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The 2003 statewide evaluation of charter

schools, conducted by RAND, concluded that

charter schools were cost-effective—achieving
academic results similar to those of traditional
public schools even though they obtain less state
and federal categorical funding. This report
summarizes the findings of this evaluation and
offers recommendations for improving charter
schools in California. Most importantly, we rec-
ommend the Legislature restructure the charter
school categorical block grant and strengthen

charter school oversight and accountability. I
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EXECUTIVE SUMMARY

Since they first opened their doors in fall
1993, charter schools in California have grown
in number and steadily increased enrollment.
Over the last decade, the state has funded two
comprehensive charter school evaluations—the
findings of which were released in 1997 and
2003. Both evaluations concluded that charter
schools are a viable reform strategy—expanding
families’ choices, encouraging parental involve-
ment, increasing teacher satisfaction, enhancing
principals' control over school-site decision
malking, and broadening the curriculum without
sacrificing time spent on core subjects. The most
recent evaluation deemed charter schools cost-
effective—finding that charter schools achieve
academic results similar to those of traditional
public schools even though they obtain signifi-
cantly less state and federal categorical funding.
The evaluation also found, however, that the
state continues to face challenges in the areas of
charter school finance and accountability.

After summarizing the findings of the 2003
evaluation, this report offers recommendations
for improving charter school finance and ac-
countability. Most importantly, we recommend
the Legislature:

> Restructure the Charter School Cat-
egorical Block Grant. We recommend
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shifting 14 currently excluded programs
into the general block grant, shifting 10
other currently excluded programs into
the disadvantaged-student component of
the block grant, and rebenching the
underlying per pupil funding rates in a
cost-neutral manner.

> Strengthen Charter School Oversight.
We recommend that school districts be
permitted to opt out of charter authoriz-
ing, charter schools be allowed to
choose among multiple authorizers, and
specific safeguards be created to pro-
mote stronger accountability.

> Modify Charter School Facility and
Oversight Fees. We recommend delin-
eating more clearly between facility fees
and oversight fees, capping these fees
(at 2 percent and 1 percent, respectively,
of total charter school revenues), and
eliminating the mandate-claims process
for oversight costs.

Taken together, these reforms would address
many of the weaknesses the 2003 charter
school evaluation identified and be a significant
step forward in improving charter school fund-
ing and oversight in California.
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INTRODUCTION

In 1992, California became the second state
in the country to enact legislation allowing for
the creation of charter schools. The first charter
schoals in California opened their doors for the
1993-94 school year and, during the past ten
years, charter schools have grown in number
and steadily increased enrollment. To assess
how these schools are using their resources in
educating students, the state recently funded a
two-year evaluation—the results of which were
released on June 30, 2003. The evaluation
deemed charter schools cost-effective—achiey-
ing academic results similar to those of tradi-
tional public schools despite receiving less state
funding.

Chapter 34, Statutes of 1998 (AB 544,
Lempert), required the Legislative Analyst's
Office (LAQ) to contract for the statewide
evaluation, The LAO contracted with RAND,
and the state provided a total of $666,000 far the
evaluation. (In addition to this evaluation, the state
has funded three other independent charter
school studies. For a summary of these other
reports, please see the shaded box on page 5.)

Chapter 34 also required the LAO to report to
the Legislature on the general effectiveness of
charter schools and, specifically, to recommend
whether to expand or reduce the state cap on
the number of allowable charter schools.

This report responds to this legislative
directive. In this report, we:

= Discuss some general similarities and
differences among charter schools and
track the growth of charter schools
nationwide and in California over the last
decade.

= Summarize the findings of RAND's
charter school evaluation.

& Offer recommendations for: (1) adjusting
the state cap on the number of allow-
able charter schools, (2) improving the
charter school funding model,

(3) strengthening charter school over-
sight, and (4) modifying policies relating
to oversight fees.

OVERVIEW OF CHARTER SCHOOLS

Charter schools are publicly funded
K-12 schools. These schools are subject to state
testing and accountability requirements, but
they are exempt from many laws relating to
specific education programs. Because of these
exemptions, charter schools have greater fiscal
and programmatic flexibility than traditional
public schools. This expanded flexibility was
intended to promote innovation in local educa-
tion practices. Charter schools also were in-

tended to expand students’ educational options,
thereby generating competition and enhancing
incentives for traditional public schools to make
educational improvements,

In this section, we:

&= Provide some background information
on charter schools in California—includ-
ing information on chartering autharities,
types of charter schoals, differences
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among charter schools’ general modes
of instruction, and charter school
finance.
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Summarize eight especially significant
charter school laws.

Track the growth of charter schools

nationwide and in California.
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THE “'BASICS” OF CHARTER SCHOOLS
IN CALIFORNIA

In this section, we provide some basic
background information about charter schools
in California. '

School District Board Most Common
Charter Authorizer. Since the inception of
charter schools, 258 government agencies have
authorized (or officially granted) charters in
California. These charter-granting authorizers
consist of the SBE, 23 county school boards,
and 234 school district boards. School district
boards have authorized the vast majority of
charter schools {87 percent). Most charter
authorizers (69 percent) have approved only
one charter. Less than 10 percent have autho-
rized more than three charters. '

Approximately One of Every Ten Charter
Petitions Denied. To operate in California, a
charter school must submit a petition to a
charter authorizer. A petition must include
specific information that is delineated in statute,
such as a description of the education program
of the charter school and the student outcomes
the school will use to measure its performance.
Charter authorizers report denying approxi-
mately 10 percent of all submitted petitions.
(Given RAND's survey was distributed only to
charter authorizers that were currently oversee-
ing charter schools, this percentage is likely to
understate the actual denial rate because it does
not include data from charter authorizers that
have denied all submitted petitions. Additionally,
it does not account for informal actions on
behalf of charter authorizers that might have
discouraged groups even from submitting a
petition.) Although the original 1992 charter-
school law did not require charter authorizers to

provide reasons for denying a charter petition,
later amendments require that charter authoriz-
ers now prepare written documentatjon justify-
ing their denials. The most common reasons
charter authorizers report for denying charter
petitions are “an unsound educational program”
and a concern that the proposed school is
“demonstrably unlikely to succeed.”

Since 1993, the State Department of Educa-
tion (SDE) Has Tracked Almost 575 Charter
Schools. When a petition is approved or pend-
ing, SDE assigns the charter school a unigue
tracking number. Since the inception of charter
schools, SDE has assigned tracking numbers to
573 schools. Of these 573 charter schools,

403 schools (70 percent) are currently operat-
ing, 84 schools (15 percent) have petitions
pending with a-charter authorizer, 20 charters
(3 percent) have been revoked, and 66 charter
schools (12 percent) have been closed. (In
addition to these schools, SDE has issued

31 “inoperative” numbers associated with
schools that had approved charters but either
never opened or later withdrew their charter,)

“Start-Up” Charter Schools More Common
Than Conversion Charter Schools. In California,
charter schools may be newly created as a start-
up charter school or else a traditional public
school may close and reopen as a “conversion”
charter school. Figure 1 shows the number of
start-up and conversion charter schools that are
(1) currently operating, (2) pending, (3) have
closed, or (4) have had their charter revoked. As
the figure shows, about four out of every five
currently operating charter schools are start-up
schools whereas one out of every five is a
conversion school.
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Figure 1

Start-Up Charter Schools More Common
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Conversion Charter Schools Serve More
Students Than Start-Up Charter Schools.
Although start-up charter schools are more
common than conversion charter schools,
conversion charter schools actually enroll a
greater number of students. Of all charter school
students in the elementary grades, 72 percent
are enrolled in a conversion charter school
whereas 28 percent are enrolled in a start-up
school. Of all charter school students in the
secondary grades, 46 percent are enrolled in a
conversion charter school whereas 54 percent
are enrolled in a start-up school. (In 2002-03,
charter school enrollment was split about evenly
between the elementary and secondary grades.)

