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Auditor General DePasquale Says PDE Charter School Payment Appeal

Process Seriously Flawed, Favors Charter Schools Over School Districts
Blames faulty Charter School Law combined with PDE’s lack of consistent policies, oversight

HARRISBURG - Auditor General Eugene DePasquale today said his latest audit shows that a faulty
Charter School Law and the Pennsylvania Department of Education’s (PDE) protracted, inconsistent,
confusing, and conflicting process for handling charter school payment challenges may unfairly favor

charter schools over school districts.

Under the Charter School Law, charter schools receive funding from school districts based on a formula
for both non-special education and special education students. If the school district fails to make a
monthly payment to a charter school, the charter school sends an invoice to PDE and the department
directly pays the charter school and deducts the amount from the school district’s state subsidy.

School districts may object for a variety of reasons, including
qguestioning charges for students not residing in the school
district or the number of days that the charter school claims to
have educated a student.

Check is in the mail

“What we found in our audit is that essentially all a charter
school has to do is claim to PDE that it is owed money, and PDE
cuts the charter school a check and withholds the money from
the school district’s state subsidy before providing the district a
chance to challenge the payment,” DePasquale said, noting that
this was an audit of PDE’s practices, not a criticism of charter
school actions.

“Absent showing PDE a cancelled check as proof of payment, a
school district’s only option is to enter the lengthy, confusing,

and nonsensical rabbit-hole-world that is PDE’s charter school
payment appeals process.”

Auditors noted that even though PDE notifies a school district
that it has 30 days to challenge a redirection payment request,
in most cases the department does not wait the 30 days before
authorizing the payment to the charter school.

Auditors found that there were 857 charter school payment
appeals filed by districts during the five-year audit period of
January 2011 through December 2015 when PDE made more
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than $1 billion in direct payments to charter schools. As of Dec. 31, 2015, 701 of the appeals — or 82

percent — were unresolved, including:



e 374 appeals involving $30.5 million redirected from school districts to charter schools, and
e 327 appeals where funds were not redirected from school districts to the charter schools.

“The majority of the $1 billion PDE redirected to charters is not in dispute,” DePasquale said. “Our audit
focused on the 374 appeals that are unresolved where $30.5 million was redirected from school districts
to charters.

“This is not to say that the districts are owed $30.5 million,” he said. “Since PDE did not follow-up on
these appeals we just do not know. It is possible that the school districts and the charter schools could
have resolved the appeals on their own, but again, because PDE didn’t follow up, we just don’t know.”

Inconsistent and contradictory instructions

Auditors also found issues with PDE’s inconsistent and contradictory instructions to school districts and
charter schools following the filing of appeals.

Letters to the school districts and charter schools from PDE’s Bureau of Budget and Fiscal Management
stated, ‘a hearing officer will be assigned.” To the contrary, letters from the department’s Office of Chief
Counsel told the parties that ‘a hearing officer will not be appointed’ to allow time for alternative
dispute resolution.

“If this was part of a Sesame Street episode, the dialogue would probably include ‘ElImo frustrated,”
DePasquale said. “And, PDE did not even know they were sending contradictory letters until we pointed
it out to them during the audit.”

What'’s more, auditors found PDE Basic Education Circular is out of date, which is a problem because it is
intended to serve as a guide to department staff, school districts, charter schools and others.

“If your own rulebook is incorrect, maybe it is time to throw the whole thing in Oscar the Grouch’s
garbage can and start over,” DePasquale said.

Delays have financial consequences for school districts

Auditors found that PDE does not follow up with school districts or charter schools to determine the
status of appeals, and whether or not the parties have resolved their dispute, or need to proceed to the
hearing officer stage of the process.

Delays caused by PDE’s appeals process resulted in 82 percent of all appeals remaining unresolved with
minimal action by the department during the audit period. This includes 374 appeals by 90 school
districts in 37 counties where $30.5 million was redirected to 69 charter schools (click here for list).

“Lengthy delays can have serious financial consequences for school districts,” DePasquale said, citing
two recent cases involving the School Districts of York and Philadelphia and former charter schools.

The York City School District had filed four separate challenges dating back to 2012 against redirection
payments totaling more than $3.6 million to New Hope Academy Charter School.

“New Hope Academy Charter School closed in 2014 after its charter was not renewed by the York school
district,” DePasquale said. “No one knows the status of the $3.6 million because PDE is not doing its job
to process appeals in a timely manner.”

The Philadelphia case involved a dispute over enrollment caps that ended up in court, the state Supreme
Court determined that PDE improperly redirected $1.5 million from the Philadelphia School District’s
state subsidies and paid it to Walter Palmer Charter School.

“Since PDE had already paid the money to the charter and the charter has since closed, the $1.5 million
has not been refunded to the school district,” DePasquale said. “PDE puts the burden on the school
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district to recoup the money through bankruptcy court, which is yet another distraction from the
district’s education mission.”

Faulty Charter School Law

In addition to PDE’s general lack of oversight of the appeals process, blame also lies with Pennsylvania’s
Charter School Law which DePasquale has often called “the worst in the nation.”

He said the language in the Charter School Law may favor charter schools over the school districts
regarding the timing of PDE paying charter schools, and delays in providing a school district with the

opportunity to be heard regarding
a disputed amount. Types of Charter School Appeals

857 Appeals from January 2011 through December 2015

The law also gives authority to PDE
to withhold money from a school
district to pay a charter school, but
does not specify how and by whom PDE-363 Appeals (289) = Charter schools’ request for redirection

a school district will be refunded if payment due to challenging per student rate calculations and goes
straight to appeals process WITHOUT WITHHOLDING district funds.

General Appeals (522) = Funds are WITHHELD from the district and
paid to the charter.

the withholdings were
subsequently found to be Prior Year Appeals (46) = Charter schools’ request for redirection
unwarranted. payment for a prior year and goes straight to appeals process
WITHOUT WITHHOLDING district funds.

“Problems with the
commonwealth’s Charter School
Law are numerous, and this audit of the PDE appeals process is just another disturbing example of why
we need serious, thoughtful reform of this law,” DePasquale said. “There is just too much at stake.
Unless we do something and do it soon, our entire educational system — and the future of our students
—isin jeopardy.”

Time to change charter school funding method, make additional reforms

“It is time that we seriously consider ending the way charter schools are funded in Pennsylvania.
Perhaps it is time to have direct funding from the state to the charter schools, rather than continuing
the ‘monkey-in-the-middle’ process we have today that places the responsibility on school districts,
which have little recourse when payment disputes arise.

“PDE exists to ensure that students receive the education they deserve, not to be a hindrance to those
providing the classroom education,” DePasquale said.

DePasquale issued a special report entitled “Pennsylvania Charter Schools Accountability and
Transparency: Time for a Tune-Up” with recommendations to improve accountability, effectiveness, and
transparency of charter schools.

The 53-page PDE Charter School Payment Appeals audit report is available online at:
www.PaAuditor.gov.

Hi#
Media contact: Susan Woods, 717-787-1381

EDITOR’S NOTE: Click here for a list of the 374 charter school payment appeals — involving $30.5
million redirected from school districts to charter schools — that were unresolved as of Dec. 31, 2015.
Audit work indicates that some of these appeals listed in “open” status were resolved at the local level
between the school district and the charter school; those appeals should be closed by PDE.
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