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Follow the Money: Charter Schools
and Financial Accountability

Susan L. DeJarnatt*

"I was blinded by greed, and I abused the trust people placed in me." Kevin O'Shea,
former CEO of the Philadelphia Academy Charter School at his sentencing on Octo-
ber 28, 2009, following his plea of guilty to mail fraud, theft from a federally funded
program, and filing a false tax return.'

I. Introduction

WHEN THE GOVERNMENT GIVES MONEY TO PRIVATE ENTITIES TO PRO-

VIDE PUBLIC SERVICES, it should make sure that the money is not spent
on fraud and waste. Charter schools are an important and growing part
of the nonprofit sector but the financial accountability and governance
of the schools have received little attention from regulators or scholars.2

Highly publicized scandals of nonprofits have sparked strong interest
in governance of nonprofits generally and have led to increased regu-
lation.' Charter schools receive more than $9 billion in public funds
annually' and the risk of improper use of that money merits attention.
Charter schools bask in the warm glow of positive rhetoric and political
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1. Martha Woodall, Jail for Charter School's Ex-Chief Kevin M. O'Shea was Sen-
tenced to More than 3 years for Embezzling from Philadelphia Academy, PHILA. IN-
QUIRER, Oct. 28, 2009.

2. There is significant scholarship on charter schools but it focuses on the debate
about their educational value. See, e.g., James E. Ryan, Charter Schools and Public
Education, 4 STAN. J. C.R. & C.L. 393 (2008); JACK BUCKLEY & MARK SCHNEIDER,
CHARTER SCHOOLs: HOPE OR HYPE? (2007); DIANE RAVITCH, THE DEATH AND LIFE
OF THE GREAT AMERICAN SCHOOL SYSTEM 138-44 (2010) (reviewing the competing
studies on effectiveness of charter schools). That debate is not the focus of this article.

3. See, e.g., Lloyd Hitoshi Mayer & Brendan M. Wilson, Regulating Charities in
the Twenty-First Century: An Institutional Choice Analysis, 85 CHI-KENT L. REv. 479
(2010); Dana Brakman Reiser, There Ought to Be a Law: The Disclosure Focus of
Recent Legislative Proposals for Nonprofit Reform, 80 CHI.-KENT L. REv. 559 (2005)
[hereinafter Reiser, There Ought to Be a Law].

4. According to the National Center for Education Statistics, there were 1.4 million
students in charter schools in 2008-2009. Fast Facts, NAT'L CTR. FOR EDUC. STATIS-
TICS, http://nces.ed.gov/fastfacts/display.aspid=30 (last visited Aug. 1, 2011).



support.' They are seen as positive and run by good hearted, well inten-
tioned people. The key though is that they are run by people, who are
subject to ordinary human frailties like greed, selfishness, and discon-
nect just like anyone. The money lavished on charter schools is signifi-
cant and needs oversight.

At the turn of the last century, the cry for school reform in Philadel-
phia was for a more consolidated and business-like approach. 6 Public
schools were seen as fiefdoms of ward leaders and used as patronage.
Teachers were hired based on their connections and payments to ward
leaders.' The creation of a centralized school board was intended to
bring a less corrupt structure to the system of public education.' Charter
schools today are touted by many as a key element of modem reform.'
Charters are intended to be laboratories of innovation and to provide a
wider range of choices to families. Io They are likely to be a major com-
ponent of urban school reform for the foreseeable future, given the bi-
partisan support they enjoy at both the state and federal level."' But the
proliferation of charter schools run by independent boards but funded
largely by taxpayers has a dark side-the potential to return Philadel-
phia and other cities to something resembling the old ward board days
with its opportunities for corruption and self-dealing.12

5. See Susan L. DeJarnatt, The Philadelphia Story: The Rhetoric of School Reform,
72 UMKC L. Rev. 949, 989-91 (2004).

6. DAVID B. TYACK, THE ONE BEST SYSTEM: A HISTORY OF AMERICAN URBAN
EDUCATION 36-37, 40 (1974).

7. Id. at 94-95, 101.
8. Id. at 154-55. Ravitch notes that in New York consolidation had the opposite ef-

fect. The Tammany Hall machine used consolidation to effectuate corruption. RAVITCH,
supra note 2, at 71.

9. RAVITCH, supra note 2, at 138-39.
10. Id. at 122-123; see also 24 PA.CONs. STAT. § 17-1702-A(3),(5) (2011).
11. Charter schools are a key element of the Obama Administration's Race to the

Top program and are strongly supported by many state administrations including Penn-
sylvania's. See, e.g., Steven Brill, The Teachers' Unions'Last Stand, N.Y. TIMES, May 17,
2010, at MM32; Devon Lash, Charter Schools Have a Friend in the Governor's Office,
THE MORNING CALL, April 5, 2011, available at http://articles.mcall.com/2011-04-05/
news/mc-education-charter-schools-corbett-20110404_1_charter-schools-nick-trom
betta-lehigh-valley-academy.

12. Traditional public school districts are certainly not immune from corruption
but they are subject to democratic restraints and greater public transparency. RAVITCH,
supra, note 2, at 201. Philadelphia's School District, as of this writing, is facing a bud-
get deficit in excess of $600 million and the District's budget has been the focus of
repeated hearings and public meetings to examine both the cause of the deficit and
the District's proposals for coping with it. See, e.g., Community School District Bud-
get Meetings, SCH. DIsT. PHILA. (2011). http://webgui.phila.kl2.pa.us/uploads/ZZ/28/
ZZ28W7j5pH8Je9rZzclX._Q/Community-Budget-Meetings-v3-May2O1 .pdf; Paul So-
colar,Ackennan: ' Everybody's Feeling Some Pain,' PHILA. PUB. ScH. NOTEBOOK (May 11,
2011) http://www.thenotebook.org/blog/11 3665/ackerman-everybodys-feeling-some-
pain (describing testimony at a school budget hearing).
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This question of oversight is a national issue though I will focus on
Philadelphia as an example. Charter schools are expanding nationally
and they enjoy very positive rhetorical treatment in the press generally.
But they are private entities funded by public money. Like any other
government contractor, they need to account for their use of that money.
There seems to be a lack of will to examine them perhaps because of the
positive rhetoric that envelopes them. Charters are vulnerable to fraud
and waste like any other entity. We need to reduce that vulnerability by
investing resources into oversight that can prevent it.13

In 2011-2012, one quarter of the public school students in Philadel-
phia will be attending a charter school rather than a traditional public
school. The Philadelphia School District will provide $525 million 4 to
the 82'1 charter schools.16 The vast majority of the charter schools will
also receive reimbursements from the state and grants from the federal
Department of Education. Some will receive private donations as well.
The amount of public money demands oversight. The opportunities to
use charter schools for personal profit are unfortunately high. Oversight
of the use of these public funds is limited both by structure and by
resources. It is unreasonable to expect school districts in this time of
cutbacks to be able to effectively exercise oversight if no money is pro-
vided to fund that task. Even though the push for more charter schools
comes from the state government, the Philadelphia School District gets

13. Traditional public schools, in contrast, are run by school boards that are often
elected by the local population or appointed by elected officials and are thus subject to
electoral restraints on their operation. This accountability has not rendered them im-
mune from corruption but there is greater transparency through this democratic process.

14. Initial Adoption of the Proposed Budget Fiscal Year 2011-12, SCH. DisT. PHILA.,
12 (2011), http://webgui.phila.kl2.pa.us/uploads/kU/rw/kUrwOOaYFoOX99rFsRAyw/
11-05-31 -SDP-FY12-Bgt-Adoption-PPT.pdf.

15. Philadelphia Charter Schools Directory 2011-2012, SCH. DisT. PHILA. ((2010),
http://webgui.phila.kl2.pa.us/uploads/X5/HW/X5HW6vgCeaXiRe-tlxlhA/Charter
Directory-2010-2011.pdf (having seventy-seven schools listed on the Philadelphia
School District's directory of charter schools for 2010-2011, and 5 more traditional
public schools are scheduled to be converted to charters by the Philadelphia School
District under its Imagine 2014 Renaissance Schools reform effort).

