locations,
negotiating leasesand pur chase contracts, and obtaining financing for renovation and
development. Community school developersin Cleveland and Columbus have used
professionalsin this capacity with success. A do-it-your self approach to obtaining a
facility can lead to mistakes which can cause substantial cost increases or delay the
opening of aschool. Using a professional to negotiatefor space helpsensurethe school
developer does not over pay for the spacerented or the property purchased.

After a potential site has been found, and before a lease or purchase agreement is
entered into, the building should be assessed by an ar chitect or engineer to determine
the site’s potential for conversion to an educational facility. These professionalsare
knowledgeable about local rules, zoning codes, and regulationsregar ding educational
facilities, and they are familiar with the life, health, safety, and accessibility issues
required in any conversion space.

Regardless of the approach used in identifying and selecting facilities, the sponsor
should monitor theselection and acquisition process. Furthermor e, the sponsor should
ensurethat the community school has obtained adequatefacilitiesprior tothe start of
the school year.

OSO should include the Ohio Basic Building Code (OBBC) in its workshops so that
community school developers are more familiar with the facility health and safety
requirements in Ohio. OSO should contact the Ohio Department of Commerce to
determineif an expert from their agency could provide training on the OBBC.
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Transportation of Community School Pupils

Background

Ohio community schools were established to provide parents with academic choices, innovative
educational opportunities, and to provide the education community with the chance to establish
targeted educational programs. In offering such programs to students in Ohio, including
disadvantaged or at-risk youth, reliable transportation to and from school isimperative. The Ohio
General Assembly provides for such transportation through Ohio Revised Code (ORC)§3314.09,
stipulating that traditional school districts are required to provide transportation for community
school students. However, the General Assembly did not provide additional funding to traditional
school districts to operationalize the new transportation requirements.

A traditional school district must provide transportation to its native students enrolled in a
community school located in that district or another district (ORC 83314.09). Furthermore, aboard
of education can pay aparent or guardian to transport a pupil to and from acommunity school when
using district transportation isimpractical. According to the ORC, the amount of this payment in
lieu of transportation should not exceed the State average transportation cost per pupil. To
commence paymentsin lieu of transportation, thetraditional school district board of education must
first determinewhether transportationisimpractical. If the parentsdisagree with the payment in-lieu
of transportation, a mediation takes place and a recommendation is made to the State Board of
Education (OSBE), request the agreement of the parents. However, ODE officials have stated that
they do not have the statutory authority to enforce the ORC requirements or direct the traditional
school district to provide transportation.

House Bill (HB) 94 amends original community school transportation statutes through ORC
83314.091(A), allowing the community school and traditional school district to enter into acontract
for the community school to transport itsstudents. HB 94 providesafunding rate of $450 per student
if the community school transports its own students. If a community school enters into a
transportation contract to transport community school students, transportation must be provided for
all students in grades kindergarten through eighth grade who live more than two miles from the
school and all handicapped students, as stipulated in both the ORC and the traditional districts
transportation policies. However, according to community school officials, thefundsprovidedinHB
94 tofund transportation by community school sareinsufficient to cover transportation expenditures.

Many community schools have stated that traditional school districts are unresponsive, late, or
remiss in their statutorily-defined responsibility to provide transportation to community school
students. A number of community schools have paid for transportation from their operating funds,
even though the ORC requires traditional school districts to transport most eligible community
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school students. In some instances, traditional districts have refused to transport any community
school students. Also, thecost of providing transportation prohibitstheability to effectively provide
transportation to community school students. Community schools providing transportation have
estimated that as much as one-third of expenditures are for transportation. The cost to provide
transportation draws valuabl e resources away from educational services.

Community schools are often unableto provideridership liststo traditional districtswithin district-
defined time frames. In addition, traditional districts have remarked on the high cost and logistical
difficulty in transporting community school pupils. ODE hasnot devel oped acomprehensive policy
to address the transportation issue, and has not intervened in a mgjority of traditional district and
community school disagreements over transportation needs. ODE representatives also stated that
additional funding has not been alocated to traditional school districts by the Legislature, even
though the traditional districts may have experienced less efficient routing and increased costs for
transporting the community school students to dispersed locations. Funding is determined by the
number of studentstransported (which remains stable or may decrease), mileage, and the percent of
studentstransported. Thisdataiseval uated against the previousyear datausing aregression equation
to identify the maximum amount of reimbursement per student alowable for transportation.
According to legidlation, the reimbursement should be 60 percent of the traditional school districts
transportation expenditures. However, if the traditional school district does not transport students
efficiently (as determined by the equation), the reimbursement could be less than 60 percent of
transportation expenditures.

The Legidative Office of Education Oversight (LOEO) Community Schoolsin Ohio: Second- Year
I mplementation Report recommended the General Assembly devel op an alternative arrangement for
transporting community school students. LOEO recommended ODE require traditional school
districts to separate community and traditional school students when reporting transportation data
to better ascertain the cost of transporting community students. Beginning in FY 2000-01, ODE
required traditional school districts to isolate and report the number of students, buses, and daily
milestraveled. Despite LOEO’ srecommendations, transportation continuesto be amajor problem
for both community school sand traditional school districts, contributing to the strained rel ationship.