Charter Schools Offer Two General Modes
of Instruction—Classroom-Based and
Nonclassroom-Based. Charter schools provide
instruction either primarily in a traditional
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Revoked

being a facility used
principally for classroom
instruction. A
nonclassroom-based
school, in contrast, is
one in which more than
. 20 percent of instruc-
tional time is offered in a
0|Oed location different from
' the primary school site.
Nonclassroom-based
charter schools tend to rely on individualized,
self-paced student learning plans. Nonclass-
room-based instruction includes independent
study, home study, distance study, computer-
based study, and worl-study. Some of these
types of instruction (for example, independent
study) are common in traditional public schools
as well as charter schools whereas others (for
example, home study) are unique to charter
schools.

Approximately One-Third of All Charter
Schools Are Nonclassroom-Based. In 2001-02,
SBE classified 118 charter schools, or approxi-
mately one-third of all charter schools, as
nonclassroom-based. Start-up charter schools
are much more likely to be nonclassroom-based
than conversion charter schools (57 percent and
11 percent, respectively). State law prohibits
nonclassroom-based schools from hiring teach-
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ers without state credentials. Additionally, state
{aw requires SBE to establish general rules for
determining the appropriate funding level for
nonclassroom-based charter schools. The
board's regulations specify that funding determi-
nations are to be based on: (1) the percentage
of total expenditures associated with teacher
salaries and benefits, (2) the percentage of total
expenditures associated with instruction, and

(3) the student-teacher ratio. Nonclassroom-
based charter schools that devote a greater
share of their budget to teacher salaries and
instruction and have lower student-teacher ratios
are eligible for higher levels of funding.

Charter School Funding Model Intended to
Result in Funding Comparable to Traditional
Public Schools. In 1999, the Legislature adopted
the current charter school funding model. Prior
to this time, charter schools received funding on
a program-by-program basis through negotiation
with their charter authorizer. Under the current
model, charter schools receive funds through
the following three funding streams.

= Revenue Limit Funding. Charter schools
receive revenue limit funding equal to
the average revenue limit of all tradi-
tional public schools in the state. A
different revenue limit rate is calculated
for each of four grade spans—K-3, 4-6,
7-8, and 9-12. As with other public
schools, revenue limit funding is continu-
ously appropriated general purpose
funding that charter schools may expend
at their discretion.

¥ Categorical Block Grant. In lieu of
applying separately for certain categori-
cal programs, charter schools receive

categorical block grant funding, which is
specified as a line item in the annual
budget act. The block grant allocation to
each charter school includes: (1} general
block grant funding and (2) disadvan-
taged student funding. Similar to the
revenue limit calculation, the general
block grant rate provides per pupil
funding equal to the average amount of
funding traditional public schools receive
in total for certain categorical programs.
This rate also is calculated separately for
each of the four grade spans. The
disadvantaged student component is a
single rate equivalent to the statewide
average per pupil funding rate provided
to traditional public schools for Eco-
nomic Impact Aid. Unlike other public
schools (which may not participate in
the categorical block grant), charter
schools may expend categorical block
grant funding at their discretion and are
not bound by the specific programmatic
requirements of each categorical pro-
gram included within the block grant.

Other Categorical Programs. Charter
schools also may apply separately for
categorical programs not included in the
categorical block grant. Charter schools
that apply for these categorical pro-
grams, such as the Governor's Math-
ematics and Reading Professional Devel-
opment program or the Principal Train-
ing program, are required to abide by all
associated programmatic requirements.
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MAJOR CHARTER SCHOOL
LEGISLATION

This section highlights eight pieces of state
legislation that have had an especially strong
impact on charter school operations and facilities.

Charter School Operations

Chapter 781, Statutes of 1992 (SB 1448,
Hart)—Authorized the Creation of Charter
Schools in California. The Charter Schools Act
of 1992 was the original law authorizing the
creation of publicly funded schools that could
operate independently from school districts and
be exempt from existing education laws. The
law established a statewide cap of 100 charter
schools and a districtwide cap of ten charter
schools. The law established petition require-
ments, designed a two-stage appeals process,
and specified certain conditions under which
charters could be revaked. It required the
qualifications of personnel to be specified in a
school's charter, but it did not require staff to
hold state credentials. The law also stated that
the Superintendent of Public Instruction (SPI)
was to make annual apportionments to each
charter school, but in practice, charter schools
initially negotiated funding with the school
district rather than receiving it directly from the
state. The original law did not address charter
school facility issues.

Chapter 34—Instituted Significant Charter
School Reforms. This law increased the state-
wide cap to 250 charter schools for the 1998-99
school year, with an additional 100 charter
schools allowed to open annually thereafter, and
eliminated the districtwide cap. It slightly eased
(1) petition requirements, (2) the petition sub-
mittal process, (3) the appeals process, and
(4) the revocation process. Unlike the 1992 law,
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it also required ali core-subject teachers to hold
a state credential. Additionally, it clarified that
charter schools could receive funding directly
from the state. It also required school districts to
offer charter schools any unused district facilities

~ at no charge, and it capped the oversight

charges school districts could assess charter
schools.

Chapter 162, Statutes of 1999 (SB 434,
Johnston)—Applied Independent Study Laws to
Charter Schools. This law required charter
schools that offered independent study to
comply with all laws and regulations governing
independent study generally. This law also
required charter schools to offer a minimum
number of instructional minutes equal to that of
other public schools, maintain written records of
pupil attendance, and release these records for
audit and inspection. Additionally, it required
charter schools to certify that their students
participated annually in the state’s testing
programs,

Chapter 78, Statutes of 1999 (AB 1115,
Strom-Martin)—Created Charter School Fund-
ing Model. This law clarified the language
regarding funding by expressing legislative intent
to provide charter schools with operational
funding equal to the total operational funding
available to similar public schools serving similar
student populations. It also established a funding
model that allowed charter schools to receive
funds either locally through the school district or
directly from the state. The model consisted of
three basic components: (1) revenue limit
funding, (2) categorical block grant funding, and
(3) separate categorical program funding—all of
which were designed to yield charter school
funding rates that were comparable to those of
similar public schools.
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Chapter 892—Reduced Funding for
Nonclassroom-Based Charter Schools. This law
required SBE to: (1) adopt regulations governing
nonclassroom-based instruction, (2) develop
criteria for determining the amount of funding to
be provided for it, and (3) make specific funding
determinations for individual charter schools.
This law included certain guidelines regarding
funding levels. Specifically, funding for non-
classroom-based charter schools was to be
reduced by no more than 10 percent in
2001-02, no less than 20 percent in 2002-03,
and no less than 30 percent in 2003-04. The
board, however, retained the discretion, on a
case-by-case basis, to adjust funding by different
percentages. The board was to make funding
determinations on a five-year cycle if a charter
school did not make material changes to its
charter and was deemed to be in good standing.