16. The per pupil allotment that the District sent to each charter school in 2010-2011
was $8,662 for regular students and $18,873 for special education students. Charter
Schools Modifications Requests, SCH. DIsT. PHILA., 5 (2010), http://www.phila.kl2.
pa.us/announcements/2009-2010scharter schoolmodifications.pdf. Charters are not
required to use the entire special education allotment for the educational needs of those
students. Allocation of this spending is subject to much debate but that debate is beyond
the scope of this article. For more analysis of special education and charter schools, see
Mark C. Weber, Special Education from the (Damp) Ground Up:Children with Disabil-
ities in a Charter-Dependent Educational System, 11 Loy. J. PUB. INT. L. 217 (2010)
(analyzing the impact of the New Orleans school system's turn to charter schools on
children with special education needs); Students with Disabilities attending Public
Charter Schools, EDUC. LAW CTR (2010), http://www.elc-pa.org/pubs/downloads2010/
StudentswithDisabilitiesAttendingPublicCharterSchools3-10.pdf.
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no increased state funds to perform oversight of the expanding number
of charter schools in the city." Scandals involving Philadelphia charter
schools have been exposed by reporters and by a fraud vulnerability
assessment performed by the Philadelphia Office of the Controller.'"
Nineteen schools in Philadelphia are or have been investigated for fraud
by the U.S. Attorney's office.' 9 The investigation resulted in five charter
school operators being convicted of fraud;20 one operator committing
suicide before trial; and two others being indicted.

The goal of this article is not to enter the debate over the educational
value of charter schools. Many scholars have studied that aspect of the
use of charters in public education reform.2' My goal is to focus on the
potential problems with finances of charter schools. I situate the issue
within the larger debate over governance of non-profit corporations.
Charter schools in Pennsylvania are themselves non-profit corpora-
tions2 2 but many are also related to a parent organization that created the
school. 23 The related organization and its school often have overlapping
boards and often share facilities. 24 It is not uncommon for the two to
have a landlord-tenant relationship. 25 These intertwining relationships
raise questions about the independence of charter school boards and
key administrators, questions that need more attention from scholars.
Oversight responsibilities are spread among the School District, the

17. Indeed, state funding in general has been reduced, including elimination of the
funds that were targeted to ease the transition of students to charter schools. Associated
Press, Poor Schools Hit Hardest by Budget Cuts in Pennsylvania, Aug. 7, 2011, available
at http://www.pennlive.com/midstate/index.ssf/2011/08/poor._schools hit-hardest-by
bu.html.

18. Review of Charter School Oversight: A Fraud Vulnerability Assessment, OFFICE
OF THE CONTROLLER, 2 (2010),http://www.philadelphiacontroller.org/publications/
other%20reports/CharterSchoollnvestigation FullReport.pdf [hereinafter Controller's
Report].

19. Martha Woodall, Two Former Officials of Philly Charter School Indicted, PHILA.
INQUIRER, April 15, 2011, at Al. This story refers to 18 schools being under federal in-
vestigation. An additional school is part of a national investigation into charter schools
associated with the Turkish Gulen schools movement. Martha Woodall, Phila's New
Media Charter School Contends It's not a Public School, PHILA.INQUIRER, July 2,
2011, at Al. The two indictments recently resulted in guilty pleas by the founders of the
New Media Technology Charter School. See Aaron Moselle, Northwest Philly Charter
School Founder Pleads Guilty to $500K Theft, Newsworks, April 3, 2012, http://www.
newsworks.org/index.php/local//item/36379-clark-pleads-guilty.

20. Final Management Information Report, U.S. DEP'T OF EDUC., 2((2010), http://
www2.ed.gov/aboutloffices/list/oig/invtreports/x42k0002.pdf.

21. See generally Charter School Performance in Pennsylvania, CREDO (2011)
http://credo.stanford.edu/reports/PA%20State%20Report_20110404_FINAL.pdf (ex-
amining Pennsylvania charter schools' performance from 2007 to 2010); RAVITCH,
supra note 2, at 138-44 (reviewing studies on charter schools).

22. 24 PA. CONS. STAT. § 17-1703-A (2006).
23. See Controller's Report, supra note 18, at i.
24. Id.
25. Id. at 5-6.
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Pennsylvania Department of Education, and federal agencies but the
lack of clear standards, the lack of clear responsibility for enforcement
of standards, and the limited tools available to the agencies have left the
finances of the schools insufficiently examined. 2 6

Part II of this article uses the literature of non-profit corporate gov-
ernance to analyze the governance issues of charter schools. Part III of
the article explores the financial issues raised in the publically available
documents produced by the array of charter schools in Philadelphia as a
case study that illustrates the governance problems addressed in Part II.
Part IV considers the proposals on the state level for accountability re-
form. Part V proposes increased funding for oversight, more nuanced
tools, elimination of the limitation on state facilities reimbursement,
greater transparency by the charter schools, and greater emphasis on
board training.

II. Charter Schools as Part of the General Story
of Nonprofit Reform

Recent scholarship on nonprofits has focused much attention on gov-
ernance issues. 27 Those scholars have addressed efforts for regulatory
reform in response to widely publicized scandals of recent years."
Their analysis of the utility of increased disclosure and other types
of reforms can illuminate how to improve financial accountability for
charter schools as well. Charters are an important and growing sector
of the nonprofit world29 but the scholarly literature on charters focuses

26. School Reform Commissioner Joseph Dworetsky articulated these three problems-
what is the standard, who enforces it, what tools are there for enforcement? Interview
with Joseph Dworetzky Commissioner (July 13, 2011) (notes on file with author) [here-
inafter Dworetzky Interview].

27. See, e.g., Dann6 L. Johnson, Seeking Meaningful Nonprofit Reform in a Post
Sarbanes-Oxley World, 54 ST. Louis U. L. J. 187 (2009); Melanie B. Leslie, The Wis-
dom of Crowds? Groupthink and Nonprofit Governance, 62 FLA. L. REv. 1179 (2010);
Dana Brakman Reiser, Director Independence in the Independent Sector, 76 FORDHAM
L. REV. 795 (2007) [hereinafter Reiser, Director Independence].

28. Nearly every recent article on nonprofit governance seems to begin with a cata-
logue of scandal. See, e.g., Leslie, supra note 27, at 1179-82. Leslie notes the criticism
of Wyclef Jean and his Haiti charity which transacted business with him and other
directors, and she tells the story of Yeshiva University's investments with Bernard
Madoff, who served as treasurer of the board of trustees, through a financial advisor
who was on Yeshiva's board and was head of the investment committee. Id. The Board
as a whole paid little attention to these investments which were ultimately lost when
Madoff's Ponzi scheme collapsed. Id.; see also James Fishman, Stealth Preemption:
The IRS's Nonprofit Corporate Governance Initiative, 29 VA. TAX REV. 545 (2010);
Mayer & Wilson, supra note 3, at 480 (stating that "[tlhis heightened interest in gover-
nance has grown out of problems at both for-profit and nonprofit organizations, ranging
from Enron to the Smithsonian Institution").

29. See id. at 485.
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on the debate about their educational utility with scant attention paid to
governance and financial accountability.

Charter schools in Pennsylvania are required to be non-profit corpo-
rations.30 Charter schools share many of the same features identified as
challenging for nonprofits generally-volunteer board members who
may lack training and expertise3' and group dynamics that can discourage
individual board members from taking independent stands.3 2 The char-
ter school sector is also similarly challenged by the limited resources
available for enforcement of existing regulations and requirements.33

Nonprofit organizations are created under state law but their tax ex-
empt status is a function of federal tax law.34 Nonprofit charitable enti-
ties are characterized by lack of shareholders and an inability to reward
their officers and employees with profits." Nonprofits can make a profit
on their activities-it just cannot be used to inure to the personal ben-
efit of those running the nonprofit. Most nonprofits qualify as 501(c)
(3) organizations, which entitles donors to the nonprofit to deduct their
contributions for tax purposes. 36 Failure to satisfy the IRS standards can
lead to revocation of nonprofit status and an end to the enjoyment of
tax-deductible contributions. 7 But the resources for IRS enforcement
are limited so this threat may not impress actors who are inclined to
engage in self-dealing. 38

Nonprofits generally face problems in coping with self-dealing and
conflicts of interest of organization leaders and board members, insuffi-
cient training and education of board members, insufficient engagement
of board members, and board members who defer too much to orga-

30. 24 PA. CONS. STAT. § 17-1704-A (2006)..
31. Reiser, Director Independence, supra note 27, at 810; Reiser, There Ought to Be

a Law, supra note 3, at 608.
32. Leslie, supra note 27, at 1191.
33. Reiser, There Ought to Be a Law, supra, note 3, at 598; Leslie, supra note 27, at

1187, 1204.
34. BRUCE R. HOPKINS, THE LAW OF TAX-EXEMPT ORGANIZATIONS, 3-4 (9th ed.

2007).
35. Id. at 4.

[A] nonprofit organization generally is not permitted to distribute its profits (net earn-
ings) to those who control it (such as directors and officers) ..... Simply stated, a
nonprofit organization is an entity that cannot lawfully engage in private inurement.
Consequently, the private inurement doctrine is the substantive defining characteris-
tic that distinguishes nonprofit organizations from for-profit organizations for pur-
poses of federal tax law.

