District-Sponsored Charter School Payback Requirement

Highlights

e News reports have suggested that a budget “error” will require district-sponsored
charters to pay back millions in K-12 payments to the state.

e There is no error in the budget and the remaining district-sponsored charters are not
currently liable for any payback.

There have been several recent news reports about a budget “error” that would require
longstanding district-sponsored charter schools to “pay back millions of dollars” to the state.
Based on our consultation with Legislative Council, the budget language is drafted correctly and
no payback is currently required.

The payback only becomes a potential issue if district-sponsored charter status comes to an
end. In FY 2016, longstanding district-sponsored charters can continue to operate, but they will
receive less funding. The FY 2016 budget language includes a legislative intent statement that
these district-sponsored charters be eliminated in FY 2017. An intent statement, however,
does not actually end these charters.

While the intent remains for full elimination in FY 2017, the Legislature would need to enact a
new statutory provision in the 2016 session to accomplish that objective. If that were to occur,
the payback exemption language would then be attached to that legislation.

Background

Prior to the FY 2015 budget, the state allowed school districts to designate schools as “district-
sponsored” charter schools without limit. This designation serves as a financial advantage as
the district receives approximately $1,000 more formula funding per district-sponsored charter
student than a traditional student. While being funded like a regular charter school, these
district-sponsored charters are still able to access

] o Table 1
K-12 overrides and general obligation bond

funding. These latter 2 funding sources are not
available to traditional charter schools.

School Districts with
District-Sponsored Charter Schools in FY 2016

Benson Unified

In establishing the district-sponsored charter Casa Grande Union High School

program, the state created a disincentive to Cave Creek Unified
convert back to traditional status. If a district Fort Thomas Unified
converted back, it had to repay to the state the Payson Unified
cumulative payment differential between its Vail Unified

charter funding and what it would have received

as a traditional district.
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Despite the potential financial gains, only 6 districts converted some of their schools (with a
total population of 2,300 students) to charter status prior to FY 2014. (See Table 1). In FY 2014,
however, districts began to utilize this option much more extensively. During the 2014
Legislative Session, JLBC projected that the district charter population could exceed 30,000 in
FY 2014 and cost over $30 million.

Due to financial concerns about the growth in the program, the FY 2015 budget eliminated
district charter status for post-FY 2013 conversions as of June 30, 2015. These schools were
also exempted from the payback requirement since they were being required to convert back
to traditional status. The FY 2015 budget did allow the original 6 districts to continue to receive
the full funding differential.

In the 2015 Regular Session, the Legislature revisited the status of the pre-FY 2014 conversions.
The enacted budget allows the pre-FY 2014 converters to receive only 50% of the payment
differential, or approximately $500 per student, in FY 2016. At the time of enactment, the
provision was frequently described as a 2-year phase out of the remaining district-sponsored
charters. The FY 2016 K-12 Budget Reconciliation Bill, however, did not literally end their
charter status in FY 2017. Section 17 of the bill states that “It is the intent of the legislature that
district-sponsored charter schools be phased out by fiscal year 2017.”

Legislative Council notes that “an intent statement is not substantive law. If the Legislature
wishes to accomplish its intent, it will need to amend the statutes for FY 2017 to prohibit school
districts from sponsoring charter schools.” If the Legislature proceeds in that fashion, the 2016
session would be the appropriate time to provide the exception to the payback requirement.

News reports suggest that ADE had told the Cave Creek Unified School District that they would
be responsible for back payments due to the lack of the exemption language. Cave Creek
calculated the potential impact at $9 million. Based on discussions with Legislative Council,
there is no obligation to make these payments since the district charter program has not yet
been eliminated in statute.

Besides this district-sponsored payback issue, JLBC also recently published a report on ADE’s
interpretation of budget language concerning multi-site charters.
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http://www.azleg.gov/jlbc/Multisite%20Charter%20Small%20School%20Weight%20Report.pdf
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