Chapter 1058, Statutes of 2002 {AB 1994,
Reyes)—Established Geographic Restrictions
and Enhanced County Oversight. This law
required, with few specified exceptions, that a
charter school consist of a single school site
located within the geographic jurisdiction of its
chartering school district. If adequate justifica-
tion was provided, the law, however, allowed for
two exceptions. Specifically, a group could
receive a countywide charter (to operate at
multiple sites throughout that county) or a
statewide charter (to operate at multiple sites
throughout the state). In either case, a charter
school group had to justify the educational
benefit of operating programs at multiple sites
spanning multiple local jurisdictions. Addition-
ally, the law granted County Offices of Educa-
tion (COEs) general authority to conduct both
fiscal and programmatic oversight of charter
schools. The law, for example, allowed COEs to

conduct an investigation of a charter school based
on parental complaints or fiscal irregularities.

Charter School Facilities

Proposition 39 (November 2000)—Required
School Districts to Provide "Reasonably
Equivalent” Charter School Facilities. This law,
approved by the voters at a statewide election,
allowed school districts to pass local school
facility bonds with a 55 percent vote instead of
a two-thirds vote. In addition, the law required
school districts to provide charter schools with
reasonably equivalent facilities that were suffi-
cient to accommodate all their classroom-based
students. This requirement must be met even if
unused facilities are not available and the district
would incur costs to provide the facilities. The
school district, however, is not required to spend
its general discretionary revenues to provide
charter school facilities. Instead, the district
could use other revenue sources, including state
and local bonds. The law also: (1) required that
charter facilities be reasonably equivalent to
other district facilities, (2) allowed school dis-
tricts that funded charter school facilities with
discretionary revenues to charge the associated
charter schools a facility fee, and (3) exempted a
school district from providing facilities to charter
schoals that served fewer than 80 students.

Chapter 935, Statutes of 2002, (AB 14,
Goldberg) and Proposition 47 (Novem-
ber 2002)—Created Charter Schools Facilities
Program and Approved Sizeable Bond Fund-
ing. Chapter 935 established a pilot program—
the Charter Schools Facilities Program—to
determine the optimum method for funding
charter school facilities. The law specified that
the State Allocation Board (SAB) was to approve
a set of projects that was “fairly representative”
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of: (1) the various geographic regions of the
state; (2) urban, suburban, and rural regions;

(3) large, medium, and small schools: (4) and the
various grade levels. While ensuring this fair
representation was achieved, SAB also was
required to give preference to charter schools in
overcrowded school districts and low-income
areas as well as to charter schools operated by
not-for-profit organizations. This facilities pro-
gram was linked with voter approval of Proposi-
tion 47, which provided up to $100 million (of a
total of $3.5 billion) for the construction of new
charter schools. On July 2, 2003, SAB provided
preliminary facility apportionments to six charter
schools—committing a total of $97 million in
Proposition 47 bond monies.

CHARTER SCHOOLS HAVE
EXPERIENCED NOTABLE GROWTH
OVER LAST DECADE

In this section, we track the recent growth of
charter schools nationwide and in California.

Charter Schools Spread Across Country in
1990s. During the 1990s, legislation allowing for
the creation of charter schools was adopted by
most state governments, Figure 2 tracks this
growth. Today, 40 states as well as the District of
Columbia (DC) have charter school laws.

Almost 2,700 Charter Schools Serving More
Than 684,000 Students Nationwide. Currently
charter schools are operating in 36 states and
DC. In 2002-03, almost 2,700 charter schools
served more than 684,000 students nationwide.
Of these schools, almost 400 were new charter
schools that opened in fall 2002, Figure 3 (see
next page) shows the number of charter schools
for each state and indicates the percentage of all
public K-12 students in each state who attend
charter schoals. The data are provided for
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2001-02—the most
recent nationwide data
compiled by the Na-
tional Center for Educa-
tion Statistics. As the
figure shows, Arizona is
the state with the great-
est number of charter
schools, followed closely
by California. The DC
serves the greatest
proportion of all public
K-12 students in charter
schools (almost 10 per-
cent). California serves
approximately 2.5 per-
cent of all public
K-12 students in charter
schools. Numerically,
California serves more
charter school students
than any other state.
Steady Charter
School Growth in
California Over Past Ten
Years. In California, the
number of charter
schools and the number
of students attending
charter schools has
increased steadily over
the past ten years.
Figures 4 and 5 show
the total number of
charter schools and the
total number of charter
school students, respec-
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tively, in California each Figure 4
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RAND’S EVALUATION DEEMS
CHARTER SCHOOLS COST-EFFECTIVE

As mentioned earlier, RAND recently re-
leased the results of a two-);ear evaluation of
charter schools in California. The evaluation
assessed charter schools’ effectiveness in using
their resources to educate students. To conduct
the evaluation, RAND used both primary and
secondary data sources. To collect original data,
RAND conducted a survey in spring 2002 of all
California charter school principals, the princi-
pals of similar traditional public schools, and all
California charter authorizers. In selecting
traditional public schools to survey, RAND
matched charter schools with a set of traditional
public schools that served students with similar
ethnic and socioeconomic characteristics. Thus,
RAND attempted to compare charter schools to
like schools serving like students. During fall
2002, RAND also visited nine charter schools
and all but one of their charter authorizers and
interviewed administrators and teachers at each
site. Additionally, RAND collected student
achievement data from six school districts with a
large number of charter schools. These data
were longitudinally linked, which permitted
RAND to track students’ test scores over time,
thereby better isolating the independent effect
of attending a charter school. To supplement
these primary data sources, RAND also tapped
traditional secondary data sources—including
SDF’s data on student demographics and test
scores, teacher qualifications, and schools'
academic performance. -

This section highlights the most important
differences and similarities that RAND found
between charter schools and traditional public
schools serving similar students and between

start-up charter schools and conversion charter
schools. Specifically, this section reviews
RAND's findings regarding:

& The academic achievement of charter
schools compared with other public
schools.

= The academic achievement of class-
room-based charter schools compared
with nonclassroom-based charter
schools.

¥ The general policies and practices of
charter schools.

Charter Schools Show Year-to-Year Achieve-
ment Gains Comparable to That of Other
Public Schools. As one method for assessing
academic performance, RAND compared the
average growth rate in charter schools’ Aca-
demic Performance [ndex (API) score with that
of other public schools. RAND found that,
statewide, both charter schools and other public
schools improved academic performance
between 1999-00 and 2001-02. RAND also -
found that the average growth in charter
schools’ API score was not significantly different
from that of other public schools. Changing the
comparison group and restricting the analysis
only to school districts that have at least one
charter school, RAND similarly found that the
average growth rate in charter schools’ API
score was not significantly different from neigh-
boring public schools.

Classroom-Based Charter Schools Attain
Higher Test Scores Than Nonclassroom-Based
Charter Schools. RAND also compared the
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academic performance of classroom-based
charter schools with both nonclassroom-based
charter schools and other public schools. It ‘k
found that classroom-based charter schools tend
to attain higher test scores than either
nonclassroom-based charter schools or other
public schools. Specifically, it found that stu-
dents in start-up, classroom-based charter
schools scored slightly higher in almost every
grade and subject than similar students in other
public schools. It also found that students in
conversion, classroom-based charter schools
scored slightly higher in reading than compa-
rable students in other public schools, but they
scored slightly lower in mathematics. In contrast,
RAND found that students in nonclassroom-
based charter schools—whether start-up schools
or conversion schools—scored lower in every
grade and subject compared to students in
other public schools.