Findings and Recommendations

A. Service Levelsto Community Schools

In coordinating transportation dutieswith traditional school districts, community school s often must
ater their start and end times and dates of operation to meet the timetables and calendars of
traditional school districts. Community schools also face other challenges when coordinating
transportation with traditional school districts including the following:
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° Deviating from the traditional school districts calendar could result in charges for
transportation.

° Establishing holiday, break, and summer vacation schedulesto match the traditional school
district to receive transportation.

° Receiving the last daily schedule available, after the traditional district’s schools and
neighborhood non-public schools have selected daily schedules.

° Refusing to transport students across enrollment zones established by traditional school
districts.

° Paying for transportation without reimbursement from ODE.

° Student withdrawals because of inconsistent or non-existent student transportation service.

In response to traditional school district scheduling constraints, some community schools have
refused transportation. However, when transportation is refused, community school parents are not
offered payment in lieu of transportation.

In the case of non-public schools within traditional school districts, non-public schools schedules
and calendars have been in place since traditional districts began providing transportation to non-
public schools. When transportation was first extended to non-public schools, they experienced
similar difficulties with scheduling and service levels. ORC §3327.01 requires traditional school
districts to transport non-public school students according to the non-public school’ s established
daily schedules and annual calendars. Logistics were worked out through negotiations with the
traditional school district.

In isolated cases, traditional school districts refuse to transport any community school students or
refuse to transport students between district-established enrollment zones, even though the ride may
be below the 30-minute threshold. Such incidents exacerbate tensions between traditional and
community schools. Also in such cases, the traditional school district isin direct violation of ORC
requirements. Several community school officials reported parents who want to enroll studentsin
a community school but transportation problems deter them. In other cases, parents enroll the
student but ultimately withdraw them due to transportation limitations. Community schools report
the following incidents with traditional school transportation which have discouraged enrollment:

Students not picked up from the bus stop;

Students on the bus for an hour or more to travel afew miles;

Students left alone at bus stop; and

Students as young as five years using public transit to get to and from school.

These problems have resulted in as many as 70 students withdrawing from community schools in
the Cincinnati areaal one. Even though suchincidentsmay beisolated, coordination issuesthat affect
student safety are of paramount importance.
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Several national reportsidentified caseswheretraditional school districtshaveintentionally provided
dissatisfying or substandard transportation services to charter schools to deter enrollment to
community schools. This practice ultimately endangers the welfare of charter school students
through safety issues associated with inconsi stent transportation and through the academic impact
created when a student withdraws from a charter school.

In an effort to resol ve such coordination problems, some community school officialshave suggested
the General Assembly set up a funding source to enable community schools to provide their own
transportation. Other community school official shave suggested the devel opment of legislation that
would requiretraditional school districtsto provide transportation to community school studentson
the same basis that it provides transportation to its own students and non-public schools, as
stipulated in ORC 8§3327.01.

Despite the problems encountered by community schools and the traditional school districts
providing transportation services, several innovationsin transportation services have been used to
meet community schools' transportation needs. The following are examples of such services:

° Lucas County sponsored community schools' contract with Lucas County Education Service
Center for transportation, which relievesthe local school districts' transportation resources
and proves to be beneficial because service is county-wide.

° Parents have hired private transportation companiesto transport community school students
at their own expense.
° Akron Public Schools obtained additional buses to resolve some community school

transportation problemsand ElyriaPublic School shave designated several busestotransport
community school students.

° Y oungstown City Community School and Summit Academy Elementary have devel oped
amiable relationships with traditional school districts and have not experienced any
transportation problems

° Sometraditional school districts have established agreementswithin regional areasto share
resources to provide transportation to students across district boundaries.

° Minnesota provides arequest cut off date for community schools for transportation and the
traditional school district isthen mandated to provide the transportation although the charter
school may have to change operating hours to those stipulated by the traditional school
district.

Policies implemented by other Charter School Law states to resolve transportation issues vary
greatly. Connecticut, Indiana, and Massachusetts have policies similar to Ohio’s, in that the
traditional school district isresponsiblefor transporting the charter school students, but each state’s
policies have benefits and drawbacks. In some of these states, transportation is the responsibility of
the student’ s district of residence. In other states, it isthe responsibility of the district in which the
charter school islocated.
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In California, Delaware, Minnesota, New Y ork, North Carolina, and South Carolina the charter
school isresponsible for determining how its students will be transported. Charter schoolsin these
states have the option of providing their own transportation, contracting with the local traditional
school district or for private services. Transportation funding is included in the states' operation
funding formulafor charter schools. Delaware has determined that student transportation would be
fully funded for all schools, resolving theissue of increased costs. However, the community schools
and traditional school districts cannot agree on schedules.

