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Other than statutory and regulatory requirements included in the document, the contents of this guidance do not have the force and effect of law and are not meant to bind the public in any way. This document is intended only to provide clarity to the public regarding existing requirements under the law or agency policies.
Frequently Asked Questions (FAQs) on
Risk Management for Charter Schools Affiliated with Management Organizations
Introduction
These FAQs address common questions and provide guidance to State entity (SE) grantees under the U.S. Department of Education’s (Department’s) Expanding Opportunity Through Quality Charter Schools (CSP) program on risks related to charter schools’ relationships with management organizations. As CSP grantees, SEs have the responsibility to ensure that their charter school subgrantees, including those that have relationships with management organizations, adhere to programmatic requirements, and properly administer Federal funds. 

These FAQs are divided into five sections. The first section provides background information, including key definitions, on the need for grantees to assess and mitigate risk with subgrantees. The second section details the types of risk often associated with charter schools that are affiliated with management organizations. The third section highlights different approaches SEs have used to mitigate these risks. The fourth section addresses the requirements for EDFacts data submission related to charter schools. The fifth section provides resources available to SEs on these topics. 

Background and Key Definitions
Q1: Why is this FAQ being issued?
A: Under the CSP Grants to State Entities (CSP SE) program, SEs award subgrants to eligible applicants (i.e., charter school developers and charter schools) to enable them to create new charter schools and to expand existing charter schools. Although a charter school may enter into a contract with a management organization for the management organization to manage the day-to-day operations of the charter school, Federal regulations require that the charter school directly administer or supervise the administration of the subgrant. In September 2016, the Department’s Office of Inspector General (OIG) issued an audit report that found that charter schools affiliated with management organizations may present an elevated risk for CSP grantee operations and performance management, including financial risk, lack of accountability for Federal funds, and program performance risk
. SE grantees must have policies and procedures in place to monitor, assess, and mitigate these risks. 
The Department also monitors how SE grantees are mitigating risks related to charter schools’ relationships with management organizations. The monitoring covers SE efforts to mitigate financial risk, risk related to the lack of accountability for Federal funds, and performance risk as well as the collection and reporting of charter school data for EDFacts. These FAQs and the referenced resources are intended to support SEs in reviewing and establishing sufficient policies and procedures to mitigate such risks.
Q2: What is the CSP definition of a charter school?
A: For CSP purposes, SEs must ensure that charter school subgrantees meet the definition of a charter school for the duration of the CSP grant and subgrant. Under section 4310(2) of the Elementary and Secondary Education Act of 1965 (ESEA), as amended by the Every Student Succeeds Act (ESSA), a charter school is a public school that-- 
· In accordance with a specific State statute authorizing the granting of charters to schools, is exempt from significant State or local rules that inhibit the flexible operation and management of public schools;
· Is created or adapted by a developer as a public school and operated under public supervision;
· Pursues of a specific set of educational objectives that are agreed to by the authorizer;
· Provides a program of elementary or secondary education (may also serve students in early childhood or postsecondary education programs);
· Is nonsectarian and not affiliated with a sectarian school or religious institution;
· Does not charge tuition;
· Complies with non-discrimination legislation (e.g., the Civil Rights Act, Title IX, the Americans with Disabilities Act, the Individuals with Disabilities Education Act);
· Is a school that parents choose to send their children to and admits students on the basis of a lottery if there are more applicants than seats;
· Complies with Federal and State audit requirements;
· Meets applicable Federal, State, and local health and safety requirements

· Operates in accordance with State law; and
· Has a written performance contract with its authorizer that describes how student performance will be measured. 
Q3: How is management organization defined in the September 2016 OIG audit report and for purposes of EDFacts?

