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ODbjectives

» Understand how CRITICAL the role of charter
school Board of Directors Is to the success of the

school

» Understand the fiduciary roles and responsibilities
of being a charter school board member

» Be able to recognize financial warning signs
within your school and minimize risk

» ldentify top 10 financial mistakes for the board to
avoid



Why is it “critical”?

» “Less than 1 in 5 charter schools have closed
for academic reasons, but two-thirds closed
because of financial or management
fallure.” source: Center for Education Reform

» “42% of charter school failures to financial
reasons, including low student enrollment,
and 24% due to mismanagement, including
fraud.” source: The State of Charter Schools


Presenter
Presentation Notes
PER OCS: 10 charter schools have closed since 2012 – displacing more than 1,100 students. 4 of the 10 (40%) closed during their first year of operation. Most closed because of financial problems.

Per NACSA, “Financial distress is one of the most common reasons for charter school closure. Though often closely related to under-enrollment, financial distress can also be an independent issue:  result of poor financial management and planning, sudden increases in fixed operating costs (e.g., those related to facilities), and fluctuations in operating revenue or costs (e.g., per-pupil funding drop). 

The financial autonomy afforded to charters can also make them more susceptible to financial decisions that may lead to distress since there is no safety net as with schools that are part of school districts. For new schools and even for smaller schools well into their operating years, there is often little financial cushion , which make it difficult for these schools to adapt to changing financial conditions or to reallocate costs should revenue be lower than expected. 



Why iS |t “CI‘itiCa|"? (concluded)

» Substantial public money is being spent

» Great educators are not necessarily great
business people.

» Financial faillure can prevent the delivery
of great student education and
achievement.


Presenter
Presentation Notes
As CMD has calculated, the federal government has spent more than $3.3 billion in the past two-plus decades fueling the charter school industry

Recent studies have shown that charters school closures due to financial reasons have further reaching impact than originally understood. The closing of a charter school is a highly disruptive event for students and their families

July 2016 Policy Watch article: In spring 2014 with about a month left in the school year, StudentFirst was in debt by more than $600,000 and shut its doors, giving only a week’s notice. PARENT scrambled to get her children into a public magnet school operated by the Charlotte-Mecklenburg school district. A few weeks later at the new school, her eldest son, a third-grader, failed the end-of-year reading test—and MOM fully realized that StudentFirst’s shortcomings were not just financial, but academic as well. He went to summer school after that to begin catching up.


September 2015 study by CMD, nearly 2,500 charter schools have shuttered between 2001 and 2013, affecting 288,000 American school children. 


Board
Composition

National Association of Charter School
Authorizers (NACSA) - Model board

includes members with skKills, expertise
and experience in the following areas:

Financial

Legal

Human resources

School operation
Academic oversight
Fundraising

Public relations / marketing

Strategic planning
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Real estate



Presenter
Presentation Notes
One challenge for charter school boards is the actual construction of a board composed of people with the different skills and expertise needed to effectively govern a charter school. 





Board of Directors Composition

Every Board should have a
financially literate member, with
an understanding of:

Budgeting
Financial processes

Financial Statements
Financial Audits


Presenter
Presentation Notes
The “financial expert” on your board should have familiarization or be willing and able to become familiar with:
General Statutes and SBE policy regarding:
Accounting and financial reporting
Audit
Insurance
Facilities
Attendance (income driver)



Board Roles and Responsibilities

(concluded)

The roles and responsiblilities of a charter school
board include developing and maintaining the
school’s:

» Mission and purpose

» Relationship with school administrator
» Effective organizational structure

» Financial sustainability

» Integrity of the academic program

» Public relations strategy

» Self-evaluation


Presenter
Presentation Notes
An important and often overlooked  responsibility of the Board of Directors is their fiduciary responsibility to the school to ensure sound financial management

The board is responsible for hiring and collaborating with the school director and for reviewing the director’s performance regularly.

The board accounts for the financial wellbeing of the charter school by approving capital assets and an operating budget. 

Board members often contribute financial support and/or are actively involved in fundraising initiatives.



Principles of Sound Financial
Management

Establishing internal controls (through policy)
Monitoring compliance with fiscal policies
Developing financial reporting interpretation skills
Developing accurate budgets

Recognizing red flags

Minimizing risk

Hiring independent auditor

R = W N P

*Develop finance and audit committees to monitor
financial activity in greater detaill.


Presenter
Presentation Notes
The first and foremost element of sound fiscal management that every board should understand is that it is ultimately responsible for the school’s finances. Even in schools where the board has contracted the management of the school, the board is still ultimately responsible for the school’s finances.

LET’S DO THE NUMBERS: SEVEN PRACTICES FOR SOUND FISCAL MANAGEMENT OF CHARTER SCHOOLS by Brian L. Carpenter, Executive Director, National Charter Schools Institute


Fiduciary Responsibllities

Understand financial condition of school.