Overall, RAND Deems Charter Schools
Cost-Effective. Figure 6 highlights many of
RAND's other findings relating to the general

| Student Body
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policies and practices of charter schools. The
figure is divided into the following six subsec-
tions: (1) student body, (2) academic environ-
ment, (3) special education, (4) staffing,

(5) finances and facilities, and (6) governance
arid oversight. Overall, RAND concluded that
charter schools are cost-effective—attaining
achievement scores comparable to those of
other public schools even though they face
considerable fiscal and facility challenges.
Particularly noticeable, RAND found that charter
schools participate in state-funded and federally-
funded categorical programs at significantly
lower rates than other public schools. RAND also
found that charter school teachers and administra-
tors are less experienced, but they feel more
involved in decision making and have a greater
sense of ownership of their classrooms and school
site. Taken together, RAND's findings suggest that
charter schools generally are viable, cost-effective
reform strategies for improving academic achieve-
ment and serving certain students whose families
desire additional school options.
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LAO RECOMMENDATIONS

As detaited above, RAND’s evaluation
provides considerable insight into the current
strengths and weaknesses of charter schools in
California. Although charter schools in general
are making similar academic gains and attaining
similar academic scores, RAND's findings
suggest that some weaknesses exist relating to
charter school funding and oversight. In this
section, we focus on the following four charter
school issues: (1) the annual growth cap on
charter schools, (2) the charter school funding
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model, (3) the general system of charter school
oversight, and (4) oversight fees. For each of
these issues, we describe existing policies and
make recommendations for improving them.

REEXAMINING THE NEED FOR AN
ANNUAL GROWTH CAP

As mentioned in the first part of this report,
the Charter Schools Act of 1992 capped the
total number of charter schools that could
operate in California at 100, with a districtwide
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cap of ten charter schools. In 1992, charter
schools were new creations that had yet to be
tested and evaluated, and the statewide cap was
intended as a safety precaution against the
uncontrolled growth of these experimental
entities. The districtwide cap was intended to
prevent a small set of very large school districts
from establishing so many charter schools that
the statewide cap was reached before smaller
school districts had the opportunity to create
their own charter schools. The districtwide cap
therefore helped to promote the creation of
charter schools across an array of both small
and large school districts. The districtwide cap
also ensured that no single school district would
need to oversee and monitor a large number of
charter schools.

In 1998, reform legislation modified these
original caps. Specifically, the new law increased
the statewide cap to 250 charter schooils for the
1998-99 school year, allowing 100 additional
charter schools to open each year thereafter. It
also entirely eliminated the districtwide cap.
(The shaded box on page 21 shows the number
of allowable charter schools in each of the
30 states that has charter school laws.)

Remove Growth Cap

We recommend the Legislature remove the
cap on the annual growth of charter schools
because the original rationale for the cap is no
longer applicable.

Existing law requires the LAO to review the
annual growth cap for charter schools and
recommend whether to expand or reduce it.
Although capping the total number of charter
schools that could operate in the state was
appropriate when the performance of charter
schools was unknown, the environment today is

considerably different, and we recommend
repealing the cap.

Cap No Longer Needed. Charter schools
remain neither new {they have operated in
California for ten years) nor untested (the state
has conducted two comprehensive charter
school evaluations). Both statewide evaluations
concluded that charter schools were viable
educational reforms. Neither evaluation uncov-
ered any alarming finding to warrant slower
growth or continuation of the growth cap.
Indeed, as discussed in detail earlier in this
report, RAND’s recent evaluation concluded
that charter schools were attaining achievement
results comparable to those of other public
schools despite facing considerable fiscal and
facility challenges. As a result, we are not aware
of any analytical basis for continuing to cap the
annual growth in charter schools. Therefore, we
recommend the Legislature remove the cap on
the annual growth of charter schools.

REFORMING THE CHARTER SCHOOL
CATEGORICAL BLOCK GRANT

The Charter Schools Act of 1992 specified
that a charter school was to receive state fund-
ing comparable to other public schools located
within the same district and serving a similar
student population. Specifically, a charter school
was to receive comparable revenue limit fund-
ing, categorical funding, and special education
funding. To a large extent, the charter school
funding model developed in 1989 simply
formalized the intent of the original 1992 law by
establishing specific funding mechanisms in-
tended to yield comparable funding rates.

Trend Toward Decreasing Flexibility and
Increasing Regulation. Despite legislative intent
to provide charter schools with comparable
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state funding using a simple funding stream with
few strings attached, charter school! finance has
become increasingly complex and opaque since
the enactment of the 1999 funding model. The
trend most incompatible with the original intent
of charter schools is the increasing number of
categorical programs for which charter schools
must apply separately. As discussed in “Part I” of
this report, charter schools receive categorical
funding in one of two ways. Some categorical
programs are included in the charter school
categorical block grant and associated funding is
allocated directly to charter schools. In contrast,
some categorical programs are excluded from
the block grant and, to receive funding for them,
charter schools must apply separately for each
program. The trend toward having charter
schools apply separately for more and more
categorical programs is resulting in increasing

Figure 8

Number of Programs in the Charter School
Categorical Block Grant Has Been Shrinking

regulation and less programmatic and fiscal
flexibility. This trend also appears contrary to the
underlying rationale for establishing charter
schools—that is, to exempt certain schools from
most state regulation in exchange for local
accountability.

Number of Programs in Block Grant for
2003-04 at All-Time Low. Figure 8 shows the
number of K-12 education programs included
and excluded from the charter school categori-
cal block grant each year from 2000-01 through
2003-04. When enacted in 1998, the block
grant included 33 programs. As Figure 8 shows,
this number grew to 45 programs in 2000-01
but since has been declining noticeably. In
2003-04, the number of programs included in
the block grant will be at an all-time low of
28 programs.
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funding associated with
three of these programs.
This was because fund-
ing for these particular
programs—adult educa-
tion, adults in correc-
tional facilities, and COE
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fiscal oversight—did not flow directly to school
districts for K-12 purposes. Charter schools
could apply for funding associated with the
remaining 15 programs, but they had to apply
separately for each program. These 15 programs
included some of the largest categorical pro-
grams, such as special education, K-3 Class Size
Reduction, supplemental instruction, Home-to-
School Transportation, Staff Development Buy-
Out Days, and deferred maintenance. As Fig-
ure 8 shows, by 2003-04, the list of categorical
programs excluded from the block grant had
grown to 34 programs. Of these programs,
charter schools were precluded on a de facto
basis from applying to three programs, but they
could apply separately to the remaining 31 pro-
grams. These programs continued to include the
largest of the categorical programs and had
notable new additions, such as instructional
materials and school accountability programs.
Categorical Block Grant Funding as Propor-
tion of Total Available Categorical Funding
Also at All-Time Low. Not only has the number
of programs excluded
from the block grant
increased and the
number included

cent of all available categorical funding in that
year. This means that charter schools were able
to access directly through the block grant

27 percent of all available categarical funds. To
access the remaining 73 percent of categorical
funds, charter schools had to apply separately
and meet all of the associated programmatic
requirements. Since 2000-01, the share of
categorical funding charter schools have been
able to access directly has decreased each
year—reaching an all-time low of 15 percent in
2003-04 (see Figure 9).