A: The ESEA does not define the term “management organization.” Section 4310(3) of the ESEA, however, defines the term ‘‘charter management organization’’ as a nonprofit organization that operates or manages a network of charter schools linked by centralized support, operations, and oversight. For purposes of EDFacts reporting and the September 2016 OIG audit report, a management organization is defined as a separate legal entity that 1) contracts with one or more charter schools to manage, operate, and oversee the charter schools; or 2) holds a charter, or charters, to operate a network of charter schools. Thus, for purposes of EDFacts and the OIG audit report, a management organization may be a for-profit entity, often referred to as an education management organization (EMO), or a not-for-profit entity, often referred to as a charter management organization (CMO). 
This definition of “management organization” is more expansive than the definition used in some States. For example, a State may consider a management organization to be an entity that contracts with a charter school but not an entity that operates a network of charter schools. For Federal purposes, it is important to use the broader definition when monitoring or reporting on management organizations. 
Q4: What are some ways to determine whether the charter school and management organization are independent from each other? 
A: There are several factors an SE should consider when determining whether a charter school is independent from its management organization, such as the governing board structure, the nature of the contract between the charter school and the management organization, and the policies adopted by the charter school.
Governing boards. A charter school that has a contractual relationship with a management organization should be operated by a separate board from the board that oversees the management organization. These separate boards help ensure the independence of the charter school from the management organization and protects the sustainability of the school in the event of a change in the management organization. In practice, requirements for distinct boards for charter schools and management organizations vary across States; not all States require separate boards. Another factor to consider when assessing the independence of a charter school’s governing board is how the school’s board is selected and whether it contains any employees or affiliates of the management organization.
Management organization contracts. Contracts between charter schools and management organizations should specify the rights and responsibilities of the charter school and the management organization to ensure that both parties have clearly assigned rights and duties in the case of a dispute. Contracts may be reviewed by SEs and/or authorizers to ensure that they meet CSP requirements, comply with the terms of the charter, and specify the rights and responsibilities of both parties. An additional consideration would be whether the charter school retains operational and fiscal authority for the school.
Charter school policies. Charter school policies should indicate the degree of independence between the charter school and the management organization. Policies around conflicts of interest and procurement, for example, should indicate the types of relationships that may pose conflicts. Similarly, policies around legal and financial matters should specify the entity that will fulfill these roles and how segregation of duties is established between the charter school and the management organization. 
Types of Risk for Charter Schools Affiliated with Management Organizations
Q5: The Background and Key Definition section referred to three types of risk related to charter schools’ relationships with management organizations, as identified in the September 2016 OIG audit report. What is meant by “performance risk”?
A: The OIG report defined performance risk as a risk that occurs when a charter school cedes operational authority (e.g., control of daily operations or staffing decisions) to the management organization. Release of such controls could put charter schools at greater risk of not adhering to programmatic or regulatory requirements. 
For example, the OIG audit identified one management organization that had sole authority for personnel decisions, including the authority to terminate the contract with the charter school board if personnel recommendations were not adopted. If charter school governing boards do not retain authority over the school’s operations, they cannot ensure that applicable program requirements are followed. 
Q6: What is meant by “lack of accountability over Federal funds”?

A: A lack of accountability over Federal funds can result when a charter school cedes fiscal authority to a management organization. The OIG report noted that when a charter school does not maintain authority over its CSP funds, the charter school’s governing board may not have the required insight into financial transactions and may lack the ability to approve or reject certain decisions made by the management organization. Without this review, it would be difficult for the charter school to determine whether applicable laws and regulations were followed and whether Federal funds were managed properly.  
For example, granting the management organization control over charter school bank accounts without charter school board approval for spending could lead to the management organization making unauthorized expenditures not authorized by the charter school board. Based on Federal regulations, the charter school recipient is responsible for ensuring that the use of funds is necessary, reasonable, allocable, and allowable within the scope of the program. In a second example is where the contract between the charter school and the management organization requires all funds to be remitted to the management organization. Under this agreement, the management organization would be able to retain all funds that were not spent at the end of the year as a management fee. This practice is not an allowable use of CSP funds.
Q7: What is meant by “financial risk”?