Id. at 5.
36. Id. at 32.
37. Id. at 55.
38. Leslie, supra note 27, at 1187-88.
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nizational leaders. Charter school boards are not immune from these
common problems. An Urban Institute study from 2007 of over 5,000
nonprofits showed a lack of engagement by many of the boards. Only
half were "'very actively engaged' in setting organizational policy or fi-
nancial oversight" or reviewing the executive director's performance.3 9

Only half had a "written conflict of interest policy" or "a written policy
to protect whistleblowers."40 Three-quarters of the boards "do not re-
quire board members to disclose .. . financial interests in entities doing
business with the nonprofit."4 1

Dana Brakman Reiser notes that the focus of many reform proposals
has been on greater and greater disclosure with insufficient focus on en-
forcement.42 Reiser analyzed the federal and state proposals for reform
looming in 2005 and noted that they emphasized disclosure without
attending sufficiently to enforcement that could deal with the problems
disclosed.4 3 Reiser points out that people engaged in fraud are unlikely
to disclose their violations and that extensive disclosure requirements
impose burdens on nonprofits that can undercut their ability to focus on
their missions." She emphasizes that "governmental enforcers of non-
profit obligations are seriously encumbered by their lack of resources.
The scarcity of resources for nonprofit enforcement by states is legend-
ary.""5 Given the current condition of state finances, it is highly unlikely
that this situation has improved.4 6

Reiser is equally unimpressed with the power of public disclosure,
noting that "nongovernmental actors have insufficient resources, incen-
tives, and authority to adequately enforce nonprofit accountability.""7

In contrast to the for profit world, the nonprofits lack shareholders and

39. Jennifer Chandler Hauge, Good Governance Is Sound Risk Management, NON-

PROFIT RISK MGMT. CTR., (Aug. 10, 2011, 11:34 a.m.), http://www.nonprofitrisk.org/
library/articles/board09lOO7l.shtmL.

40. Id.
41. Id.
42. Reiser, There Ought to Be a Law, supra note 3, at 602.
43. Id.
44. Id. at 584-87.
45. Id. at 598; see also Craig Kaufman, Sympathy for the Devil's Advocate: Assisting

the Attorney General When Charitable Matters Reach the Courtroom, 40 REAL PROP.

PROB. & TR. J. 705, 727 (2006) (noting that the attorney general's lack of funds and lack
of information about charities leads to "necessarily selective prosecution of only the
most egregious of abuses"); Mayer and Wilson, supra note 3, at 539.

46. Pennsylvania, like most states in today's economy, is facing cutbacks and
reduced resources. See Paul J. Gough, Corbett Expected to Sign PA Budget, PrrTs-
BURGH Bus. TIMES, June 30, 2011, available at http://www.bizjournals.com/pittsburgh/
news/2011/06/30/corbett-expected-to-sign-pa-budget.html (outlining deep cuts to state
spending, including education).

47. Reiser, There Ought to Be a Law, supra note 3, at 602.
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attorneys representing them who have the financial motivation to "chal-
lenge any questionable activity."4 8 She concludes that "evidence has not
yet suggested that donor choice will be a robust enforcement tool."49 In-
dividual donors "will quite reasonably not be willing to expend the time
and energy required to investigate potential recipients of their charity in
advance." 0 Large donors already demand and receive extensive infor-
mation from nonprofits but that information is not necessarily available
to the public. Reiser notes,

Many nonprofits do not support their programs primarily through fundraising or
grant-seeking activities; they rely instead on fees paid for services and other income
sources. It is very difficult to imagine that consumers will obtain and use the en-
hanced public disclosures demanded by the proposals addressed here to elect where
to receive medical care, obtain an education, or attend a performance."

The disclosure focus assumes that donors and grantors will exercise
some market discipline on the behavior of charitable organizations.
The greater availability of information online has made it easier for
interested donors to investigate nonprofits. GuideStar allows a donor
to find out detailed information in just a few clicks.52 Certainly many
nonprofits are sensitive to how their information may be received, but
that sensitivity will be greater for nonprofits who depend on donations.

Charter schools are in the category of nonprofits that are not very
donor-sensitive. Indeed, their main source of funding in Pennsylvania is
from a source that has no choice about whether to provide that funding-
the school district in which the school is located.53 The school district,54

is like the IRS in Reiser's example, which receives "more information
regarding compliant tax-exempt organizations than it is able to review
systematically." Disclosure to regulators is not really the problem. The

48. Id.
49. Id. at 603.
50. Id.
51. Id. at 605.
52. GuideStar operates a website where nonprofits may post their 990 forms and

other information to be available to potential donors and other members of the public.
GUIDESTAR, http://www2.guidestar.org/ (last visited Aug. 8, 2011).

53. In Philadelphia and in many places the local school district has primary respon-
sibility for charter school oversight. This is an inherently uncomfortable relationship as
part of the underlying theory of charter schools is that they will provide competition
with traditional public schools and motivate the traditional schools to improve in order
to compete for students. See, e.g., BUCKLEY & SCHNEIDER, supra note 2, at 3.

54. Id.
55. Reiser, There Ought to Be a Law, supra note 3, at 599. The increased IRS de-

mands for information about various aspects of nonprofit governance, such as mainte-
nance of conflict of interest, whistleblower, and document retention policies has been
challenged as "stealth preemption" of matters traditionally left to the states. Fishman,
supra note 28, at 548-49.
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more critical need is for resources to allow the regulators to act on those
disclosures. The Philadelphia School District Charter Schools Office
has a staff of four to provide oversight to eighty schools.16 No additional
state funding is provided to support this oversight responsibility. Indeed
the funds that were budgeted in the past to help local school districts
cope with the transition to charter schools was eliminated in the most
recent Pennsylvania budget."

Public disclosure may be more effective for charter schools than
for the general nonprofit world because there are discrete groups with
strong motivation to examine public disclosures. But much of the in-
formation that charter schools must provide to their regulators is not
easily available to the public. Public disclosure is more likely to be
productive in the charter school situation because there are more actors
concerned with the performance of a controversial entity like a charter
school-unions, political actors, parents, teachers, and journalists all
may be motivated to explore the finances of schools if exploration is
made easier.

Reiser recommends significantly increased funds for regulators and
greater efforts to stimulate improved nonprofit behavior." Heightened
enforcement makes sense as the IRS and the state attorneys general
already have the expertise to take on cases of self-dealing and private
inurement. But it is difficult to imagine much political will for increased
funding in today's economic climate. Instead, improved training and
education of board members may be a more reachable goal.

Melanie Leslie calls for clearer rules to enhance social norms against
self-dealing by nonprofit board members.5 9 She analyzes the psychol-
ogy of groupthink and demonstrates how nonprofit boards are highly
susceptible to its effects-tending to encourage domination of indi-
vidual voice by the group and domination of the group by a dynamic

56. Charter Fact Sheet, SCH. DisT. OF PHILA., http://webgui.phila.kl2.pa.us/
offices/c/charterschools/charter-fact-sheet (last visited Dec. 27, 2011).

57. Key Facts about the Final Education Budget for 2011-12, EDUc. LAW CTR.,

1 (2011), available at http://www.elc-pa.org/pubs/KeyFactsFinalEducationBudget7
11 II .pdf. Philadelphia has the bulk of the charter schools in Pennsylvania so it sus-
tained the bulk of this $224 million cut.

58. Reiser, There Ought to Be a Law, supra note 3, at 607-08.
59. Leslie, supra note 27, at 1183-84.
[N]onprofit boards are extraordinarily vulnerable to "groupthink"-a phenomenon
that occurs when members of a cohesive group, such as a corporation's board of
directors, place the desire for group unity ahead of the best interests of the nonprofit
corporation. Board members' preferences for consensus, approval, and group soli-
darity can intensify the effect of pre-existing biases that impede rational decision-
making, such as confirmation bias, ingroup bias, and overconfidence in one's ability
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leader, often the executive director of the nonprofit.60 Charter school
boards often include people who were involved in the founding of the
school and who have a strong relationship with the CEO.6" Leslie fur-
ther notes that a closed leadership style where the leader "telegraphs
her position at the outset of deliberations" and "discourages views or
information that conflict with her position" 62 can foster groupthink on
the part of the board.63

Leslie calls for the use of clear rules rather than fuzzy standards to
enhance development of social norms against self-dealing and conflict
transactions.' Rules clarify permissible and impermissible action and can
empower directors to stand up to the group by reducing the "costs of con-
frontation."65 Leslie further recommends rules that focus on better pro-
cedures to encourage "healthy group decision-making processes."" The
990 forms help in this process in that they require nonprofits to disclose if
they have conflicts of interest policies but the standards for those policies
remain fuzzy.67 The standard for revocation in the Pennsylvania Charter
School Law for example calls for denial of renewal of a charter for a
school's "failure to meet generally accepted standards of fiscal manage-
ment or audit requirements."68 This is far from clear. Leslie advocates for
a rule that requires "a majority of disinterested directors of the board to
establish that the transaction is in the corporation's best interest and that
the nonprofit is obtaining goods and services at 20% below market. . . ."69

to act fairly.... The more cohesive the group-that is, the more group members view
group membership as an important component of their identity-the more fertile the
ground for groupthink. When groupthink occurs, group members' desire to confirm
their place in the group may lead them to presume that the view of the majority or
dominant group members are sound and fair, and they may ignore or fail to seek out
information that contradicts those views. This misplaced loyalty to the group is often
unconscious. The result is that group members may ignore or minimize the dangers
of conflict of interest transactions.