Oversee the operating budget to protect the
resources of school.

Hold school staff accountable for budget
management.

Ensure that the necessary financial policies are in
place to prevent fraud, waste and misappropriation.

|dentify strategic and long-term financial issues to
address before they become urgent issues

Serve as an ongoing resource and advisor to staff on
financial issues

Work closely with staff on financial issues/oversight



Fiduciary Responsibilities (continuea)

» Develop internal control systems, including fiscal
policies and procedures

Budget approval

Banking decisions

Vendor contract approval

Hiring and evaluation of school director/administrator/principal

» Approve monthly and annual financial reporting
- Annual audit

Select and contract with independent auditor

Approve management response and ensure corrective action
for any audit findings

> Annual tax return



Fiduciary Responsibilities
(continued)

Contracted Services and Procurement

» Fiscal policies and procedures

» Conflict of Interest
» Related party

» Financial Interest
Nepotism

Methods of procurement and thresholds

Vendor selection

V ¥V

Board approval / sighature


Presenter
Presentation Notes
Allow lawful, open and fair bidding for all vendors wishing to do business with the charter school.
Where the vendor is a member of the immediate family of a school board member, both parties shall adhere to the following requirements:
Public disclosure
Board member does not participate in discussion or vote about award or payment of contract
Action on such a contract shall be taken at a public meeting and fully documented in minutes
Financial interest
Public disclosure
Abstention from vote or discussion
Determined to be in best interest of the school
Action at public meeting and fully documented in minutes



FIdUCIaI‘y ReSpOnSIblhtleS (concluded) l

Financial Reporting

Boards should receive, review and discuss
monthly and annual financial reporting
packages from school administrator or
finance officer that include:

- Balance Sheet

- Revenues vs. expenditures statement
- Budget vs. actual expenses

- Cash Flow Forecast

- Attendance Reporting Update


Presenter
Presentation Notes
With the adoption of fiscal policies and procedures comes the responsibility of the governing board to monitor the charter school’s compliance with those policies. 

To do this effectively, board members should develop the ability to understand and interpret the following financial reports:
• Balance sheet – a snapshot of the charter school's assets and liabilities at a specific point in time.
• Revenues vs. expenditures statement – a summary of the charter school’s income and costs for a specified period of time.
• Budget vs. actual expenses – a statement comparing actual transactions to budgeted expenses for a specified period of time.
• Cash flow projections – a schedule of the school’s forthcoming income and expenses.

When reviewing these documents, board members should consider if expenditures are proper and reasonable and whether budget estimates are accurate or need to be adjusted. Governing boards should require that reports are delivered on time and be accurate and consistent. In addition, all board members should be involved in the monitoring process, rather than relying on one single board member to review the reports.

Reports need to highlight variances to the operating budget, so board members can ask questions based on these variances.

Review needs to be an ongoing trend analysis.



Financial Responsiblilities

Bank Accounts — Opening/Signatory/Closing

Loans - Review and recommend applications and
agreements

Review financial statements
Review student enrollment and ADM
Understand revenue sources

Understand state and federal reporting requirements

Review and update fiscal policies and procedures

Review salary schedule/applicable contracts for
highest compensated employees

As needed

As needed

Each meeting
Each meeting
Annually

Annually

Annually

Annually



Presenter
Presentation Notes
The Committee chair should coordinate with the Finance Officer prior to scheduled Committee meetings to finalize meeting agenda and overview issues to be discussed.
Meetings should focus on areas and items associated with the financial operations of the School and include review of financial performance, budgets and projections, proposed significant financial transactions, financing considerations and policy considerations.


Audit Responsibillities

Audit firm selection Annually

Receive, review and understand the draft audit  Annually
report

Recommend acceptance of the audit Annually

Develop or approve management’s response Annually
and corrective action

Monitor the implementation of Ongoing
recommendations and corrective actions
identified in response to annual audit report

Request status of corrective action Monthly until resolved




Annual

Board
Calendar
Sample

ABC CHARTER SCHOOL
FISCAL YEAR CALENDAR

JULY

¥ Review final board-wide dashboard for
prior year
Review preliminary year-end financial
review
Review progress against strategic plan
goals, if applicable

AUGUST
¥ Review preliminary standardized test
results for prior year

SEFTEMBER

¥ Review updated standardized test
results

¥ Review school leader's progress
against quarterly goals
Review board's progress against
quarterly goals

OCTOBER

¥ Review and accept audit

MOVEMBER

¥ Review final standardized test results
and reports

DECEMBER

+*  Review school leader's progress
against quarterly goals
Review board's progress against
quarterly goals
Host/participate in school holiday party

JANUARY

¥ Review and approve preliminary
enroliment and budget assumptions for
next year

FEBRUARY
¥ Complete review of by-laws and board
policies, if applicable

¥ Collect annual conflict of interest
disclosure forms

MARCH

¥ Review school leader's progress
against quarterly goals
Review board's progress against
quarterly goals
Select auditor