A: Financial risk refers to the risk of waste, fraud, or abuse of Federal funds resulting from an inadequate internal controls program to assure proper handling of funds. Internal controls that assure proper handling of funds, address, but are not limited to, related-party transactions, segregation of duties, and procurement standards. 
For example, without segregating responsibilities for approving expenses, personnel from the management organization could issue checks for unapproved/unallowable costs. Without conflict of interest policies, a management organization might encourage a charter school to pursue a course of action beneficial to a personal agenda but not in the best interests of the charter school. Weaknesses in these controls increase risk and may provide opportunities for misuse of Federal funds by a management organization. 
Approaches to Mitigate Risk
Q8: What are some ways SEs have sought to mitigate performance risk associated with management organizations?

A: SEs have used a variety of monitoring and regulatory practices to help ensure that charter school governing boards that enter into contracts with management organizations retain operational authority over the charter school (see the Resources section below for specific examples). Such practices include: 
· Requiring charter applicants to describe the roles and relationships between the proposed charter school and the management organization in the charter application;
· Requiring that management organization contracts be reviewed and approved by the authorizer or SE to verify that charter school retains operational authority;
· Establishing regulations that require charter school boards to maintain authority over charter school operations; and
· Using risk assessments and monitoring tools that gauge charter school independence from the management organization.
Q9: How have SEs assured that charter schools rather than management organizations remain accountable for Federal funds?

A: SEs have used many of the same approaches discussed above for mitigating performance risk to mitigate the risk of a lack of accountability for funds. Fund accountability maintains focus on financial authority and oversight rather than on operational authority. Examples of approaches to mitigate risk in this area include:
· Reviewing management organization contracts to ensure that the charter school maintains sufficient financial authority over itself;
· Establishing regulations that require charter school boards to maintain fiscal authority over Federal funds; and
· Using monitoring tools and authorizer oversight mechanisms to help ensure that charter schools remain in charge of their Federal funds.
Q10: How have SEs assured that adequate internal controls are in place in charter schools and management organizations to prevent fraud, waste, and misuse of Federal funds?

A: SE strategies to mitigate financial risk include, but are not limited to, reviewing charter school policies as part of the CSP application process as well as through the use of existing charter school oversight mechanisms. Additionally, some grantees use the CSP subgrant application to collect information specific to charter school and management organization internal controls. Examples include: 
· Requiring charter schools to provide their fiscal policies for review by the SE or authorizer to determine the adequacy of the policies;
· Requiring assurances and descriptions in the CSP subgrant application to help ensure that adequate internal controls are developed and implemented by charter schools and management organizations; and
· Reviewing fiscal policies through existing charter school oversight mechanisms, such as financial audits and authorizer monitoring or reviews, as well as through programmatic elements, such as CSP monitoring.
ED Data Collection

Q11: What data does the Department collect on charter schools and management organizations?

A: States submit information on all charter schools in the Common Core of Data (CCD) school directory that contains information on all public schools. The same types of information (e.g., student demographics and academic achievement) are maintained for charter schools and traditional public schools. In addition, States are required to provide information related to charter school authorizers and management organizations as part of the EDFacts data submission. States provide information in five files unique to charter schools: a charter authorizer directory (FS190), a management organization directory (FS196), a crosswalk of charter schools to management organizations (FS197), a State Appropriations for Charter Schools (FS207) file, and a directory of charter school contracts (FS198; see EDFacts file specifications in the Resources section below to access more detailed information). 
Q12: What is the purpose of collecting these data?

A: The five files described in the answer to Q11 above provide a standardized approach to reporting on the operational and organizational structures of charter schools. 
Q13: How do States obtain the required information?

