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Summary Points

Across the country, there is a
disparity in funding between
charter schools and TPS dis-
tricts.

Public open-enrollment char-
ter schools in Arkansas have
lesser access to public funds
for school facilities than do
traditional districts.

While traditional public
school (TPS) districts are
able to access funds through
local millage, open-
enrollment charter schools in
the state do not have access
to this source of funding.

Only four states allow charter
schools to levy millage for
facilities funding; eleven
states allow charters to access
TPS district buildings in
some way.

Charter schools in Arkansas
fund facilities primarily
through grants, loans, bonds,
and support from private non
-profit organizations.

The funding disparity in Ar-
kansas could be fixed
through allowing charters a
more pure “first right to re-
fuse” access to TPS district
buildings, and/or by provid-
ing per-pupil facilities fund-
ing.
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Charter School Facilities

Funding

The equity and adequacy of facilities
funding for charter schools (as well as
traditional public schools (TPS)) is a
topic of hot debate in Arkansas and
across the country. Proponents of
charters argue that charter schools are
burdened due to a lack of facilities
funding. Other argue that there are
great needs in our TPS districts as
well, and that these needs should be
met first. This brief describes what fa-
cilities funding is currently available
to charter schools in Arkansas and
what other states are doing that we
could possibly leverage here in the
Natural State.

Traditional Public School and
Charter School Facilities Funding
Landscape

There are over 6,000 public schools
operating under charters in 43 jurisdic-
tions in the country. These schools ed-
ucate 2.3 million children or about 5%
of all public school students.' For the
purposes of this brief, “charter
schools” refers to open-enrollment
charter schools.

In general, charter schools operate
with less revenues compared to tradi-
tional public school (TPS) districts in
the same state jurisdiction. According
to a 2014 report on 30 states and D.C.,
only one jurisdiction (Tennessee) had
state funding disparity in favor of char-
ter schools (0.1%).>

TPS districts typically finance build-
ings through local property tax millage
as well as specific state and federal

This Brief

Traditional Public School and
Charter School Facilities
Funding Landscape P.1

Charter Facilities Funding
Available in Arkansas Today P-2

Other Potential Sources of

Facilities Funding
P.2

Recommendations and Predictions
for the 2015 General Session P.4

funds. Mills are property taxes collected
annually as a tenth of a penny. For ex-
ample, a millage rate of 5 assessed on a
$100,000 house would be taxed $500.
Levies must be approved by district
voters.

Charter schools, because they are not
directly connected to any taxing author-
ity, typically do not have access to
millage (only four states have provi-
sions allowing charter schools to re-
quest mill levies). Instead, charter
schools are more reliant on loans,
grants, and, in some cases, partnership
arrangements with TPS districts. Some
proponents of charter schools argue for
more funding to close the gap, includ-
ing allowing access to local tax reve-
nues.

Open-enrollment charter schools are
governed independently of local school
districts and can enroll any student re-
gardless of their residence district.
Since open-enrollment charters are rare-
ly tied to residence addresses, they rare-
ly have access to local property tax rev-
enues.
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Charter Facilities Funding Available in Arkansas
Today

Two previous OEP policy briefs have shown funding dif-
ferences between charter schools and public schools.*”

Charter schools’ lack of access to facilities funding makes
up a large portion of the differences in per-pupil funding
between charter schools and TPS districts. This is primari-
ly due to the fact that charter schools cannot access two
key sources of revenues: local property tax millage and
the state facilities fund made available to TPS districts.
While there are state grants and loans available to charter
schools, these schools cannot access the state facilities
fund that provides direct resources to TPS districts.

Whether or not the state of Arkansas is obligated to help
fund charter school facilities may hinge in part on whether
these entities are treated like TPS districts in terms of ade-
quacy requirements. Some argue that since charter schools
are able to waive certain legal requirements, the state does
not have the same legal obligation to fund charter schools
adequately as it does for TPS districts.

Arkansas has two main types of programs that provide
charters access to facilities funding: grants and loans:

Grants

e The Open-Enrollment Public Charter School Capi-
tal Grant Program: a grant program established
by the Arkansas Public Charter Schools Act of 2013
provides funding to repay debts incurred for
“academic facilities or equipment, various mainte-
nance, renovation, equipping, new construction, acqui-
sition, improvement, upgrade and repair of real prop-
erty and facilities and purchase of instructional materi-
als, technology systems, and other academic equip-
ment™”

Loans

e The Open-Enrollment Public Charter School Facili-
ties Loan Fund: open-enrollment public charter
schools may borrow money directly from the Division
of Public School Academic Facilities and Transporta-
tion.°

e Arkansas Development Finance Authority (ADFA)
Program: a credit enhancement program that guaran-
tees certain bonds using interest earnings derived from
investments of the state.” Through this program, Jack-
sonville Lighthouse Charter School secured $4.5 mil-
lion in “A” rated bonds that carried a lower interest

rate and lowered the burden on the school.' Nine
other jurisdictions in the country have some sort of
credit enhancement program.’