Id. (footnotes omitted).
60. Id.
61. Id.
62. Id. at 1195.
63. Leslie, supra note 27, at 1208. Leslie points to the 2007 report of the Urban

Institute's Center on Nonprofits and Philanthropy which reported that over 20% of non-
profits engaged in financial transactions with board members and that 75% did not
require board members to disclose conflicts of interest so that self-dealing was most
likely underreported overall. Id.

64. Id. at 1212.
65. Id. at 1224.
66. Id. at 1220.
67. Instructions for Form 990, IRS, http://www.irs.gov/instructions/i990/ch02.html#

d0e5410 (last visited Dec. 27, 2011) (detailing disclosure requirements in Line 12a).
68. 24 PA. CONS. STAT. § 17-1729-A(a)(3) (Supp. 2008).
69. Leslie, supra note 27, at 1223.

46 THE URBAN LAWYER VOL. 44, No. 1 WINTER 2012



CHARTER SCHOOLS AND FINANCIAL ACCOUNTABILITY

The need for clarity is well illustrated by a recent decision of the
Pennsylvania Ethics Commission involving the Multi-Cultural Acad-
emy Charter School."o The Commission's report, following a two year
investigation, found it "disturbing" that the founder of the school,
Vuong Thuy,1 rented a property he and his wife owned to the school,
receiving a "substantial benefit," but concluded that there was no clear
and convincing evidence he broke the law.72 The report noted that the
school's board chair approved the lease but the full board did not vote
on it. The school rented three different properties connected to Thuy
and his wife. It initially rented a property they owned. When the school
expanded, it subleased a second property owned by Thuy and his wife
who originally leased it to a separate nonprofit that they both worked for.
The nonprofit subleased the property to the school. In 2008, the school
moved to a building that the nonprofit bought from the School District
and paid rent of more than $500,000 a year, a third of the school's an-
nual budget. Thuy was involved in the lease arrangements and selected
the appraiser who set the rent, according to the Philadelphia Inquirer's
story on the Commission's report. The Commission ultimately con-
cluded that this situation did not violate the law even though it was
"disturbing" and Thuy received "substantial pecuniary benefits" from
the leases.73 If the Commission had been using Leslie's clear standard
instead of the vaguer standard of the Ethics Act,74 it seems likely that
the outcome would have been different.

70. Martha Woodall, Pa. Ethics Panel Says it Didn't Have Evidence to Prove Viola-
tions by Former Charter School Head, PHILA. INQUIRER, July 26, 2011, at BI [herein-
after Woodall, Pa. Ethics Panel].

71. Martha Woodall, Charter's Board Ousts it Founder, PHILA. INQUIRER, May 8,
2011, at B I [hereinafter Woodall, Charter's Board Ousts it Founder]. Thuy was re-
moved as CEO of the school in May 2011 after the board and parents objected to his
mounting legal bills being paid out of school funds and to problems with unsanitary
conditions at the school. Id.

72. Woodall, Pa. Ethics Panel, supra note 70.
73. Id.
74. The Pennsylvania Public Official and Employee Ethics Act, 65 PA. CONS. STAT.

§ 1102, defines conflict of interest as:

Use by a public official or public employee of the authority of his office or employ-
ment or any confidential information received through his holding public office or
employment for the private pecuniary benefit of himself, a member of his immediate
family or a business with which he or a member of his immediate family is associ-
ated. The term does not include an action having a de minimis economic impact or
which affects to the same degree a class consisting of the general public or a subclass
consisting of an industry, occupation or other group which includes the public official
or public employee, a member of his immediate family or a business with which he
or a member of his immediate family is associated.

65 PA. CONS. STAT. § 1102 (2010).
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Reiser stresses that "[n]onprofit fiduciaries and employees need to
be trained to fulfill their monitoring and enforcement roles more effec-
tively."I' The Charter School Law does not require any board training.
The Department of Education website offers a 2004 Power Point pre-
sentation on the obligations of board members that is relatively skimpy
on details.76 It primarily advises board members that the board should
obtain legal counsel to better understand the requirements of running a
school."

The need for board training and for board members to clearly under-
stand their duties is heightened by the reality that many charter school
boards have members who also serve on the boards of related organiza-
tions. To cite just one rather extreme example, the president of the board
of the Germantown Settlement Charter School, Emanuel Freeman,
served as the executive director of the parent organization, Germantown
Settlement, and as the president of the board of a related subsidiary, the
Greater Germantown Housing Development Council, which was the
charter school's landlord." In 2007, a year before the school's charter
was revoked, four of the twelve school board members were also offi-
cials of the parent organization, including Freeman and his wife.79

III. Philadelphia Charter Schools: An Illustration

Philadelphia is home to the majority of charter schools in Pennsylva-
nia.s0 One fourth of Philadelphia public school students will be enrolled
in charters rather than traditional public schools in the 2011-2012 school

75. Rieser, There Ought to Be a Law, supra note 3, at 608.
76. Charter School Regulations, PA. DEPT. EDUC., http://www.portal.state.pa.us/

portal/server.pt/community/charter school-regulations/7359 (last visited Dec. 27, 2011).
77. Id.
78. Martha Woodall, Germantown Charter School's Use of Taxpayer Funds Being

Investigated, PHILA. INQUIRER, Oct. 12, 2008, at Al [hereinafter Woodall, Germantown
Charter School's].

79. Id.
80. 2011-2012 Charter School Listing, PA. DEP'T. EDUC., (2011), http://www.portal.

state.pa.us/portal/http;//www.portal.state.pa.us;80/portal/server.pt/gateway/PTA
RGS_0_123531 1188316_0_0_18/2011-2012%20Charter%20School%20Listing.pdf.
(listing 154 charter schools in Pennsylvania and 74 in Philadelphia. Additionally, this
listing actually undercounts Philadelphia schools by two as it lists the Laboratory Char-
ter School address as Bala Cynwyd, Pa. The actual Laboratory Charter schools them-
selves are in Philadelphia but the management company run by their former founder,
Dr. June Brown, is at the Bala Cynwyd address). See 2010-2011 Philadelphia Charter
Schools Directory, PHILA. SCH. DIsT. (2010), http://webgui.phila.kl2.pa.us/uploads/
X5/HW/X5HW6vgCeaXiRe-tl xlhA/Charter-Directory-2010-201 1.pdf (listing 77 schools
in Philadelphia as it also includes two schools, not just one, run by Alliance for Progress).
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year.' Philadelphia, then, is a useful case study for governance issues
that can affect this form of nonprofit organization. And just as the scan-
dals within the nonprofit sector led to calls for regulation and reform of
nonprofits generally, some of Philadelphia's charter schools have expe-
rienced serious governance issues that should also raise questions about
oversight and financial accountability in the charter school sector.82

A. Scandals to Date

According to the Philadelphia Inquirer, nineteen Philadelphia charter
schools are under investigation by federal authorities, as of this writ-
ing.83 There have been four prosecutions of administrators at schools,
resulting in five convictions, two indictments, and one suicide.84

The most serious situation involved the Philadelphia Academy Char-
ter School, founded in 1999 by Brien Gardiner. Gardiner and his succes-
sor, Kevin O'Shea, exploited their positions at the school to get inflated
salaries and kickbacks from contractors, used school funds to pay for

81. Cf Charter Fact Sheet, supra note 56 (indicating the number of students attend-
ing charter schools in Philadelphia).

82. Philadelphia is not alone in raising these questions. The Chester Community
Charter School presents a different type of governance structure that also merits in-
quiry. That school is completely run by a private, for profit management company that
handles all operations at the school. Dan Hardy, Charter Raises Scores; Finances Raise
Questions; Pa. Wants to Know How Popular Chester School is Spending Public Money.
PHILA. INQUIRER, Dec. 28, 2008, at Al. The school opened in 1998 and had received
over $60 million by the time of the Inquirer article. The school's fight to block docu-
ment requests made under the Right to Know Act was unsuccessful. Zager v. Chester
Cmty. Charter Sch., 934 A.2d 1227 (Pa. 2007). This article will keep its focus on Phila-
delphia however.