Arizona, Florida, Michigan, and Texas do not require the traditional school district or the charter
school to transport charter school students. Enrollment in a charter school is viewed as a choice
which requiresthe parent to transport the child to and from school. Thispolicy asoincreasescharter
school accountability, allowing parentsto determineif the education provided in the charter school
exceeds that in the traditional school, and is therefore deserving of their efforts to transport their
child to school. Table 6-1 illustrates transportation legislation within Charter School Law states.

Transportation of Community School Pupils 6-5



Ohio Department of Education - Community Schools Operational Review

Table 6-1: Transportation Legislation in Charter School Law States
Transportation Legisation State # %

® The state does not require transportation for charter school students, but some charter schools
provide transportation

e |f authorized by local school boards, transportation may be provided by the traditional district;
other charter school sreceivestatetransportation aid to providetransportation for studentsin Arizona
® May be provided by charter school for students within areasonable distance of school and must
not be abarrier to equal accessin Florida AZ, FL,
e |f transportation is provided for any students it must be provided for al in Michigan MI, TX 4 | 25.0%

® Specified in charter

® California Department of Education reports charter school students are entitled to
transportation CA,
® Transportation requirements are the same for private schoolsin New Y ork MO, NY 3 | 18.8%

® For studentsresiding in the traditional school district in which the charter school islocated,
transportation is provided by traditional school district unless other arrangements are specified in
charter

® Traditiona school districts may provide transportation for resident students attending a charter
outside the district and will be reimbursed for reasonable costs by the state CT 1 6.3%

® Charter school students, like regular traditional school district students, are eligible for reduced
public transportation fares DC 1 6.3%

® Provided by traditional school district or charter school; if charter school provides
transportation, it receives state transportation aid DE 1 6.3%

® Traditional school district must provide transportation

® The cost of services provided by traditional school district may not exceed 103 percent of the
actual cost in Indiana

® Transportation requirements pertain to studentsin traditional school district where charter
school islocated and parents are reimbursed for transporting students to charter schools outside IN, MA,
the district in Massachusetts OH 3 | 18.8%

® Provided by traditional school district or by charter school for studentsin traditional school
district where charter school islocated

® |f charter school provides transportation, it receives state transportation aid

® Charter schools may reimburse parents outside traditional school district for transportation
expensesif the family is below Federal poverty level MN 1 6.3%

® Charter schools must provide same transportation assistance as traditional district schools NC, SC 2 | 12.5%
Sour ce: The Center for Education Reform

Some form of traditional school district transportation is used in 40 percent of the examples. In
Arizona, Delaware, Minnesota, North Carolina, and South Carolina, the state pays for the charter
school to operateitsown transportation. Thetransportation funding systemsin many Charter School
Law states resemble Ohio’sin that traditional districts are reimbursed approximately 65 percent of
the cost of transporting students and, if the charter school provides transportation, the funding is
deducted from thetraditional districts reimbursement. Ohio’ stransportation system for community
school students follows the model used in most states, but Ohio has not established a successful
solution to address all transportation problems. Increasing ODE’ srolein assisting community and
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traditional schools with transportation issues could speed the resolution of transportation disputes
and logistical problems.

HB 364, introduced in the fall of 2001, contains a provision which requires traditional school
districts to meet the scheduling needs of community schools and changes the manner in which
transportation is funded between traditiona districts and community schools. The proposed
legislation contains the following options:

° Permits the community school to charge the student’s guardian the difference between the
actual cost of transportation and thefunding received from the stateto providetransportation.
° Requirestraditional school districts providing transportation for community school students

to provide transportation in accordance with daily and annual instructional schedules of the
community school to ensure students are present and on time during times the community
school is open for instruction similar to current law for non-public schools.

° Identifies the community schools' governing authority to have the sole responsibility to set
daily schedules and annual calendar aslong asthey conform to state law and the community
school contract.

° Permits a traditional school district to use transportation funding from the state for the
acquisition of school buses to transport community school students.

° Permits parents of Post Secondary Enrollment Options students to apply to the community
school’s governing authority for a full or partia reimbursement for transportation, if the
community school provides transportation for its students in grades 9 through 12.

Although the proposed changes address the problems encountered by community schools, the
legislation does not provide additional funding (funding is deducted from the traditional school
districts’ transportation reimbursement) or address the problems encountered by traditional school
districts in providing transportation services as discussed in section B. Transportation L ogistics
for Traditional School Districtsand Community Schools. Also, it appearsthe potential concerns
of non-public schools have not been closely examined. If additional funds and entitlements are
extended to the community schools, non-public schools may request similar consideration.

Recommendations 99-102:

99. ODE should provide all traditional school districts and community schools with a
memorandum clarifying current legisation on transporting community school
students. Thememor andum should reiter atetraditional school districts' responsibility
to transport community school studentsliving within district boundariesto and from
school. The memorandum should also clarify that transportation is required to be
provided by the traditional school district in cases where the students attend a
community school beyond the traditional school district boundaries but iswithin the
travel time of 30 minutesor less.
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All communication from ODE on issuesof transpor tation should beprovided inwriting
toboth traditional school districtsand community schools, be consistent in identifying
community school legislation, and have a contact namein the event traditional school
districtsor community schoolsneed futureclarification. Providinginformationinthis
manner would alleviate confusion when arranging community school transportation.