A: Many States have worked with authorizers and charter schools to establish systems that collect and verify the data necessary for EDFacts reporting. In cases where the State is the sole authorizer, this information has been obtained by augmenting systems to enable the collection and reporting of the required data elements. In cases where there are larger authorizer pools, States have worked with authorizers to determine the best way to collect and report on data elements in a standardized format. States have worked to streamline the collection and reporting of data through regular reporting systems with the authorizer or the State.
In submitting these data files, it is important that States report complete information on authorizers and, particularly, management organizations. States should report on management organizations using the EDFacts definition of “management organization” rather than the State’s definition if it is different. 
Resources

Background 
· Nationwide Assessment of Charter and Education Management Organizations Final Audit Report, ED-OIG/A02M0012, September 2016: OIG report and audit findings.
Resources on Performance Risk
· Florida Model Charter School Application: resource for local authorizers, including elements related to the operational roles, powers, and duties between charter schools and management organizations.
· EMO Questionnaire (Florida): questionnaire designed to ensure that CSP subgrantees utilizing the services of a for-profit management organization are independent from the management organization.
· Required Elements of Contracts for Educational Services (Massachusetts): checklist of the required elements in contracts between charter schools and management organizations, including the nature of the relationship between the management organization and the charter school board. 
· Application for a Massachusetts Public Charter School: Current Boards of Trustees: charter school application includes section detailing roles and responsibilities between charter school and management organization.
· Review Standards for CSP Documents (Florida): CSP subgrantees are required to submit documents that detail the independence of governing boards from management organizations, including an executed copy of the contract.
Resources on Accountability Over Federal Funds

· Federal Resources

· Title 2 of the Code of Federal Regulations Part 200-Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance): Federal regulations governing the use of grant funds. 
· SE Resources

· Colorado Year 2 Site Visit Form: form reviews accountability over Federal funds, including whether management organization staff exercise control over expenditure of grant funds.
· Florida Model Charter School Application: model application details Financial Management and Oversight Criteria that require the applicant to provide a plan for the governing board to maintain financial authority and oversight.
· Application for a Massachusetts Public Charter School: Current Boards of Trustees: charter school application includes multiple opportunities for applicants to identify and describe the proposed school’s relationship with a management organization.
Resources on Financial Risk

· Federal Resources

· Title 2 of the Code of Federal Regulations Part 200-Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance): Federal regulations detailing required internal controls for grant management.
· U.S. Government Accountability Office (GAO) Standards for Internal Control in the Federal Government (Green Book): guide for Federal entities on designing and implementing internal controls.
· Internal Control-Integrated Framework (COSO Framework): foundational document for the GAO Green Book.
· Office of Management and Budget (OMB) Circular A-123: circular details need for Federal entities to utilize risk management and internal controls in existing business activities. 
· SE Resources

· Charter School Audit Guide (New York): guide provides assistance to charter schools and charter school auditors to support effective audits, including reporting on internal controls and the fee structure between charter schools and management organizations.
· Colorado Year 2 Site Visit Form: form reviews internal controls related to a charter school’s relationship with a management organization as it specifically relates to CSP grant funds.
· Florida Model Charter School Application: model charter school application requires description of internal controls.
· Review Standards for CSP Documents (Florida): Florida requires recipients of CSP funding to submit a set of specific documents in support of their subgrant application and funding request, including a segregation of financial duties policy, conflict of interest policy, and procurement policy.
Other Resources

· Disclosure of Business Relationships and Arrangements Pertinent to Implementation of Charter School Program Grants for Replication and Expansion of High-Quality Charter Schools: white paper prepared by Schulman, Lopez, Hoffer & Adelstein, LLP (advisors and attorneys serving Texas and Louisiana charter schools and local government) summarizing how to prevent conflicts of interest and reports related-party transactions.
Resources for EDFacts Data Collection 

· EDFacts Workbook (SY 2019-20): information on how to submit EDFacts files through the electronic submission system.
· File specifications: required elements, definitions, and file structure for data submission
· FS190 – Charter Authorizer Directory File Specifications – (SY 2019-20)

· FS196 – Management Organizations Directory File Specifications – (SY 2019-20)

· FS197 – Crosswalk of Charter Schools to Management Organizations File Specifications – (SY 2019-20)
· FS198 – Charter Contracts File Specifications – (SY 2019-20)

· FS207 – State Appropriations for Charter Schools – (SY 2019-20)
� Nationwide Assessment of Charter and Education Management Organizations Final Audit Report, ED-OIG/A02M0012, September 2016.