83. Eighteen of the schools are involved in investigations by the U.S. Attorney for
the Eastern District of Pennsylvania. Martha Woodall, U.S. Probe Widens to 18 City
Charters; Details Are Sought on the Use of Public Money, PHILA. INQUIRER, May 3,
2010, at Al [hereinafter Woodall, U.S. Probe Widens]. An additional school, Truebright
Academy, is part of a national Gulen schools investigation that is beyond the scope of
this article. Fethullah Gulen is a Turkish exile whose followers have founded over 120
charter schools across the United States. Stephanie Saul, Charter Schools ied to Tur-
key Grow in Texas, N.Y. TIMES, June 7, 2011, at Al.The primary concern of the federal
investigation is that the schools have obtained many visas for employees-for example,
the Truebright Academy in Philadelphia has received twenty-one visas since it opened
in 2007. Charter Schools' Foreign Ties Probed, UNITED PRESS INT'L,, Mar. 20, 2011,
available at http://www.upi.com/TopNews/US/2011/03/20/Charter-schools-foreign-
ties-probed/UPI-74411300657872/; Martha Woodall & Claudio Gatti, WikiLeaks Files
Detail U.S. Unease over Turks and Charter Schools, PHILA. INQUIRER, April 4, 2011
(noting Truebright received twenty-one visas).

84. Woodall, U.S. Probe Widens, supra note 83. The article notes a March 2010 report
by the Inspector General for the U.S. Department of Education, noting more than forty
criminal investigations of charter schools nationally, resulting in eighteen indictments
and fifteen convictions for crimes including embezzlement, inflation of enrollment fig-
ures, and creation of companies to divert funds from schools. See Final Management
Information Report, U.S. DEP'T EDUC., (2010), http://www2.ed.gov/aboutloffices/list/
oig/invtreports/x42k0002.pdf [hereinafter Inspector General's Report].
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improvements at O'Shea's home, and took money from school vending
machines." O'Shea pled guilty to mail fraud and theft charges and was
sentenced to thirty-seven months in prison. He admitted to stealing $1
million from the school. Rosemary DiLacqua, the former president of
the Board of Trustees, pled guilty to accepting $34,000 from O'Shea
and Gardiner, to awarding O'Shea an annual salary of $204,000 without
notice to the rest of the board, and to giving Gardiner a consulting con-
tract worth $100,000 per year for ninety days worth of work.8 6 She was
sentenced to 366 days in prison." Gardiner committed suicide shortly
before the charges were made public."

The Inspector General's report detailed the investigations leading to
the convictions of administrators of the Center for Law and Economics
Charter School and the Raising Horizons Quest Charter School. 89

In 2006, the Principal and Chief Administrative Officer of the Center for Economics
and Law [charter school] . . . was sentenced to prison and ordered to pay $206,553
in restitution for his role in a scheme to inflate the student count of the school. He
directed school employees to report students as enrolled who had actually dropped
out of school or who had transferred to out-of-State or private schools. He knew that
the local school district computer system could not readily track students once they
left the district."

Inflating the student enrollment had the effect of inflating the payments
due to the school from the School District as those payments are made
on a per pupil calculation.91 The Center for Economics and Law Charter
School was closed in 2003.92

Two administrators from the Raising Horizons Quest Charter School,
the Chief Executive Office and the Chief Financial Officer, pled guilty
to conspiracy and alteration of records. 93 They tried to cover up their

85. Martha Woodall, Jail for Charter School's Ex-Chief: Kevin O'Shea was Sen-
tenced to More Than 3 Years for Embezzling from Philadelphia Academy, PHILA. IN-
QUIRER, Oct. 23, 2009, at Al.

86. Id.
87. Martha Woodall, Ex-Chief of Charter Board in Prison: Rosemary DiLacqua is

Serving a 366-day Term for her Conviction in a Fraud Case, PHILA. INQUIRER, Feb. 3,
2010, available at http://articles.philly.com/2010-02-03/news/25219787_1_bureau-of-
prisons-spokeswoman-medium-security-prison-mail-fraud.

88. Woodall, U.S. Probe Widens, supra note 83.
89. Inspector General's Report, supra note 84, at 3.
90. Id. The bulk of the funding for charter schools in Philadelphia is the per pupil

allotment each receives from the School District. Inflating enrollment inflates that al-
lotment.

91. Id.
92. Dale Mezzacappa, Tales of Wrongdoing Grow, PHILA.PUB.SCH. NOTEBOOK

(2010), available at http://www.thenotebook.org/summer-2010/102550/tales-wrong-
doing-grow.

93. Id.; Inspector General's Report, supra note 84, at 3.
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misappropriation of school funds for personal use. They altered their
credit card statements by removing or changing personal expenses, in-
cluding the purchase of alcohol, and inserting charges that purported to
be for school-related expenses. 94 The school is under new management
with a new board and is now the Global Leadership Academy Charter
School.95

More recently, two people involved in the founding of New Media
Charter School, Hugh C. Clark and Ina M. Walker, were indicted on
charges that they stole $522,000 from funds intended for the school.96

Clark was the president of the Board of Trustees of the school and
Walker was the CEO. Both stepped down from these roles as a condi-
tion of the School Reform Commission's renewal of the school's char-
ter in 2010.9 The indictment alleges that Clark and Walker used charter
school funds in other businesses including a private school they were
involved in founding, a restaurant, and a web-design company.98

The School Reform Commission revoked the charter of the German-
town Settlement Charter School in 2009 because of both academic and
financial problems. 99 The board of the charter school, which overlapped
with the board of Germantown Settlement, the founding organization,
fought the closure but was ultimately unsuccessful. "

B. Regulatory Structure

The general concerns about nonprofits outlined above, including the
problem of insufficient oversight and inadequate board training, affect
charter schools as well. Volunteer boards can lack time and training

94. Id.
95. Mezzacappa, supra note 92.
96. Martha Woodall, Two Former Officials of Philly Charter School Indicted.,

PHILA. INQUIRER, Apr. 15, 2011, available at http://articles.philly.com/2011-04-15/
news/29421529_Icharter-school-lotus-academy-walker-and-clark.

97. Id.
98. Id. Both have pled guilty to theft charges. See supra note 19.
99. Woodall, Germantown Charter School's, supra note 78, at Al. The school had

failed to meet the federal Annual Yearly Progress standard required by No Child Left
Behind since opening except for one year when it managed to get into the "Making
Progress" category. It was running deficits and faced eviction by a sister non-profit,
Greater Germantown Housing. Id. According to the Inquirer's review of the school's tax
filings and other documents, the school spent only 38.4% of its budget on instruction
and owed money to a variety of venders including utilities, textbook publishers, nurses,
and the state retirement fund for employees. Id.

100. The School Reform Commission voted to deny renewal of the charter in Oc-
tober 2008 and the state charter appeals board upheld the decision in February 2009
resulting in closure of the school at the end of the 2008-2009 academic year. Martha
Woodall, Teachers: Charter Stiffed Staff Germantown Settlement Charter Employees
Did Not Receive Paychecks Last Week as Scheduled, PHILA. INQUIRER, July 28, 2009,
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to deal with their responsibilities. The general regulatory scheme for
non-profits also applies to charter schools. As 501(c)(3) organizations,
charter schools file informational tax returns yearly with the IRS."'
Most of the schools in Philadelphia post these returns on GuideStar.102

The schools are also subject to the Pennsylvania Nonprofit Corpora-
tion Lawl 03 which subjects them to oversight by the Pennsylvania At-
torney General. The Pennsylvania Department of Education requires
each school submit an annual report and a financial audit.'" The re-
ports, which detail the school's demographics, mission, and educational
plans, are available on the Department of Education website but the
audits are not.105 Finally, the schools are required to submit documents

available at new-charter-charter-money-art-teacher. The School Reform Commission
process included three days of hearings on the proposed closure and a thirty day com-
ment period. See Order Denying Germantown Settlement Charter School's Renewal of
Charter, SCH. REFORM COMM'N, (Oct. 15, 2008), available at http://webgui.phila.kl2.
pa.us/uploads/Rc/ET/RcETMKlaPUsY6glpHW0syg/SRC-Resolution-GSCS.pdf.

101. See Automatic Revocation of Exemption, IRS (last reviewed or updated Oct. 24,
2011) http://www.irs.gov/charities/article/0,,id=239696,00.html.

102. GUIDESTAR, http://www2.guidestar.org/ (last visited Aug. 8, 2011). Only a few
of the Philadelphia charter schools' 990 forms are not available on GuideStar. Those
few are the Arise Academy Charter High School, the Mathematics, Civics and Sciences
Charter School, Sankofa Freedom Academy Charter School, and the Southwest Lead-
ership Academy Charter School. People for People Charter School had only the 2004
form as the most recent available. Two additional schools are too new to have the forms
available as there is a time lag between filing and posting. These include the Antonia
Pantojo Charter School and Eastern University Academy Charter School.