100. ODE should ensure traditional school districts adhere to the guidelinesfor
transportation of community school pupilsasoutlined inthe ORC. Community school
legislation hasoutlined themanner in which transportation isprovided for community
school pupils. ODE should, by ruleor by legislation, develop and implement penalties
for traditional school districtsthat do not fulfill their transportation obligations.

ODE should consider options such as withholding transportation funding to non-
compliant traditional school districts. [f ODE does not have the authority to withhold
funding, it should seek statutory authority to impose funding penalties on non-
compliant traditional school districts. Transportation funding should bewithheld until
the traditional public school district fulfills its statutory duties to provide
transportation to community school pupils. If withholding transportation fundingis
not feasible, ODE should consider suspending or revoking the licenses of
superintendentsof traditional districtswho do not comply with ORC requirementsto
transport community school pupils.

101. Traditional school districts should include community schools in negotiations to
determine daily schedules and calendar availability. These types of discussionswere
conducted with non-public schools in prior years. Community schools should be
provided a similar opportunity to negotiate and subsequently adjust their daily
schedules and annual calendars to coincide with the negotiated transportation
arrangements. This should be done with an understanding of the need for both
community schoolsand traditional school districtsto compromisein attemptstoreach
an equitable agreement.

102. Using data collected during FY 2001-02, ODE should compute the actual cost to
transport community school pupils by October of 2002. The actual cost to transport
community school pupilsshould beprovided totraditional districtsto offset increased
transportation costs. These funds should be dedicated to providing transportation to
community school pupils. Traditional school districts, community schoolsand sponsors
should consider contracted busing, educational service center vehicles, or public
transportation to meet the community schools' transportation needs.

If traditional school districtsareunableto fulfill their statutory dutiesin transporting
community school pupils, theactual cost for transportation should be paid directly to
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thecommunity school. Whiletheactual cost for transportation may not fully cover the
transportation costsfor community schools because of an inability to use economies of
scale, the funding could help offset community schools transportation costs.
Furthermore, transportation funding for the community school program would allow
community schools to pool transportation resources and potentially provide more
efficient transportation optionsto their students.

B. Transportation Logistics for Traditional School Districts and Community
Schools

Transportation options outside of traditional school district yellow-bus service are available to
community schools. Traditional and non-public schools use several additiona forms of
transportation to meet their students' transportation needs. Table 6-2 identifies the methods of
student transportation for all types of schoolsin Ohio.

Table 6-2: Methods of Student Transportation

Community School Traditional Non-Public
% of % of % of

Type of Transportation Students | Students | Students | Students | Students | Students
Board-owned Bus 4,515 27% | 1,063,619 58% 98,625 41%
Contract Bus 2,635 16% 54,134 3% 3,196 1%
Public Transit 1,961 12% 33,965 2% 7,376 3%
Payments In Lieu of
Transportation 104 1% 414 <1% 21,907 9%
Board-owned Vehicle 5 <1% 147 <1% 38 <1%
Contract Vehicle 9 <1% 705 <1% 239 <1%
Number of Students not
Receiving Transportation 7,390 44% 666,165 37% 111,249 46%
Total 16,619 100% | 1,819,149 100% 242,630 100%

Source: ODE T-1 Form FY 00-01 raw data
Note: Community school transportation data may not include al community school students. Paymentsin lieu of
transportation are not included.

According to Table 6-2, community school s use contracted and public transit for adisproportionate
number of studentswhen compared to traditional and non-public schools. Thismay be attributed to
the large percent of community schools located in urban areas where public transportation is more
accessible. Thelarge number of studentsusing public transit and contracted busing services may be
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indicative of community schools' response to the transportation concerns highlighted earlier inthis
report. However, amajority of community schools serve elementary and at-risk student populations.
Using subsidized public transportation may not be the safest aternative for these students.
Potentially, the payment in-lieu of transportation option should be expanded in community schools,
especially when compared to payment in-lieu usein non-public schools. However, utilization of the
payment in-lieu of transportation option may not be feasible because of issues like student’s place
of residence, student’ s special needs, student’ s socioeconomic backgrounds and the location of the
school.

The high percentages of students for all school types who do not receive transportation is also
notable. Asstated previoudly, itisimperative for many community school studentsto have safeand
reliable transportation to and from school. Because of the unreliability of district transportation,
some community schoolshave required parentsto transport their student to and from the community
school but have not offered paymentsin-lieu. Even though creative means to avoid transportation
conflicts between community and traditional school districts exist, alarge number of community
school students do not receive any form of student transportation suggesting only some community
schools rely on traditional school district transportation services. When acommunity school must
rely on traditional school district transportation, the logistics of transporting students to certain
geographic areascreatesan additional strain onthetraditional school district’ stransportation system.
Some of these constraints are described bel ow:

° Adding 42 busesto Cleveland Municipa School District’ sfleet exclusively for community
school transportation would not eliminate the need to alter the daily schedules, especially
considering the additional costs incurred with extra drivers and bus maintenance, asisthe
casein Delaware.