e The New Markets Tax Credit Program: a tax credit
program established in 2000 with the goal of assist-
ing revitalization efforts in low-income communi-
ties. The Hope Enterprise Corporation, for exam-
ple, has gained $8 million in NMTC allocations to
support charter school facilities in Arkansas, Loui-
siana, Mississippi, and Tennessee.® Across the
country, NMTC funds dedicated to charter school
facilities projects has totaled about $1.7 billion or
16% of the NMTC allocations to date.'

e Conduit Financing: a financing arrangement in
which a government or other qualified agency uses
its name in an issuance of fixed income securities
for a non-profit organization's large capital project.’
In Arkansas, charter schools can access financing
through the ADFA’s Capital Improvement Reve-
nue Bonds program (at least $15 million has
been accessed through this program).'

e Guaranty Programs: charter schools can apply for
ADFA’s bond guaranty program which makes
amortization payments if the borrower is unable
to."’

¢ Q-Bond Programs: Arkansas’ open-enrollment
charter schools are eligible to apply for federal Q-
bond programs such as the Qualified School Con-
struction Bond Program (QSCB)'' and the Quali-
fied Zone Academy Bond (QZAB) Program."”

Other Potential Sources of Facilities Funding

Federal grants

The Credit Enhancement for Charter School Facilities
Program (Credit Enhancement Program) has pro-
vided almost $256 million in grants since 2001, and in
2013, provided $12 million in grants to three organiza-
tions working to help charter schools obtain facilities."

The State Charter School Facilities Incentive Grants
Program (also known as the Per-Pupil Facilities Aid
Program) has provided over $142 million in grants
since 2004 ($10 million in 2013)."

In addition, the Community Facilities Program admin-
istered by the U.S. Department of Agriculture has pro-
vided over $500 million in grants, loans, and guaran-

tees for charter school facilities in rural communities."
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Per-pupil facilities funding

Of the 43 jurisdictions with a charter law, only 13
jurisdictions provide per-pupil facilities funding,
including only 3 over $1,000 per pupil (Arizona,
Minnesota, and DC), and only 4 between $250 and
$1000.'

Facilities use or sharing arrangements

Two states (California and New York) require
school districts to provide space for charter schools,
while another 9 states require district facilities be
made available to charter schools either through
publishing a list of unused facilities or offering
“right of first refusal” to charter schools for the pur-
chase or lease of district buildings.' Right of first
refusal” arrangements give charter schools the op-
tion to enter into a transaction (lease or purchase) of
a district facility before the owner of that facility is
entitled to enter into a transaction with a third party.

Local tax millage

Only four states (Colorado, Florida, New Mexico,
and Washington) allow charter schools to tap into

local taxing authority through mill levy provisions.'

Colorado’s General Assembly passed a law in 2013 allow-
ing charter schools to ask their authorizing school districts
to include a ballot question on authorizing additional local
revenues for the charter school. Mill levies may not exceed
1 mill or ten years in duration. So far, six school districts in
Colorado have included charter school requests in their bal-
lot questions, resulting in several funding projects.’

In Florida, school boards may levy up to 2 mills for district
schools, including charter schools. Funds raised through the
levy are administered by the school district, which may opt
to share with local charter schools, so these are not neces-
sarily designated funds.' In New Mexico, not only are char-
ter schools allowed to request local tax millage, but the TPS
districts have been required to provide an equitable share of
local tax funding with charter schools for public school
buildings since 2007 and for capital improvements since
2009.

In Washington, open-enrollment charter schools are not im-
mediately eligible to receive levy funding and can only ac-
cess these funds after a new levy is passed, which can take
about one to four years after a school start-up.'

Private non-profit organizations

Twenty-nine private non-profit organizations provide char-
ter school facilities funding through either direct financing
($2.1B) or New Markets Tax Credit (NMTC) allocation
($1B).' This funding can come in a variety of forms, includ-

Innovative Facilities Funding Options

e Right of first refusal and providing space to charter schools

0  According to LISC, 11 states (California, Indiana, lowa, Maine, Maryland, Mississippi, New York, North Carolina,
South Carolina, Washington, and Wyoming) make district facilities available to charter schools either through re-

quiring published lists of available buildings, offering charter schools the right of first refusal to lease or purchase, or
in the case of two areas (California and New York City) requiring school districts provide space.'

e Per-pupil facilities funding:

0  According to LISC, 13 states offer some sort of per-pupil funding for charter facilities.

0 Only 3 of these provide funding of over $1,000 per-pupil.

e Credit Enhancement Programs:

0 According to LISC, 9 states have some sort of Credit Enhancement Program.

0  Arkansas’s credit enhancement program, Arkansas Development Finance Authority (ADFA), guarantees certain
bonds using interest earnings derived from investments of the state.