103. 15 PA. CONS. STAT. §§5101, 5103 (1995).
104. See Annual Financial Report, 2010-11 Fiscal Year, PA. DEP'T EDUC., http://

www.education.state.pa.us/portal/server.pt/community/annual-financial-report_-
schooldistrict/7310 (last visited Dec. 28, 2011).

105. Annual Reports and Enrollment Data, PA. DEP'T EDUC., http://www.portal.
state.pa.us/portal/server.pt/community/annual-reports/7357/20 10_charter schoolan
nual reports/704673 (last visited Aug. 11, 2011). For example, the Antonia Pantojo
Community Charter School submitted its most recent Annual Report on Monday Feb-
ruary 7, 2011. Charter Annual Report, Antonia Pantoja Community Charter School,
PA. DEP'T EDUC., 1 (Feb. 7, 2011), available at http://www.portal.state.pa.us/portall
server.pt/document/1046192/antonia-pantoja.community-cs-charter annual-report-
approved_2010_report pdf [hereinafter Antonia Pantoja Community Report]. That re-
port identifies the school as including grades kindergarten through 8th grade with 710
students, 660 of whom are Hispanic and 92% are low-income. Id. at 3. The Report
states the

mission is to offer a bilingual, bicultural, academically enrich [sic] education that
draws from the social, historical experiences of Puerto Ricans and other Latinos liv-
ing in the United States. Our academic program is characterized by the use of tech-
nology, project based learning and a commitment to community building, critical and
high academic standards.

Id. The report details the academic goals, core beliefs, vision and shared values of
the school and outlines its strategic planning process, including activities designed to
implement the strategies and the status of each activity. Id. at 3-9. This information all
focuses on the academic strategies and activities of the school. The reports also include
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to the Philadelphia School District's Office of Charter Schools which
has oversight. '0 They may also be scrutinized by the District's Inspec-
tor General.o'0 Members of the boards of trustees for the schools are
public officials and are subject to the Pennsylvania Public Official and
Employee Ethics Act, enforced by the state Ethics Commission. 0 The
trustees must file annual Statements of Financial Interest which are re-
viewed by the Commission." It investigates violations of the Act. 10

Though this regulatory structure produces a lot of paper, it does not
necessarily result in much actual oversight. The Attorney General's of-
fice is essentially reactive, responding to reports of serious, typically po-
tential criminal activities."I The Attorney General's office is not funded
or staffed to initiate on going investigations to unearth problems, illus-
trating the concerns expressed by Reiser and other nonprofit scholars.112

This is true for all charities and non-profits, not just charter schools.113

The IRS, in theory, can follow up with the 990 informational returns
and can revoke the 501(c)(3) status of organizations that engage in self-
dealing or other activities incompatible with that status. But the IRS too
is not funded at a level that allows thorough investigation of all concerns
raised by the 990 filings from so many nonprofit organizations.I"1

The Philadelphia School District Charter School Office is respon-
sible for processing applications for renewal of charters and focuses

data on the school's special education program and the PSSA scores. See id. at 30-31.
There is some coverage of governance, including identification of the board member-
ship and explanations of professional development of board members. Id. at 32. The
only coverage of finances is in section VI which identifies the fundraising activities of
the school, states that financial statements are prepared for the board meetings and the
budget is approved by the board. Id at 33. It identifies the accounting system and the
auditor and reports on audit findings-in Pantoja's case, the report says that the audit is
taking place and the report will be sent to the Department of Education when received.
Id. at 34.

106. Charter Schools, PHILA. DEP'T EDUC., http://webgui.phila.kl2.pa.us/offices/c/
charterschools/ (last visited Dec. 28, 2011).

107. See id.
108. 65 PA. CONS. STAT. § 1102 (2010).
109. Id.
110. Pennsylvania Ethics Act, 65 PA. CONS. STAT. §§ 1101, 1101.1 (2010). The Act

requires a filer to disclose her occupation, creditors for debts over $6,500, sources of
income, gifts in excess of $250 from other than family or friends; transportation, lodg-
ing and hospitality in excess of $650, all offices, directorships, or employment, and
any financial interest in any for profit business, including an interest transferred to an
immediate family member within the last year. § 1105. The Charter School Law makes
members of the boards of trustees and charter school administrators' public officials
subject to the Ethics Act. 24 PA. CONS. STAT. § 17-1715-A(l 1), (12) (2010).

111. Kaufman, supra note 45, at 726-729.
112. Reiser, There Ought to Be a Law, supra note 3, at 598-599.
113. Id.
114. Id. at 599.
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its limited staff primarily on examination of schools which are up for
renewal. The Charter School Office has only one tool at its disposal-
the threat of recommending revocation of the charter."' It does not have
any explicit authority to intervene in a charter school's governance in
a more limited way. The District receives no designated extra funding
from the state to cover the costs of oversight of these schools.

C. Questions Arising from the Available Documents

There are three main sources of public information about the finance
and governance structure of the schools-the individual school web-
sites,"' the annual reports filed with the Pennsylvania Department of
Education, and the 990s. Schools are also subject to Pennsylvania's
Right to Know law which requires government agencies, including tra-
ditional and charter public schools, to provide existing agency records,
subject to a number of exemptions, when a member of the public makes
a valid request under the law."' The Pennsylvania Auditor General oc-
casionally does its own audits of charter schools which are posted on
the department website."8 What follows is the results of my examina-
tion of the available the public documents to see what questions they
raise about the financial status and behavior of the Philadelphia schools.
I am not in a position to know whether these questions present serious
concerns or whether there are good and valid explanations for the issues
they raise. I have a more limited task-to show that even based on the
public documents, there are questions that demonstrate greater attention

115. Denial of renewal of a charter is an extraordinarily difficult process. The School
Reform Commission denied renewal of two charters in 2008, the Germantown Settle-
ment Charter School and the Renaissance Charter School. Both decisions were subject
to three days of hearings following months of investigation by the Charter School Of-
fice. See Order Denying Germantown Settlement Charter School's Renewal of Charter,
supra note 100, at 45; Order Denying Renaissance Charter School's Renewal of Char-
ter, SCH. REFORM COMM'N, 37 (Oct. 15, 2008), available at http://webgui.phila.kl2.
pa.us/uploads/vb/Pn/vbPnSHUoOPpwTKHW5bgubQ/SRC-Resolution-RCS.pdf.

116. A few schools lack websites which makes finding information on them quite
difficult. They are Ad Prima Charter School, Antonia Pantoja Charter School, Labora-
tory Charter School, New Media Charter School, the Philadelphia Montessori Charter
School, and the Southwest Leadership Academy Charter School. The Mathematics,
Civics and Sciences Charter School webpage is listed as under construction.

117. 65 PA. CONs. STAT. § 67.101 (2010). I did not attempt to use the Right to Know
law to obtain documents that were not already available through GuideStar and the in-
temet. Given more time, it would be very interesting to make use of this process to see
how well it functions and how responsive the schools are. As noted infra, many of the
Philadelphia schools do not comply with the notice requirements of the Right to Know
law. See infra note 340 and accompanying text.

118. Latest Reports-School District Audits, PA. DEP'T AUDITOR GEN., http://www.
auditorgen.state.pa.us/Reports/School.html#Philadelphia (last visited Aug. 1, 2011).
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needs to be paid to the financial aspects of charters in Philadelphia so
that the questions can be answered.

Charter schools are often more complex than other non-profits be-
cause of the frequent intertwining of two entities, the charter and its
founding and/or supporting organization.' 9 Many of the Philadelphia
charters are related to another non-profit that either exists to provide the
facility for the school, that provides other support for the school (e.g.
fundraising), or that developed the school in the first place. Many of the
schools and their related organizations have overlapping boards. The
board members are in a complicated position where it may be hard to
keep straight to whom they owe primary loyalty.