° Changing community school facility locations creates additional costsin therouting process
depending on the new location and the distance between the students and the community
schools.

° Enrolling community school students after routes have been determined makes integrating

them into existing routes difficult. Often, the traditional district must add new students to
existing routes or establish new routes.
° Increasing costs occur when a small number of students have to be bussed long distances.

Thesizeof thetraditional school district and itstransportation capabilities affectsthe ability to meet
community school transportation needs. Further, the number of community schools and the
traditional school districts from which they enroll students could potentially create the greatest
impact because small groups of students may be bussed acrossthe district of residence along several
routes serving several different community schools. According to ODE, community school and
traditional school district officials, thiscauseslogistical dilemmasfor thedistrict of residence. These
impacts are likely greater on traditional districts that serve large numbers of community schools.
Datafor the frequency and distancetraveled for community school studentsare not readily available
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to closely examine this problem and devel op a comprehensive resolution. Table 6-3 identifies the
number of community schools within traditional school districts.

Table 6-3: Number of Community Schools By Traditional School District (FY 2001-02)

Urban School District Number of Community School
Cleveland Municipal School District 16
Cincinnati City Schools 15
Dayton City Schools 13
Toledo City Schools 12
Columbus City Schools 11
Akron City Schools 8
Y oungstown City Schools 4
Parma City School District 3
Lorain City School District 2
Maumee City School District 2
Middletown City School District 2
Springfield Local School District 2
Elyria City School District 1
Canton City School District 1
Lima City Schools 1
Marion City School District 1
Mt. Healthy City School District 1
Oregon City School District 1
Portsmouth City School District 1
Warren City Schools 1
Xenia City School District 1

Sour ce: ODE Office of School Options

Asillustrated in Table 6-3, atraditional school district may be required to transport studentsto as
many as 16 community schools depending on the choice of the parent. Also, urban districtswhich
cover large, populousterritories, servethe greatest numbers of community schoolsunder the current
statute. Becausethese districtsarefairly large, the drive time and mileage could potentially increase
the cost per student and the cost per mile while decreasing efficiency. Similarly, one community
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school may have a number of school districts transporting students to its facilities, depending on
which districts may fall within a 30-minute radius. Negotiating with several traditional school
districts for daily schedules and coordinating the pick-up and arrival of students with severa
traditional school district transportati on departments presentsadditional |ogistical challengesfor both
the traditional school districts and community schools. Furthermore, data identifying the number
of students transported out of their neighborhood, the average miles traveled outside of the
neighborhood and the method of service, and the number of students bussed outside of their district
of residenceto attend acommunity school has not been collected. Thisdataisnecessary to achieve
an accurate depiction of community school student transportation requirements on traditional
districts and devel op a workabl e solution.

Cleveland Municipal and Akron City School Districts have developed preliminary methods to
address some of thelogistical problems encountered in the urban districts when serving community
schools. Cleveland Municipal School District hastwo community school s participatingin clustering,
a process in which students from two different community schools ride together on the same bus.
The bus then drops the students at their respective schools. This reduces the coordination required
by each of the community schools and the traditional school district and also potentially reduces
Cleveland Municipal School District’ scoststo transport these students by restricting the route needs
to asingle yellow bus.

The Akron City School District runs a hub system in which students from outlying areas attending
community schools are bused to a central transfer location downtown, and then transported to their
respectivecommunity schools. If abustransportingacommunity school student passesthestudent’s
community school, the bus driver stops to deliver the student to the community school. This hub
approach and additional contracted buses helps Akron coordinate the transportation of community
school students. Specific routes are assigned from the hub to the community school which reduces
the number of buses serving each community school. In contrast, a traditional district not using
specialized routing, such as Dayton City School District, continues to experience numerous
transportation complications.

Traditional school officialsnoted that, with minor changes, they could increase and improve service
to community schoolsif community schools assisted in the following areas:

° Notification of acommunity school’ sintent to operate by January of the year the school will
open (approximately the same time a school would receive its Letter of Approval to
Operate).

° Notification of acommunity school’ s transportation needs and location as identified in the
contract by March of the year the school will open.

° If transportation is needed, notification of the number of students needing transportation by

May of the year in which the school will open.
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Traditional school transportation officials aso indicated they do not receive notification of a
community school’ sintent to operate or of its transportation needs until August or September. Late
notification inhibitsthe traditional school district’ sability to plan routes or to address driver needs.

Recommendations 103-106:

103.

104.

Theassistant director of the Office of School Finance, Pupil Transportation Section,
should serveasamediator and facilitator between community schoolsand traditional
school districts. Theassistant director should beresponsiblefor achieving resolutions
to trangportation issues between community schools and traditional school districts.