Total Level of Funding Associated With
Programs in Block Grant Also at All-Time Low.
Not only has the share of available funding been
reduced, the actual leve] of available funding
also has declined. Between 2000-01 and
2003-04, total categorical funding associated
with programs in the charter school block grant
declined by $1.3 billion—a 45 percent decline.
This decline cannot be fully attributed to the
state's general fiscal situation because total

categorical funding remained essentially con-

decreased, the pro-
grams that remain in the
block grant are repre-
senting a smaller and
smaller share of total
available categorical
funding. In 2000-01, the
45 programs included in
the block grant were
associated with a total
of $3 billion, or 27 per-
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stant over the same period. Similarly, from
2000-01 through 2003-04, funding associated
with programs in the block grant declined by an
average annual rate of 18 percent compared to
essentially no change for all K-12 categorical
programs.

Per Pupil Block Grant Funding Rates Have
Declined Each Year Since 2000-01. The decline
in the level of available funding associated with
programs in the block grant has yielded reduc-
tions in the underlying per pupil block grant
funding rates. Figure 10 tracks these per pupil
funding rates from 2000-01 through 2003-04. As
the figure shows, per pupil funding rates for
each of the four grade spans peaked in 2000-01
and have since declined every year. As with
aggregate funding, the annual declines in per
pupil funding rates have been substantial. For
example, the per pupil funding rate for grades

Figure 10

Per Pupil Block Grant Funding Rates Have

Steadily Declined Since 2000-01

9-12 dropped from a high of $313 in 2000-01 to
a low of $164 in 2003-04.

Modify Categorical Block Grant

We recommend the Legislature shift 14
currently excluded programs into the general
charter school block grant, shift 10 currently
excluded programs into the disadvantaged-
student component of the block grant, and
make the associated cost-neutral adjustments to
the underlying per pupil funding rates. We
further recommend the Legislature: (1) list ail
categorical programs requiring charter schools
to apply separately in charter school law, (2) list
all categorical programs for which charter
schools are prohibited from applying in charter
school law, and (3) modify these two lists, as
needed, when categorical programs are newly
established. Finally, we recommend the Legisla-
ture require the Depart-
ment of Finance (DQOF)
to calculate and publicly
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dance (ADA) funding
rates, thereby better
meeting the legislative
intent of the block grant.
It also would enhance
the timeliness and
accessibility of charter
school funding calcula-
tions, thereby allowing
policymakers to better
understand, oversee,
and ensure accuracy in

budgeting.

Shift 14 Currently
Excluded Programs Into
General Biock Grant.
Of the 34 categorical
programs.excluded from

the block grant in
2003-04, we recom-

mend 14 programs be

transferred to the gen-
eral block grant (see
Figure 11). Given the

legislative intent of the
block grant, we think the
defining criterion for

whether a categorical
program should be
included in the block
grant is whether it serves

students, teachers, or
administrators in a
typical public K-12
school. Other public
K-12 schools are able to
access funding associ-
ated with all 14 pro-
grams identified in the

top section of Figure 11,
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so we do not think sufficient justification exists
for excluding them from the general block grant.
(As shown in the last section of Figure 11, we
recommend the Legislature continue to exclude
ten programs from the block grant. Funding for
four of these programs—such as adults in correc-
tional facilities—do not flow directly to typical
public K-12 schools serving charter-school-
equivalent students. Each of the remaining six
programs is of a distinct, special nature and we
recommend the Legislature continue to allow
charter schools to apply separately for them.)

We further note that the basic objective of
the block grant is to enable charter schools to
receive discretionary funding through a simple
administrative process—being held accountable
for meeting the educational objectives delin-
eated in their charter. This is why charter schools
are allowed to use block grant funding at their
discretion. We also think this fiscal flexibility is
important given the lack of rigorous, empirical
cost-benefit analyses comparing specific cat-
egorical programs. A more inclusive block-grant
structure would enhance schools' ability to
assess their needs and make important trade-
offs—such as between investing in teacher
guality and reducing class size.

Shift Ten Currently Excluded Programs Into
Disadvantaged-Student Component of Block
Grant. As noted above, the block grant has a
special disadvantaged-student component in
which charter schools receive supplemental
funding for certain students in lieu of receiving
Economic Impact Aid. We recommend the
Legislature shift ten currently excluded programs
into the disadvantaged-student component of
the block grant (see second section of Fig-
ure 11) because all these programs are associ-
ated with serving disadvantaged students. We

recommend that total funding continue to be

based on a count of disadvantaged students
enrolled in charter schools. (Students are consid-
ered disadvantaged if they participate in a
federal free or reduced-price meal program or
are classified as English Language Learners. A
student who meets both criteria is counted
twice.) This consolidation would increase the
amount of funding charter schools would
receive for disadvantaged students without
increasing administrative burdens or adding new
fiscal complexities. Moreover, it would respond
to one of the core legislative objectives of
charter schools—to enhance and expand ser-
vices for disadvantaged students.

Adjust Per Pupil Funding Rates in Cost-
Neutral Manner. Shifting these 24 programs
into the block grant would result in charter
schools being able to access more categorical
funding, which in turn would increase per pupil
block grant funding rates. This would thereby
address the current discrepancy in state funding
between charter schools and other public
schools that RAND identified. Including addi-
tional programs in the block grant, however,
raises the total amount needed to fund the
block grant. To manage the restructuring in a
costneutral manner, we recommend the Legisla-
ture shift some funding currently associated with
each categorical program into the block grant.
Specifically, as charter school ADA is approxi-
mately 2.5 percent of total public school ADA,
we recommend the Legislature shift about
2.5 percent of funding associated with currently
excluded categorical programs into the block
grant. Additionally, some grade-span adjust-
ments would need to be calculated as some of
the categorical programs that would be moved
into the block grant, such as K-3 Class Size
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Reduction and Regional Occupational Programs,
are grade specific,

Require All Programs Excluded From Block
Grant to Be Identified in Charter School Law.
Currently, block grant calculations are extremely
opaque because statute does not contain a
comprehensive list of programs either excluded
from or included in the block grant. Thus, each
year, DOF uses its knowledge of and judgment
about the statutes associated with the state’s
categorical programs to determine which
programs should be excluded from the block
grant. Unsurprisingly, growing controversy has
emerged regarding which programs are to be
excluded. For example, in 2002-03, DOF de-
cided to exclude the Teaching As A Priority
program from the block grant even though
statute does not require charter schools to apply
separately for this program. Technically, there-
fore, it should have been included. Similarly, in
2003-04, DOF decided, for the first time, to
exclude three other longstanding categorical
programs, even though statute does not require
charter schools to apply separately for them.