1. THE CONTROLLER'S REPORT

The Controller's Report identified several areas of concern-lack of
oversight, potentially inflated salaries, and potential conflicts of in-
terest. 120 The Controller's Office reviewed the files maintained by the
Charter School Office and looked at public information. It visited thir-
teen schools to compare and validate information available through the
Charter School Office and other sources.121 The review "avoided several
charter schools so as not to interfere with any ongoing inquiries, with
the exception of information concerning persons associated with the
schools selected for . . . review."1 22

The Report's initial findings were generally applicable to all the
schools and stressed the limited oversight performed by the Charter
School Office. 123 Finding 1 noted that fifty-one out of sixty-three of the
schools' files in the Charter School Office were incomplete and lacked
documents like the application, the agreement, articles of incorporation,
including one file that was missing entirely.124 The Report noted that the
Charter School Office was not compiling the required Annual Report
Compliance Summary for the School District Reform Commission,"'
and that the Charter School Office did no serious review except when
a school's charter was up for renewal.126 The Report further faulted the

119. Controller's Report, supra note 18, at 7-14.
120. Id. at Executive Summary.
121. Id. at 1.
122. Id. At the time of the review, there were sixty-three charter schools in Phila-

delphia. Id.
123. Id.
124. Controller's Report, supra note 18, at 1.
125. Id. at 3.
126. Id. ("The School District of Philadelphia was not compiling the Annual Report

Compliance Summary and providing this summary to the SRC, as mandated."). Fur-
thermore, "the School District of Philadelphia's lack of active oversight is not ensuring
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Charter School Office for failure to monitor the financial disclosure
statements of charter school officials and for failing to require that the
schools have conflict of interest policies.12 7 The Report noted that the
Charter School Office did not communicate directly with the Boards of
Trustees and failed to monitor the schools' lease agreements.'28

The Report also noted specific problems with the thirteen schools it
visited for more in depth reviews. 12 9 The Report specifically notes that
ten of the thirteen schools had lease agreements with related parties.13 0

Pennsylvania provides funds to charter schools for reimbursement of
rental payments but not for reimbursement of mortgage payments.131

All thirteen of the schools received the state reimbursements for rental
payments but the Report raised questions about the appropriateness
of some of the agreements-e.g. "one school owned the building but
leased it to a for-profit entity who then subleased the building back to
the school."'32 The Report found no effective oversight to insure that
the schools were paying only fair market rent for the facilities leased
from related organizations or in some cases from the individuals who
founded the schools. 133

that charter schools are fulfilling their charter contracts with the School District." Id. at
4. The Report notes that the CSO does review the schools extensively when they are up
for renewal but any other annual review is minimal. See id.

127. Controller's Report, Finding 4, supra note 18, at 4 ("The CSO does not re-
ceive, review, nor monitor the required annual financial disclosure statements of char-
ter school officials.") Id. The Report notes that the Ethics Act requires charter school
officials, as public officials, to be "free of conflicts of interest." Id. "However, in our
review the SDP did not require charter schools to have a formalized conflict of interest
policy and the CSO does not review nor maintain a copy of charter schools' policies.").
Id. Furthermore, "[t]he CSO does not receive, review nor have copies of charter schools
conflict of interest/ethics policies." Id. at 4.

128. Controller's Report, Finding 6, supra note 18, at 5 ("The CSO had no record of
nor has any communication with the charter schools' boards of trustees, even though
they are the ones legally entrusted with proper use of public funds."). Additionally, "[t]
he CSO is not monitoring charter school facility leases, has no policy concerning leas-
ing agreements, how the leases are negotiated, how fair market value is established nor
who is involved." Id. at 5.

129. The Report does not identify or describe how these particular schools were
selected for the in depth review. It is not possible to ascertain whether the problems
identified were also areas of concern for the other fifty schools. See id.

130. Id. at 6 ("Many charter school leasing agreements are through related parties,
all of which appear to be designed to obtain additional state funding.").

131. 24 PA. CONS. STAT. § 25-2574.3 (2006).
132. Controller's Report, supra note 18, at 6.
133. Id. at 7 ("Many charter schools, through leasing agreements and associated

non-profits, are transferring taxpayer funds to non-profits that are not accountable to
the school district."). Finding 10 stated, "[c]harter schools, through leasing agreements
with associated non-profits, are transferring taxpayer fund to non-profits, those funds
are being used in a questionable manner and the non-profits are not accountable to the
School District." Id. at 8.
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The Report expressed concern about boards failing to exercise inde-
pendent oversight of school administrators and pointed to payment of
salaries to principals far in excess of what assistant superintendents of
the School District were paid. 13 4 The boards tended to defer to the CEOs
and authorized payments even when the CEOs were drawing full time
salaries from more than one school.'

The Report concluded with a list of specific recommendations for
new legislation and policies that would require corporate separation be-
tween the charter schools and related entities, clear conflict of interest
policies, prohibit transfers of public funds or property without payment
of fair market value, and would establish a mechanism to determine
compensation for key employees of charter schools. 13 6 The Report

Finding 11 stated, "[c]harter schools leasing arrangements may involve conflicts of
interest, remove funds from public scrutiny and may not be in the best interest of the
schools." Id. at 9. For example, the CEO of one charter school and his wife owned the
facilities which were leased to an associated non-profit which then subleased the facili-
ties to the school. Id. at 9. Finding 12 stated, "[c]harter schools' leasing arrangements
appear not to be negotiated at arm's length, without independent fair market assess-
ments, and with no requirements, guidance, or oversight from the SDP." Controller's
Report, supra note 18, at 10. "In only one of the 10 charter schools where related party
leases were executed was an alleged independent fair market value rental assessment
provided to the Controller's Office." Id. at 9. Finding 13 noted, "charter schools are
guaranteeing loans for facilities owned by others." Id. at 10. In six of the ten schools
with related party leases, the "related party was an associated non-profit and owned
the facilities and had entered into mortgage agreements where the charter schools had
guaranteed the loans." Id.

134. Id. at 11. Finding 14 noted, "[c]harter schools' Boards of Trustees are not al-
ways fulfilling their independent oversight responsibilities and legal requirements."
Controller's Report, supra note 18, at 11. For example, "[olne individual was running
three separate charter schools, one state chartered cyber charter school, one other non-
profit private school, three separate for-profit entities with the boards, employees, and
funds often intermingled." Id. Finding 15 stated, "[c]harter schools are not maintain-
ing corporate separateness and independence." Id. For example, "[i]n many of these
instances, the board of trustees of the associated non-profit and the charter school board
or employees were intermingled and corporate separateness was not apparent." Id. at
11. Finding 16 found, "[c]harter schools' CEOs may be unduly influencing their boards
of trustees resulting in questionable contracts, hiring practices and salaries." Id. at 12.
For example, "[i]n one school, the CEO's son was promoted to Chief Administrative
Officer and then CEO." Controller's Report, supra note 18, at 11. Finding 17 stated, "[s]
ome charter schools, which are non-profit entities, are entering into profit sharing ar-
rangements with management companies." Id. at 13. For example, "in two instances, we
found private management companies, both with related parties, where the agreement
called for the company to receive a certain percent of the gross receipts of the school."
Id. at 12. Finding 18 stated, "[c]harter school's annual reports are conducted by firms
that are not independent agents of the government, may not accurately portray the finan-
cial position of the school, and may not be the best vehicle to uncover fraud, waste and
abuse." Id. at 14. For example, "[the] interviews revealed that the auditors are generally
selected by the CEO of the schools and not the Board of Trustees who are ultimately
responsible." Id. at 13.

135. This practice was specifically barred under a subsequent amendment to the
Pennsylvania Charter School law. 24 PA. CONS. STAT. § 17-1715-A(12) (Supp. 2008).

136. The Report recommended that schools:
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called for the School District to improve charter school oversight and to
conduct annual assessments of each school.137

2. VARIATIONS IN 990S'38

A review of the 990 forms available on GuideStarl3 9 exposes several
areas of concern. I focused on the variations in expenses listed for ac-
counting services, legal services, and management fees. I also noted ex-
penses that seemed unusual compared to those listed for most schools.
Finally, the 990 forms noted whether the school is running a surplus or
a deficit." None of these items necessarily prove there is a financial
problem with the school but the wide variation in expenditures and the
existence of significant deficits and surpluses do show that someone
should be taking a look at the schools' situations to make sure that there
is not a problem.

The 990 forms require the filer to list the expenses for accounting
services. 14 1 Schools need bookkeeping and audits. The expenses listed
for the Philadelphia schools from the 990 forms ranged from a high of

Take action to close existing loopholes that allow shell corporations for property
ownership, leasing and additional state payments. Propose legislation to allow a com-
plete audit of any fund transfers or other dealings with associated entities or non-
profits. Amend legislation to require Philadelphia's City Controller, the Philadelphia
School District's auditor, to establish an auditing selection process. Prohibit transfers
of any public funds or property to any entity without payment of fair market value.
Establish clear conflict of interest policies including corporate separateness between
schools and other entities. Prohibit schools from guaranteeing loans for property or
items where there is no direct school involvement. Prohibit agreements for services
based on a percentage of revenues. Establish an independent mechanism for deter-
mining compensation for CEO/CAO.

Controller's Report, supra note 18, at 16 (bullet points omitted).
137. The Report called for the School District to:
Improve charter school oversight, accountability and management. Conduct annual
assessment as currently required by SRC mandate. Require schools to provide com-
plete records and review those records. Require schools to submit their annual fi-
nancial disclosure reports to the School District to review for possible conflicts of
interest. Require schools to provide board minutes and review for conflict of interest
issues, proper accountability, open selection of vendors, etc. Establish and monitor
a truly independent audit system. Establish a system for auditing any fund transfers
or dealings with associated non-profits. Monitor audit findings and require charter
schools to follow up on the findings. Establish an independent system for determin-
ing fair market value for properties. Establish a recommended conflict of interest
policy that includes associated entities and non-profits. Establish a recommended
nepotism policy.