When transportation isimpractical, traditional school districts should use payments
in lieu of transportation to fulfill their statutory responsibilities. Thisoption could be
used specifically to provide a means of transportation to community school students
who reside in outlying areas of the traditional school district and areas where the
traditional district has not established a bus route. ODE should consider seeking
statutory changes to increasing the payment in lieu of transportation to an amount
equal totheactual cost totransport thestudent through thetraditional school district.

Administrative hearingsfor paymentsin-lieu of transportation should be provided to
parents of community school pupilswho arenot transported by thetraditional school
district within two weeksof thedeter mination by thetraditional district not to provide
transportation. Also, the assistant director should facilitate the scheduling of
administrative hearings for parents of community school students who are seeking
paymentsin-lieu of transportation.

ODE should consider providing community schools and traditional school districts
mor e optionsto providetransportation for community school students. These options
could include the following:

A. Allowing the community school to contract for transportation and providing a
reimbursement comparable to the amount recelved per student for
transportation by thetraditional school district.

B. Identifying other appropriate resources for providing community school
students transportation potentially through the County Education Service
Centers (ESC) similar to the method used in Lucas County, using
transportation services offered through other county agencies such as mental
health agenciesor head start programs, or establishingareduced farefor public
transportation.

C. Establishing a request for transportation deadline to deter mine the financial
and operational impact of community school transportation needs on the
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traditional school districts. Developing transportation deadlines would be
contingent of the development of a strong contract processing timeline (see
monitoring and oversight section).

D. Providing traditional school districts an additional reimbursement for
transporting resident studentsto community schoolsoutsidethedistrict and/or
fully reimburse parentsfor transportation expensesif the family lives outside
the traditional school district in which the community school islocated and is
below the Federal poverty level.

105. Sponsorsshould assist community schoolsin obtaining and maintaining appropriate
facilitieswith consideration for transportation requirements. When determining if a
facility is appropriate for a community school, ODE and other sponsors should
examine the community school’s plans for transportation and the feasibility of those
plans as they relate to the location of the facility. Transportation plans should be
included asa component of thecharter agreement and should beverified for feasibility
by the sponsor.

106. ODE should ensure all traditional school districts receive notification by the end of
January of community schools that have received Letters of Approval to Operate.
Community schoolsand their sponsor sshould beprovided detailed trainingon thetime
frames and the type of information required by traditional school district
transportation departmentsin order toincludestudentson busroutes. Recelvingthis
information from ODE would assist community schools in knowing the process to
establish transportation, potentially improving the relationship between traditional
school districtsand community schoolsand aidethetraditional school district to better
serve the community school’ stransportation needs.

C. Transportation Costs and State Funding

Student transportation has been one of the most problematic financing issues faced by community
schools, often causing a barrier to school choice. Several funding resources have recently been
extended to community schools. However, the manner in which these are to be funded has not been
identified and some flaws in the amounts of support offered appear to remain unreconciled.
Beginning in FY 2002, community schools can contract for transportation and receive
reimbursements of $450 per student from the State for contracted busing. Recent legislation
identifiesthe source of the $450 as being derived from current per-pupil State funding for traditional
school districts. However, most community schools estimate that it costs $750-1,000 to transport
each student and this cost could potentially increase when considering the transportation needs of
community schools. ODE identified theactual cost totransport studentson aper-pupil basisas $544
and the percentage reimbursement offered through the current State reimbursement as 68 percent.
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Community school officials expressed concern that their current funding would not allow them to
cover any additional costs not reimbursed by the State.

In prior years, traditional school districts reported transportation expenditures and riders for
community schoolsasan aggregate with their own studentswithintheir transportation expenditures.
Non-public school studentswere reported separately. This practice madeit difficult to identify the
actual cost to the district for transporting community school students. ODE collects data on
transportation expenditures on a per unit (per bus) basis and cannot separately identify the costs
associated with community school transportation. The operating unit reporting methodol ogy
prevents traditional school districts from reporting community school costs separately because
traditional, non-public and community school students ride on the same buses. Furthermore, the
ODE funding methodology does not include a mechanism for funding individual bus purchase
requests which may be required to meet the transportation needs of community schools. ODE
representatives and traditional school district officials have theorized that transporting community
school studentsis more costly because of the distance traveled to get students from designated bus
stops to the community school and the low ridership on these routes.