0 Colorado’s Moral Obligation Program allows “qualified charter schools” that carry an investment-grade rating to
attach the state’s Moral Obligation pledge to their debt.

0 Texas allows charter schools to access the state’s Permanent School Fund (PSF), which is triple-A rated.

0 Utah’s Charter School Credit Enhancement Program promises to provide funds to a Charter School Reserve Ac-
count that can be used to assist borrowers in financial distress (a moral obligation rather than a legal one).
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State Spotlights

Tennessee has the most equitable
system in terms of state funding
for charter schools.”

Funding for Tennessee charter
schools come from a variety of
sources. Tennessee is one of only
13 jurisdictions that provide state
per-pupil funding for facilities
(although this is small, between
$100 and $300 per student). An
interesting thing to note about Ten-
nessee is that charter schools in the
state don’t have many other op-
tions: they don’t have access to
district facilities, capital grant fund-
ing, loan programs, or credit en-
hancement.'

New Mexico has one of the lowest
disparities’

New Mexico is one of only 4
states that allow charter schools to
levy local taxes through mill levy
provisions. Starting in July 2009,
school districts are required to in-
clude charter school capital im-
provements in the local tax funds.
In addition, the Public School
Buildings Act in New Mexico al-
lows districts to impose a tax up to
ten mills and up to six years to
erect, remodel, make additions to,
provide equipment for, or furnish
public school buildings, and start-
ing in July 2007, districts were re-
quire to provide an equitable share
with charter schools.

The state’s funding mechanism,
the Public School Capital Outlay
Fund (PSCOF) , in which charters
can access state funds by the same
mechanism as TPS districts, actual-
ly dates back to 1978. The state’s
Public School Capital Outlay
Council (PSCOC) also can provide
grants. This per pupil amount has
increased steadily from $300 in FY
2005 to about $740 in $2014. The
PSCOC has awarded over $62 mil-
lion through the Lease Payment
Assistance Program over the past 5
years. New Mexico also allows
direct legislative appropriates for
specific projects (in 2014 there
were almost $27 million in these
appropriations). In addition, New
Mexico charter schools can access
tax-exempt financing and Q-Bond
Programs.'

ing grants, loans, guarantees, real estate development, and technical assistance. Of the
$2.1B in direct financial support, $940 million, or almost half, has been paid back in
full. There is a low default rate on this financing. Eighteen organizations have allocat-
ed $1B of their NMTC funds on behalf of charter school facilities.

District-charter compacts

Some innovative partnerships have recently been developed between charter schools
and traditional public school districts. These partnerships aim to be mutually benefi-
cial relationships. In some, charter schools take up residency in empty or underuti-
lized district buildings. Charters benefit from reduced start-up or facilities funding
costs, but districts can benefit in several ways as well: collaboration in professional
development, spillover of positive charter school culture, and in some cases the abil-
ity to “claim” the higher test scores of charter students. For example, a YES Prep
charter school in Aldine, TX partners with the local school district, and the higher-
scoring YES Prep students count toward the district average.'

The Gates Foundation provides funding for district-charter “compacts” in 20 cities
(usually in the form of $100,000 planning grants). These grants pay for joint profes-
sional development, designing a universal enrollment system, establishing metrics to
be used with all students, creating more personalized learning environments for stu-
dents, and implementing the Common Core State Standards.'’

This movement is growing. Just this month, policymakers in Florida announced a
new initiative to fuel district-charter collaboration through financial incentives,
shared resources, and best practices. As part of these partnerships, districts may pro-
vide facilities to charters in exchange for professional development and shared inno-
vation.'® In addition, New York Governor Andrew Cuomo recently said that charters
in New York City will now have access to public school facilities at no charge or the
city will subsidize their school space."’

Recommendations and Predictions for the 2015 General Session

In recent years, policymakers have wrestled with charter school issues of one sort or
another during each legislative session. During the 2015 session, if the legislature
takes up the issues of facilities funding for charter schools, there are several models
across the country that may serve as a guide. In places where public school facilities
are vacant while nearby charter schools are in need of space, a district-charter com-
pact (like those highlighted above), or “shared-space” strategy seems like an obvi-
ous solution. Currently, Arkansas law provides charter schools the first right of re-
fusal to lease at fair market value any public school facilities that are unused. Howev-
er, according to Arkansas Code § 6-23-501, TPS districts are exempt if they receive a
better offer for the facilities through an open bid process.*’ Nevertheless, while there
are challenges associated with this strategy, it has proved feasible in other states.

A second plausible strategy would involve the state’s public school facilities funds
being made all available to all public schools, including open-enrollment charters. Of
the 43 states with a charter law, just under one-third allow charters to access per-
pupil facilities funding provided by state resources.

Whether Arkansas lawmakers pursue one of the above strategies, or an innovation not
mentioned here, it is likely that the 2015 session will involve some legislative work
aimed at ensuring that students in all Arkansas public schools - charters and TPS -
have access to adequate school facilities.
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