AFRIL

¥ Complete annual board self-
assessment

¥ Review preliminary budget for next
year

MAY

¥ Confirm annual board member
commitments
Approve annual budget for next year
Review board's progress against
annual goals

JUNE

¥ Complete school leader annual
performance evaluation
Establish school leader goals for next
year
Establish board goals for next year
Establish school leader professional
development plan for next year
Elect new board members
Elect board officer



Presenter
Presentation Notes
July – Review progress against strategic plan

October – Review and accept audit for submission

January – Review / approve preliminary enrollment and budget assumption for upcoming year

February – Review Board bylaws and policies
               -  Collect annual COI disclosure forms

May – Approve annual budget for next year


Financial Red Flags

Director or
Principal

Financial
Reports

Cash

Accounts
receivable

Accounts
payable

Fund balance

Operating
expenses

ADM /
Enrollment

Appears offended when questioned about
school’s finances and/or cannot give clear
explanations to questions about finances

Irregularity in receipt from school
administration

Low or negative balance

Remains constant throughout the year with no
decrease

Remains constant throughout the year or
steadily increases

Declines (unless special project) or negative

Higher than budgeted

Lower than projected



Presenter
Presentation Notes
These are examples of financial concerns the finance and audit committees would ideally recognize and bring to the attention of the full board to be addressed by the board as part of the fiduciary responsibility to the school.
SPECIFIC FINANCIAL:
▪ over-reliance on credit or grants to meet basic operational costs, especially payroll, without a long-range plan to operate on available revenue sources;
▪inability to adjust budgets quickly and appropriately in light of new circumstances—e.g., enrollment decreases—to avoid cash-flow difficulties that threaten basic operations, especially payroll;
▪excessive facilities cost;
▪lack of regular and systematic board oversight of finances (e.g., no finance committee or no regular reporting to the board).

GENERAL:
Out-of-touch board with insufficient expertise;
Absence of strategic planning by board and school leadership; 
High levels of board, staff, or student turnover

FOR NEW SCHOOLS ESPECIALLY: 
Founders interviewed by the authorizer during the application review stage and awarded the charter changes substantially—especially when a founding school leader or key founding board members depart. 


Minimizing Financial Risk

Credit Cards

Bank Accounts

Cell phones

Checks

Bank statements

Have the bank place limits on the amount allowed to be charged in
a transaction. Two copies of statements — one sent to school for
payment, one sent to Board member at either home or office
location.

Copy front and back of signature cards and place in official minutes
when authorizing establishment of any bank account

Offer employee stipends as appropriate instead of providing
phones/contract

Never sign a check for school expenses without reviewing clear
supporting documentation and evidence of inclusion in approved
budget

Require the bank to send out two copies of the monthly bank
statements (one to the school and one to a designated board
member at his/her home or place of business)




Top 10 Financial Mistakes to Avoid

16:

Absence of financial expertise on Board

Absence of guiding discipline around purchasing and
contracts

Absence of understanding of grants

Relying on one person to handle finances and operations
Allowing school administration too much control

Entering into bad facility deals

Late reporting

Failure to budget contingencies and build reserves

Lack of fiscal internal controls

Failure to adjust


Presenter
Presentation Notes
1. Increases risk, may not see financial warning signs
2. Inadequate policies and procedures – no thresholds for bidding, public bidding requirements, allowing non-financially savvy staff sign contracts (lease, copiers, employment, etc.) 
3. Compliance requirements – reporting, use, matching, etc.
4. Very rare for one person to be good at doing both. Cost of both may be covered by savings.
5. Who employees the Principal? THE BOARD. Who employees the business manager? When would a school need and ED AND a principal? (3 or more sites)
6. Reasonable percentage of revenue to spend on a facility lease or loan? Financing fees reasonable? 
7. First sign of a problem usually. 
8. What is appropriate amount?
9. Cash / Reconciliations / SOD 
10. Most critical time to “reforecast” is first month of school - Staffing adjusted to match enrollment



Questions?

Leigh Ann Kerr

Assistant Director

Division of School Business
919.807.3553

LeighAnn.Kerr@dpi.nc.gov



mailto:LeighAnn.Kerr@dpi.nc.gov

Resources

>

Creating and Sustaining High-Quality Charter School Governing

Boards. National Charter School Resource Center.
http://www.charterschoolcenter.org/

National Association of Charter School Authorizers (NACSA)
http://www.qualitycharters.org/

Charter Friends Network - Creating an Effective Charter School
Governing Board Guidebook
http://www.uscharterschools.org/gb/governance/

National Charter Schools Institute
www.nationalcharterschools.org

National Resource Center on Charter School Finance &
Governance http://www.charterresource.org/index.cfm/Fr

National Alliance for Public Charter Schools
http://www.publiccharters.org
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