ODE provides transportation funding to traditional school districts according to a formula which
provideseach district areimbursement of approximately 60 percent of the previousyear expenditures
if the traditional school district is providing efficient transportation. However, ODE officials were
not able to explain the evolution or source of the regression equation constants used to determine
reimbursement amounts. Furthermore, the manner in which the State share has been determined and
its relation to actual transportation costs was not able to be explained. Transporting community
school students separate from traditional school students would entail the purchase or lease of
additional buses. Further, urban districts use economies of scale to lower bus purchase and repair
costs, acost savingsthat would not be availableto smaller community schools. Table6-4illustrates
the average costs and State reimbursements for the 21 urban school districtsin Ohio.
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Table 6-4: Transportation Costs Within Large Urban School Districts

Total Urban Big 8 Urban Small 13 Urban

Costs School Districts School Districts School Districts
Average Total Cost $4,896,975 $10,551,987 $1,416,967
Average State Reimbur sement $1,983,616 $3,937,987 $780,926
Average Cost Not Reimbursed $2,913,359 $6,614,001 $636,041
Aver age Per cent not Reimbur sed 46% 59% 37%
Average Cost per Pupil $461 $518 $426
Average Cost per Pupil not Reimbursed $209 $307 $149
Average Cost per Mile $4.67 $4.11 $5.02
Average Cost per Mile not Reimbur sed $1.99 $2.43 $1.71

Sour ce: School Y ear 1999-2000 SF3 Financia Reportsand T1 and T2 formsfor transportation for the 21 Urban School
Districts.

According to Table 6-4 and ODE financial reports for transportation, it costs approximately $461
per student and $5 per mile for transportation in Ohio urban school districts. Currently, traditional
school districts do not lose transportation funding when they do not provide transportation to
community school students. However if the community school and traditional school district enter
into an agreement for the community school to provideitsown transportation, $450 for each student
transported or amaximum of $7.5 million (if al studentsenrolledin FY 2000-01 were transported)
by the community school will be deducted from the student’s district-of-residence transportation
funding and paid to the community school. If the traditional school district provides the
transportation, the funding would remain with the traditional school district. Additionaly, the
community schools are provided the authority to enter into such an agreement. Therefore, a
traditional school district could have a number of community schools deducting $450 per student
from their transportation revenue. This could potentially reduce funding for the traditional school
district beyond the per pupil reimbursement amount becausetraditional school districtsarereceiving
only approximately 54 percent of their per-pupil expenditures.

In some instances, additional buses are needed by the traditional public school district to
accommodate community school pupils. Traditiona school districtscan purchase busesto servenon-
public school students through State subsidy funding when the number of students transported has
increased over athree year period. This funding is not available to traditional school districts to
purchase busesto transport community school children. However, proposed |l egislation would allow
traditional school districts to use State funding to purchase buses to serve community school
students.
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Another option availableto community school sto ensure transportation for their studentsiscovered
in ORC §3327.13. The ORC allowsthe board of education that owns and operates busesto contract-
out bus leases to non-public schools to transport non-public school students. Community schools
could be €ligible to contract with traditional school districts or ESCs to lease buses for their
transportation needs.

InFY 2000-01, ODE began tracking the number of community school studentsand the method used

to transport them. Table 6-5 illustrates the raw data collected for all types of students transported
by parents who received paymentsin lieu of transportation as of October 2001.

Table 6-5: Paymentsin Lieu of Transportation To Parents October 2001

Type of School

Number of Paymentsin
Lieu of Transportation

Per cent of Paymentsin
Lieu of Transportation

Total Costsfor Payments
In Lieu of Transportation

Community 104 1.14% $17,888
Traditional 414 0.04% $71,208
Non- Public 21,907 20.01% $3,768,004
Total 22,425 N/A $3,857,100

Sour ce: Raw datafrom ODE revised T-1 form for FY 2001
Note: Total payment is based on the current payment in lieu of transportation of $172 per student

According to Table 6-5, preliminary data show community schools seldom use paymentsin lieu of
transportation. Traditional school districts have cited the following reasons for offering thein lieu
of transportation option:

° Conflicting daily schedules
° Increasing costs for transportation
° Overcrowding on buses

Often, community school parents do not receive paymentsin lieu of transportation although they
transport their children. Some reasons that parents do not receive payment in lieu of transportation
include the following:

° Parentsdecline paymentsin lieu of transportation and are awaiting an administrative hearing.
° Parents have collaborated to purchase transportation services.
° Parents with students attending community schools have been told that they are responsible

for reliable transportation for students.

A limited number of community schools have included parental transportation in their enrollment
policy. In other words, if parents choose the community school, parents are responsible for
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transporting the student to and from the community school, similar to practicesin Texas. Whilethis
relivesthe school of potential transportation conflicts, this may also reduce opportunitiesfor at-risk
students to attend community schools targeting at-risk populations.

The transportation challenges faced by traditional and community schools sometimes result in
decreased revenue available for educational and instructional purposes. Transporting community
school studentsmay, for avariety of reasons, be more expensive than transporting traditional school
district students to neighborhood schools. However, traditional and community schools have
developed a number of means to meet these additional costs which include the following:

° Reviving Cleveland Municipal School District buses from the desegregation bus fleet to
provide transportation to community school children;

° Informing community school parents at the time of enrollment to be prepared to provide
transportation; and

° Utilizing public transportation and paymentsin lieu of transportation of $172 per student for
transportation.

Although someviablealternativesexist, these have not been well publicized among community and
traditional schools. Also, in each solution, ODE has not played asignificant role. Recently, ODE
convened a task force for community school transportation to address the challenges faced by
community schoolsand traditional schools. Thegoal of thetask forceisto determinewhat resources
are needed to minimize transportation barriers and identify options in order to recommend
achievable resolutions. ODE needs to assume a leadership role in assisting community and
traditional schools with transportation issues to speed the resolution of transportation disputes and
logistical problems.