To reduce this kind of confusion and contro-
versy, we recommend the Legislature codify in a
single section (specifically, in Education Code
Section 47634 [b]), all programs that are ex-
cluded from the charter school block grant. This
section should specify programs for which
charter schools must apply separately as well as
programs for which charter schools are prohib-
ited from receiving funding. This section also
should state expli‘citly that all programs not
specifically excluded are to be included in the
categorical block grant. Finally, we recommend
the Legislature adopt a new statutory provision
requiring all newly established categorical
programs that are to be excluded from the block
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grant to be specified in this code section.
Together, these actions would help generate a
common understanding of excluded programs
and make block grant calculations less contro-
versial and confusing,

Require DOF to Release and Update
Funding Model During Budget Process. Cur-
rently, DOF estimates the charter school funding
model once a year—approximately 30 days after
the enactment of the budget act. It does not
prepare the model in January or May. This
means policymakers and the public school
community do not have access to estimates of
charter school funding rates until after the
budget has been signed. Moreover, even once
DOF has determined the final charter school
funding rates, it often does not share its underly-
ing model with the public. Additionally, no
systematic process is in place for correcting any
potential technical budgeting errors. For these
reasons, we recommend the Legislature include
a statutory provision requiring DOF to estimate
per pupil block grant funding rates three times
each budget season—at the release of the
Governor's January budget proposal, the
Governor’'s May Revision, and 30 days after
enactment of the budget. We also recommend
the Legislature require: (1) DOF to publicly
release the underlying charter school funding
mode] each time it estimates these funding rates
and (2) SDE to post the model on its website.
This formalized process for publicizing charter
school information would help policymakers
more easily track changes in charter school
funding and would clarify expectations for the
charter school community.

In sum, the trend in charter school finance
over the last several years has been toward
increasing complexity and regulation. A major
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component of this trend has been the increasing
number of categorical programs that are ex-
cluded from the charter school block grant,
These programs include some of the largest
K-12 programs, and charter schools may access
associated funding only if they apply separately
to each of the programs and adhere to all their
regulations. The block grant also is representing
less and less of total available categorical fund-
ing and is not providing charter schools with
operational funding comparable to that of other
public schools serving similar students—the basic
intent of charter school finance. To counter
these trends, we recommend a general restruc-
turing of the charter school block grant. This
restructuring would move a total of 24 categori-
cal programs into the block grant and rebench
per pupil funding rates. We further recommend
a more systematic process for releasing charter
school funding calculations that would provide
policymakers and the charter school community
more information in a more timely manner.

ENHANCING CHARTER SCHOOL
OVERSIGHT AND ACCOUNTABILITY

In addition to funding, oversight and ac-
countability have been perennial issues of
legislative concern. Much of this concern has
arisen as a result of specific instances of wrong-
doing. In particular, over the last decade, some
charter schools and charter authorizers have
engaged in inappropriate fiscal practices and/or
have lacked the prerequisite fiscal acumen
needed to manage school sites. Regarding
charter school practices, RAND's evaluation
found that, since their inception: (1) about
4 percent of all charter schools have closed or
had their charters revoked, and (2) a common

reason charter authorizers cite for revoking
charters is fiscal mismanagement. Similarly, the
BSA report uncovered fiscal irregularities in the
accounting and reporting practices of four iarge
charter authorizers.

State Aiready Has Taken Action to
Promote Better Oversight and
Accountability

These instances of wrongdoing have
prompted the Legislature to take actions in-
tended to promote more meaningful oversight
and a stronger system of state and local ac-
countability. Below, we discuss these actions.

State Institutes Charter School Reporting
Requirements. Given concerns with fiscal
mismanagement, and the corollary desire to
improve the quality and regularity of the fiscal
information charter schools provide to their
overseers, the state recently established two
specific charter school reporting requirements.
Chapter 1058 requires each charter school to
approve an annual statement of all receipts and
expenditures for the preceding fiscal year and
submit the statement to its charter authorizer.
Additionally, Chapter 892 now requires each
charter school, on an annual basis, to prepare
and submit to its charter authorizer: (1) a
preliminary budget, (2) an interim financial
report, (3) a second interim report,-and (4) a
final unaudited report.

State Gives COEs and SPI Special Investiga-
tive Powers. In addition to routine reporting
requirements, the state has strengthened over-
sight capabilities by providing counties and the
state with special investigative powers. Specifi-
cally, current law requires charter schools to
respond promptly to all reasonable inquiries
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made by their charter authorizer, COE, or the
SPIL. Additionally, current law gives both charter
authorizers and COEs the authority to monitor
and conduct investigations of charter schools
located within their jurisdictions.

State Enacts New Provisions Clarifying
Charter Authorizers’ Responsibilities. In addi-
tion to improving charter school oversight, the
state has focused over the last several years on
developing a stronger system of charter school
accountability. To this end, the state recently
codified charter authorizers’ basic responsibili-
ties. Specifically, charter school law now re-
quires each charter authorizer, on behalf of each
charter school under its authority, to:

(1) identify at least one charter school staff
member as a primary contact person, (2) visit
each school at least annually, (3) ensure that
each school complies with all statutory reporting
requirements, (4) monitor the fiscal condition of
each school, and (5) provide timely notification
to SDE if a school will cease its operations or its
charter is to be renewed or revoked. These
specific requirements were intended to ensure
that charter authorizers would be aware of their
responsibilities and could be held legally liable for
not exercising them.

State Entrusts SBE With Ultimate Revoca-
tion Power. In addition to requiring charter
authorizers to undertake certain responsibilities,
the state has given SBE the authority to revoke
charters. The original 1992 law only allowed a
charter authorizer to revoke a charter, Chap-
ter 34 modified the original law to allow SBE to
act as a final judge, revoking a charter if it finds
fiscal mismanagement, illegal behavior, or a
“departure from measurably successful prac-
tices.” Thus, SBE now has the authority to
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intervene directly to revoke charters and close
charter schools.

Despite Recent Actions, Some
Charter Authorizers Continue to
Face Poor Incentives

Although the state's actions over the last ten
years have strengthened charter school over-
sight and accountability, issues remain relating
to charter authorizers. Currently, California
essentially has a single-authorizer system, which
requires a charter school group, in most in-
stances, to obtain authorization from its local
school district. Except on appeal or in other
special instances, alternative authorizer options
simply are not available. Two basic problems are
inherent in single-authorizer systems: (1) some
authorizers lack the capacity to conduct mean-
ingful oversight and yet they remain obligated to
assume authorizer responsibilities, and (2) a
general lack of competition among authorizers
results in inefficiencies that might increase costs
and lower the overall quality of oversight efforts.
Below, we discuss these problems.

Some Charter Authorizers Lack Capacity.
The current single-authorizer system has no
“opt-out” provision whereby certain types of
school districts can decide not to become a
charter authorizer. For example, school districts
with very limited staff or extreme fiscal difficul-
ties have no legal recourse to opt out of the
charter authorizing process. The inability of
school districts to opt out of charter authorizing
and the inability of charter schools to pursue
alternative authorizers are particularly troubling
in California. This is because more than two-
thirds of charter authorizers in California have
chartered only a single charter school. Many
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authorizers, therefore, tend to be inexperienced
in conducting rigorous oversight. The local cost
of oversight also is likely to be high because
many authorizers must construct an oversight
system essentially from scratch.

Lack of Competition Might Result in Ineffi-
ciencies. Given the lack of alternative authoriz-
ers, a charter group that is interested in opening
a school in a certain area must accept a local
school district’s terms—even if these terms are
inappropriate or burdensome. As discussed
above, the 2002 BSA report did find instances of
inappropriate fiscal practices across four large
charter authorizers. In particular, the BSA report
found that these authorizers could justify neither
the oversight fees they charged charter schools
nor the mandate-cost claims they submitted to
the State Controller.