Recommendations 107-109:

107. ODE’s Office of School Options (OSO) should conduct a seminar for community
schoolsto inform officials of the necessity to provide accurate and timely infor mation
for studentsin need of transportation. Additionally, OSO and the Office of School
Finance, Pupil Transportation Section should encouragetheuseof automated routing
and scheduling softwar ein traditional school districtsand providetechnical assistance
in using the routing software. Automated routing software would help traditional
districts provide mor e efficient transportation routing and scheduling for community
school students and potentially reduce the amount of drive/ride time and associated
COsts.

108. The assistant director of the Office of School Finance, Pupil Transportation Section
and OSO should investigate the feasibility of helping community schools coordinate
transportation services among several community schoolsat thecity or regional level.
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Combining community school transportation resources to serve a larger number of
students from common areas would allow for the development of economies of scale
and enhance routing capabilities.

109. The Office of School Finance, Pupil Transportation Section should evaluatethe
feasibility of providing additional buses to traditional school districts that may need
them totransport community school students. Extending thenon-publicbuspurchase
subsidy to community school students may aid traditional school districtsin better
coor dinating transportation servicesacr osswidegeographical areas. Furthermore, the
method of determining the need for additional buses should be revised using miles
traveled to addressthe vast service area of community schools
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Appendix A: ORC Community School Exemptions and
Requirements

Table A-1: State Board Curricular and Educational Requirements
ORC State Board Educational Standards

Requirements from Which Community Schools are Exempt

Chapter 3302 Educational Standards for school districts.

Chapter 3324 Identification of gifted children and development of service plan.

3301.07, 3301.0712 Minimum standards covering school curriculum; locally developed competency based programs; the assignment of
3301.0715 professional personnel; instructional materials and equipment,; organization, administration, and supervision of
schoals; buildings and grounds (other than any building health and safety standards); admission and promotion of
students; phonics instruction; instruction in energy and resource conservation; reporting requirements; ratios of
teachersto pupils; receipt of services under any educational service center plan of service.; and ratios of support
personnel to pupils.

3301.79 25 pupil class size limit for bilingual multi-cultural classes.

3301.17 Driver education course standards

3301.52- 3301.59 Preschool program standards and licensing (other than parental access rights).

3311.29 Requirement to maintain grades kindergarten through twelve.

3313.208 Latchkey program operating requirements.

3313.48, 3313.481 Standards for minimum school year and minimum school day (although the act requires community schools to

provide 920 hours of instruction annually); requirement that education be provided free of charge (though the act
prohibits a community school from charging tuition.). Also, Requirements related to alternative school calenders.

3313.531-3313.532 Adult high school continuation program requirements.

3313.534 Requirement for “zero-tolerance” discipline policies; requirement that Big 8 and certain other school districts
establish alternative schools.

3313.536 Requirement to adopt comprehensive school districts establish alternative schools.
3313.56 Part-time schooling requirements for programs provided to students with age and schooling certificates.
3313.60 School course of study requirement (except that the parental right to excuse a child from certain instructional
topics would continue to apply).
3313.603 High school curriculum requirements.
3313.604 Recognition of American Sign Language as aforeign language in schools.
3313.605 IImpI ementation requirements for schools electing to offer community service education programs under federal
aw.
3313.608 “Fourth Grade Guarantee”
3313.609 Requirements to retain certain chronic truants.
3313.6011 :bequi rement that venereal disease education, which is a component of health education, emphasize sexual
stinence.
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3313.62 Definitions of “schooal year,” “school month,” and “school week.”
3313.63 Specification of school holidays.
3313.64-3313.65 School admission requirements related to the payment of tuition; tuition payment and charging requirements

between districts.

3313.642 Reqguirements for certain districts to furnish needy students with materials used in a course of instruction other
than the necessary textbooks or electronic textbooks.

3313.646 Prohibitions related to school district’s establishing preschool programs.

3313.82 and 3313.83 Requirements related to a school savings program for students.

3313.841 and Requirements related to sharing certain services cooperatively with other districts and operating joint education
3313.842 programs.

3313.843 Reguirements related to receiving services provided by educational service centers.

3313.85 Requirement that the probate court or in some cases the educational service center perform functions that a school

board failsto perform.

3313.90, 3313.91, Vocational education requirement.

3313.911

3317.15 Requirements specifying the number of speech-language pathologists and school psychologists a school district
must hire.

Requirements from Which Community Schools are Not Exempt

Chapter 3323 Requirements related to special education.
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Table A-2: Enrollment Requirements

ORC

Enrollment Requirements

Requirements from Which Community Schools are Exempt

3313.97 Intradistrict open enrollment requirements (except the requirement that parents receive information about the
program- presumably in the district in which the community school is located- would continue to apply.)

3313.98 and 3313.981 | Interdistrict open enrollm