Lack of Competition Might Reduce Quality
of Oversight. Some school districts might be
particularly receptive or unreceptive to charter
schools. In either case, these authorizers are
unlikely to conduct appropriate, meaningful
oversight. For example, unreceptive school
districts might make charter authorization or
renewal unnecessarily onerous. Alternatively,

vespecially receptive school districts, such as

those facing local facility shortages, might be
overly friendly to charter schools—thinking these
schools might be an inexpensive means for
accommodating additional students. Whereas
unreceptive authorizers might conduct inappro-
priately rigorous oversight, overly friendly
authorizers might be inappropriately lax in their
oversight—particularly if they have a vested interest
in maintaining charter schools in their area.

Allow for Multiple Authorizers and
Opt-Out Option, Create Safeguards
Against Potential Misconduct

We recommend the Legislature adopt a
three-pronged strategy for overcoming the
weaknesses of California's single-authorizer
system. Specifically, we recommend the Legisla-
ture modify charter school law by: (1) permitting
school districts to opt out of charter authorizing,
(2) allowing for multiple authorizers, and
(3) creating safeguards against potential mis-
conduct.

We believe the weaknesses and perverse
incentives inherent in the current oversight
system could be addressed in large part by

" taking the following three steps.

Provide Opt-Out Option. We recommend
the Legislature allow school districts to opt out
of charter authorizing. Specifically, if a school
district believes it lacks the infrastructure or
expertise to assess charter documents and
conduct meaningful oversight, then we recom-
mend the Legislature allow the school district to
opt out of the authorizing process. This opt-out
option would ensure that a school district would
not find itself in the awkward position of over-
seeing a school when it realistically did not have
the capacity to conduct meaningful oversight.

Allow for Multiple Authorizers. We also
recommend the Legislature modify existing
charter school law to allow multiple types of
organizations to authorize charter schools. For
instance, authorizers could include SBE, school
districts, COEs, accredited colleges and universi-
ties, and nonprofit organizations that can meet
certain criteria discussed below. (Many other
states currently allow multiple authorizers—see
shaded box.) A multiple-authorizer system
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would address the perverse incentives that
currently weaken oversight efforts. For example,
if interested in locating within a very small
school district, a charter group could seek
authorization from a nearby university or a
COE—either of which is likely to be better
positioned than the small schoot district to
conduct appropriate petition review and over-
sight. A multiple-authorizer system also would
promote competition among authorizers. This
competition is particularly important because it
would generate efficiencies, potentially lowering
costs and substantially reducing the likelihood of
excessive overhead fees and other inappropriate
charter conditions. Competition among autho-
rizers also would be likely to improve the quality
of oversight and technical assistance available to
interested charter school groups. Furthermore, a
multiple-authorizer system might promote
valuable and educationally beneficial partner-
ships between K-12 schools and teacher educa-
tion programs, higher education more generally,
and nonprofit community groups.

Establish Minimum Criteria for Authorizers.

LEGISLATIVE ANALYST'S OFFICE

To promote stronger accountability, we recom-
mend the Legislature direct SDE to develop
basic criteria that organizations must meet to
become charter authorizers. The SDE could
then be directed to submit these criteria back to
the Legislature in the following legislative session
for review and codification. (At a minimum, the
criteria should include an understanding of
contracts and fiscal management as well as
school assessment and accountability.) These
codified criteria would provide the state the
means by which to remove authorizing power
from a particular entity without having to insti- .
tute a complex licensing or regulatory process
for approving charter authorizers. To further
enhance oversight, we recommend the Legislature
review these criteria after the first five years of

implementation and make any necessary changes.
Create Safeguards. Allowing for multiple

authorizers generates two special concerns:

(1) charter schoaols could select only the most

lenient authorizers that promised them the

greatest autonomy, and (2) charter authorizers

that were not elected by popular local vote
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could conduct poor oversight without facing
appropriate repercussions. To address these
concerns, we recommend the Legislature adopt
two special safeguards.

> Require Specific Information Annually
From Charter Authorizers, We recom-
mend the Legislature require each
charter authorizer to report basic infor-
mation to the state on an annual basis,
including: (1) documentation showing
that it satisfies the minimum "authorizer
criteria” outlined above, (2) a copy of all
memoranda governing its policies,
(3) certification that it has completed the
responsibilities outlined in Education
Code Section 47604.32 (such as con-
ducting an annual site visit), and (4) an
audit of all revenue and expenditures
related to each of the charter schools
under its jurisdiction. We think these
safeguards would improve the accessibil-
ity and quality of the information about
charter authorizers' performance and
would enable the state to detect any
noncompliant or inappropriate autho-
rizer behavior.

= Entrust State With Power to Remove
Authorizing Power. Whereas the above
reporting requirements promote a
healthier oversight system, charter
authorizers ultimately need to be held
accountable if any untoward behavior is
detected. To address this concern and
establish a stronger system of checks
and balances, we recommend the
Legislature allow SBE to remove an
organization’s authorizing power if
certain violations have occurred. Specifi-

cally, we recommend the Legislature
allow SBE to remove authorizing power
from any charter authorizer that: (1) fails
to satisfy statutory charter authorizer
criteria, (2) fails to undertake its statutory
oversight responsibilities, or (3) engages
in gross financial mismanagement.

Make Two Corollary Changes. Two addi-
tional policy changes would need to be made in
tandem with the policy changes recommended

= Appeals Process No Longer Needed. In

a multiple-authorizer system, an appeal
process would no longer be necessary.
Any interested group would be able to
approach multiple authorizers, thereby
allowing a group whose petition was
initially rejected by one authorizer to
seek an alternative authorizer. This
essentially serves the same function as
an appeal process—allowing for second
chances—without generating the need
for a formal appeal process involving
multiple layers of government. Aithough
a charter group might “shop” for a
lenient authorizer, given the recommen-
dations made above, all authorizers
would need to meet minimum standards.
Furthermore, charter groups, for their
own benefit, would have an incentive to
select authorizers that were experi-
enced, provided valuable technical
expertise, and ran an efficient operation.
Indeed, over time, many authorizers
might develop reputations for providing
high quality services—which would itself
improve accountability.
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»  Existing Geographic Restrictions Would
Need to Be Removed But Notification
Requirements Could Be Retained.
Chapter 1058 placed several new
geographic restrictions and notification
requirements on charter schools. In a
multiple-authorizer system, geographic
restrictions would need to be removed
because certain types of authorizers (for
example, universities and nonprofit_
organizations) do not have easily de-
fined territorial jurisdictions. Although
geographic restrictions would need to be
removed, all notification provisions
established by Chapter 1058 could be
retained. For example, charter schools
still could be required to list all specific
school-site locations in their charter.
Additionally, if charter schools wanted to
open additional school sites in new
locations, they still could be required to
revise their charter and obtain formal |
approval from their authorizer. Retaining
these notification requirements would
ensure that the impetus for the state's
current geographic restrictions—clearly
identifying and being able to track
charter school locations—would con-
tinue to be addressed.

In sum, the state has taken several actions
over the last decade to strengthen charter
school oversight and accountability, but some
problems remain. Most importantly, some
charter authorizers continue to have either little
incentive or little ability to conduct meaningful
oversight. To address these lingering oversight
problems, we recommend the Legislature
employ a three-pronged strategy that would
permit school districts to opt out of charter
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authorizing, allow for multiple authorizers, and
create safeguards against potential authorizer
misconduct.

CLARIFYING AND CAPPING
OVERSIGHT FEES

As with the state’s general system of charter
school oversight, some improvements could be
made to the state’s specific policies regarding
charter school oversight fees. Currently, charter
school law allows a charter authorizer to charge
for the actual cost of oversight but caps the total
charge that may be assessed depending on a
charter school's facility arrangements. Specifi-
cally, if a charter school is using rent-free district
facilities, then a charter authorizer's oversight
fee is capped at 3 percent of the charter
school's total revenue. By comparison, if a
charter school is renting nondistrict facilities, a
charter authorizer's oversight fee may not
exceed 1 percent of the charter school'’s total
revenue. These existing fee policies have three
basic problems, which we discuss below.

Facility Fees and Oversight Fees Inappropri-
ately Linked. Current law combines facility fees
with oversight fees even though these two types
of fees are intended to fund quite different
services. Whereas the facility fee is intended to
help a school district pay maintenance costs for
buildings it has provided to charter schools, the
oversight fee is intended to help a school district
pay for such activities as reviewing charter
petitions, evaluating charter school reports,
responding to complaints from charter school
parents, investigating charter school fiscal
irregularities, and visiting charter school sites.
Combining the two fees reduces the ability to
track actual costs and makes fiscal accountabil-
ity unnecessarily difficuit.
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Current Oversight Fee Not Linked to Appro-
priate Underlying Cost Variables. Current law
also does not link allowable oversight fees with
appropriate underlying cost variables. For
example, although charter authorizers currently
may charge higher oversight fees to charter
schools using rent-free facilities, these schools
actually might be located closer to the district
office and be less costly to monitor than charter
schools located further away and renting
nondistrict facilities. Moreover, bversight fees are
likely to vary according to important variables
other than facility arrangements—such as the
distance of the charter school from the charter
authorizer, the type of instruction offered by the
charter school, the enrollment at the charter
school, or the level of experience of the charter
school operators. Existing policies, however, do
not account for these other factors.

Charter Authorizers Might Double Charge
the State. Currently, charter authorizers may
both charge charter schools an oversight fee
and file mandate claims for oversight costs.

_ Moreover, current law does not delineate the

types of activities that may be covered with
direct charter school oversight fees versus
mandate reimbursement claims to the state. As
noted in the recent BSA report, this system has
the peculiar danger of allowing charter authoriz-
ers to double charge the state.

Modify Fee Policies and Eliminate
Mandate-Claims Process

We recommend the Legislature amend
charter school law to: (1) delineate more clearly
between allowable facility fees and oversight
fees, (2) cap facility fees and oversight fees at
2 percent and 1 percent, respectively, of a
charter school's total revenues, and (3) eliminate

the mandate-claims process for oversight costs.
Under a multiple-authorizer system, the man-
date-claims process could be eliminated be-
cause charter authorizing would no longer be a
state mandate.

Specifically, we recommend the Legislature
modify charter school law in the following ways.

Distinguish More Clearly Between Facility
Fees and Oversight Fees. Specifically, we
recommend the Legislature clarify that facility
fees are to cover maintenance costs and are
distinct from oversight fees, which are to cover
actual charter school monitoring and oversight
activities. Distinguishing between these two
types of fees is particularly important in a
multiple-authorizer system in which the facility
owner (a school district) may be different from
the charter authorizer (for example, a univer-
sity). We further recommend the Legislature
specify major monitoring activities in statute—
making explicit that oversight fees are intended
to cover costs associated with petition reviews,
annual assessments of fiscal and academic perfor-
mance, and charter-renewal determinations.

Cap Facility Fee at 2 Percent of Charter
School’s Total Revenue. Regarding facility fees,
we recommend the Legislature cap the fee a
school district may levy at 2 percent of a charter
school's total revenue. This is consistent with
current law and is a reasonable estimation of the
amount schools need to maintain their facilities.
Although current estimates and practices sug-
gest that the 2 percent cap is reasonable, we
recommend the Legislature periodically review
the cap to determine if an adjustment is needed.
We recommend the cap be kept aligned with the
facility requirements for other public schools.

Cap Oversight Fee at 1 Percent of Charter
School’s Total Revenue. Regarding oversight
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fees, we recommend the Legislature cap the fee
a charter authorizer may levy at 1 percent of a
charter school's total revenue. A 1 percent cap
would be consistent with current law and
practice. Given existing ambiguity regarding
actual oversight costs, we further recommend,
however, that the Legislature periodically reas-
sess the oversight cap to determine if an adjust-
ment is needed. Although capping oversight
fees is particularly important in a single-autho-
rizer system, it is less important in a multiple-
authorizer system. Until a multiple-authorizer
system is well-developed, however, we recom-

mend the cap be maintained. We further recom-

mend the Legislature encourage groups to
stipulate agreed-upon oversight fees either in
their charter or in an associated MOU.
Eliminate Mandate Claims for Oversight
Costs. We recommend the Legislature disallow
a charter authorizer from filing mandate reim-
bursement claims with the state for oversight
costs. Under a system of multiple authorizers,

SUMMARY

Charter schools are now in their eleventh
year of operation in California. Two statewide
evaluations of charter schools in California have
concluded that they are meeting original legisla-
tive intent—expanding families’ choices, encour-
aging parental involvement, increasing teacher
satisfaction, and raising academic achievement,
particularly for certain groups of disadvantaged
students. Despite these strengths, some chal-
lenges remain regarding the funding and over-
sight of charter schools. Most importantly,
RAND found that, despite legislative intent,
charter schools are not receiving state funding
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no school district is required to be an authorizer,
Those school districts, COEs, universities, and
nonprofit organizations that choose to be
charter authorizers would be doing so voluntar-
ily. Hence, charter authorizing and associated
oversight responsibilities become akin to a
voluntary-participation program in which a
specified funding rate (up to 1 percent of a
charter school’s total revenue) could be offered
in exchange for charter authorizers undertaking
specified responsibilities (such as annual fiscal
and programmatic reviews).

In sum, existing charter school fee policies
are problematic in several ways. Most impor-
tantly, existing fee policies inappropriately link
facility fees with oversight fees, are not cost-
based, and risk double charging the state for
oversight costs. To address these concerns, we
recommend the Legislature create distinct
facility and oversight fee policies, cap fee
charges, and disallow mandate claims for charter
school oversight activities.

comparable to other public schools serving
similar students. RAND also concluded that
California’s oversight system was still in develop-
mental stages and could benefit from additional
information about charter school and charter
authorizer practices and performance.

In response to RAND's findings, we recom-
mend the Legislature take a number of steps,
particularly in the areas of charter school fund-
ing and oversight. Specifically, we recommend
the Legislature:

- Remove the cap on the number of charter
schools that may operate in the state.
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& Restructure the charter school categori-

cal block grant by shifting 14 currently
excluded programs into the general blocl
grant, shifting ten other currently excluded
programs into the disadvantaged-student
component of the block grant, and
rebenching the underlying per pupil
funding rates in a cost-neutral manner.

Strengthen charter school oversight by
permitting school districts to opt out of
charter authorizing, allowing for multiple
authorizers, and creating safeguards to
promote stronger accountability.

= Modify fee policies by delineating more
clearly between facility fees and over-
sight fees, capping these fees (at 2 per-
cent and 1 percent, respectively, of total
charter schoo! revenues), and eliminat-
ing the mandate-claims process for

oversight costs.

Taken together, these reforms would be a
significant step forward in improving charter
schoo! funding and oversight in California.
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