Controller's Report, supra note 18, at 16.
138. Data from the most recent 990 available through Guidestar, in most cases the

2009 form but in a few, as noted, a year earlier or later. See GUIDESTAR, http://www2.
guidestar.org/ (last visited Dec. 29, 2011)

139. Id.
140. Form 990, IRS (2010), available at http://www.irs.gov/pub/irs-pdf/f990.pdf.
141. Id.
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Northwood Academy Charter School'42 listing two separate expenses
for accounting at $369,240143 and an additional $370,889'" to Charter
School Choice, Inc. as an independent contractor for accounting ser-
vices, to entries of zero.145 Most schools listed under $100,000 for this
expense but several spent more than $100,000. 1

There is a similar wide variation in amounts listed for legal expenses.
For both accounting and legal expenses, some forms list an expense in
the basic form and also denote additional payments to independent con-
tractors for accounting or legal services. I have added the two amounts.
Many list amounts under $100,000 but several schools spent well over
that amount, including Franklin Towne Elementary Charter School
at $111,294;147 Franklin Towne Charter High School, $112,952;148

142. See Form 990, IRS (2008), available at http://www.irs.gov/pub/irs-prior/
f990-2008.pdf (requiring in Part IX, line 11(c), that filer list the accounting fees for
services).

143. Northwood Academy Charter School 2007 990 Form, 2 (May 15, 2009),
available at http://www.guidestar.org/FinDocuments/2008/202/633/2008-202633383-
0528a6e8-9.pdf. The same 990 form lists $7,146,826 for the school's total expenses. Id.
at 2. I will provide the total expenses for comparison purposes.

144. Id. at Schedule A.
145. Eugenio Maria De Hostos Charter School 2008 Form 990, IRS, 10 (Feb. 9,2010),

available at http://www.guidestar.org/FinDocuments/2009/232/964/2009-232964772-
05b6e920-9.pdf. (total expenses $2,406,473); Folk Arts-Cultural Treasures Charter School
2009 Form 990, IRS, 1 (Feb. 2,2011), available at http://www.guidestar.org/FinDocuments/
2010/522/457/2010-522457806-06c2770b-9.pdf(totalexpenses$5,948,292);FreireCharter
School 2008 Form 990, IRS, 1 (May, 12, 2010), available at http://www.guidestarorg/
FinDocuments/2009/233/001/2009-233001981-061d4070-9.pdf (total expenses $4,993,849);
HarambeelnstituteScienceandTechnologyCharter2008Form990,IRS, 1(May 17,2010),
available at http://www.guidestar.org/FinDocuments/2009/232/926/2009-232926214
061a6330-9.pdf (total expenses $5,166,855).

146. Delaware Valley Charter High School 2008 Form 990, IRS, 10 (May 13,2010),
available at http://www.guidestar.org/FinDocuments/2009/232/993/2009-232993943-
061936f8-9.pdf (listing an accounting expense of $115,000 and total expenses of
$8,088,542); Mastery Charter High School 2009 Form 990, IRS, 10 (March 18, 2011),
available at http://www.guidestar.org/FinDocuments//2010/233/060/2010-233060542-
07011b36-9.pdf (listing an accounting expense of $133,105 and total expenses
$10,542,706); New Foundations Charter School 2008 Form 990, IRS, 6, 10 (May 6,
2010), available at, http://www.guidestar.org/FinDocuments/2009/233/040/2009-
233040993-0609d4ec-9.pdf (listing payment of $146,760 to Santilli and Thompson
for accounting services in addition to general entry of $29,769 and total expenses
$6,226,698); West Oak Lane Charter School 2008 Form 990, IRS, 10 (Mar. 26,
2010) $173,500 http://www.guidestar.org/FinDocuments/2009/232/946/2009-232946223
0601158f-9.pdf (listing an accounting expense of $173,500 and total expenses of
$7,252,574).

147. Franklin Towne Charter Elementary School 2009 Form 990, IRS, 8, 9 (Feb.
13, 2011), available at http://www.guidestar.org/FinDocuments/2010/264/634/2010-
264634765-06d6fb64-9.pdf (total expenses $2,086,723).

148. Franklin Towne Charter High School 2009 Form 990, IRS, 10 (Nov. 1, 2010),
available at http://www.guidestar.org/FinDocuments/2010/233/038/2010-233038855
06bld377-9.pdf (total expenses $10,482,017).
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Hardy Williams Charter School, $125,733;149 Germantown Settlement
Charter School, $179,736;151 Math, Sciences and Technology Charter
School, $110,920;'s' New Foundations Charter School, $111,207;112
Walter Palmer Leadership Learning Partners Charter School listing
payment of $144,311 '" to the law firm of Latsha Davis, plus legal fees
of $138,902;154 Philadelphia Academy Charter School, $338,853;155
Planet Abacus Charter School, $111,704;156 and Wakisha Charter
School, payment of $108,963151 to the law firm of Latsha Davis plus a
separate listed legal expense of $92,917. 158

Transparency is a huge issue as even the disclosed amounts are not
well-defined. Schools listed significant sums for management and pro-
fessional fees which were usually not further defined.' 59 There are also
entries for "other" or "purchases services" which are not further defined
and could be for anything. 160 The Hardy Williams Charter School'"' filing

149. Hardy Williams Academy Charter School 2008 Form 990, IRS, 10 (May
16, 2010), available at http://www.guidestar.org/FinDocuments/2009/522/173/2009-
522173268-061929a4-9.pdf (total expenses $8,234,678).

150. Germantown Settlement Charter School 2006 Form 990, IRS, 2 (May 7, 2008),
available at http://www.guidestar.org/FinDocuments/2007/233/001/2007-233001517-
040dffab-9.pdf (total expenses $4,125,273).

151. Mathematics, Science & Technology Community Charter School 2008 Form
990, IRS, 10 (May 10, 2010), available at http://www.guidestar.org/FinDocuments/
2009/232/963/2009-232963763-060715f9-9.pdf (total expenses $11,871,635).

152. New Foundations Charter School 2008 Form 990, IRS, 10 (May 6, 2010),
available at http://www.guidestar.org/FinDocuments/2009/233/040/2009-233040993-
0609d4ec-9.pdf (total expenses $6,226,698).

153. Walter D. Palmer Leadership Learning Partners Charter School 2008 Form 990,
IRS, 8 (May 14,2010), available at http://www.guidestar.org/FinDocuments/2009/233/
052/2009-233052612-05fb803a-9.pdf (total expenses $9,546,684).

154. Id. at 10.
155. Philadelphia Academy Charter School 2008 Form 990, IRS, 10 (May 14,2010),

available at http://www.guidestar.org/FinDocuments/2009/232/998/2009-232998638-
05fe3cbd-9.pdf (total expenses $15,242,250).

156. Planet Abacus Charter School Inc. 2009 Form 990, IRS, 10 (Feb. 15, 2011),
available at http://www.guidestar.org/FinDocuments/2010/611/524/2010-611524966-
06d366el-9.pdf (total expenses $2,717,400).

157. Wakisha Charter School Inc. 2008 Form 990, IRS, 8 (May 14, 2010), avail-
able at http://www.guidestar.org/FinDocuments/2009/232/998/2009-232998679-061d
08eb-9.pdf (total expenses $3,698,915).

158. Id. at 10.
159. See generally 2008 Form 990, IRS, 10, available at http://www.irs.gov/pub/irs

prior/f990-2008.pdf (requesting amount of expenses with limited, if any, additional
information).

160. Id.
161. Hardy Williams Charter School became part of the Mastery system of charter

schools in 2011 after this 990 was filed. Benjamin Herold, Mastery to Take Over Hardy
Williams Charter, PHILA.PUB. SCH. NOTEBOOK (Mar. 11, 2011), http://www.thenote
book.org/blog/1 13436/mastery-take-over-hardy-williams-charter.
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stands out in this category as it listed $229,400162 for "Professional
Development Services" paid to Barbara Moore Williams and Asso-
ciates and notes that "[t]hirty-four years ago the Board liaison was
related to the current Board chair through marriage." 63 Hardy Wil-
liams Charter School also paid $ 14 4 ,54 4 6 to LAM, Inc. for CEO
Services and an additional management fee of $278,901.165 Belmont
Academy Charter School paid $238, 457 to Community Education
Alliance of West Philadelphia (CEAWP), an organization with the
same board chair and overlapping board memberships whose mission
is "[t]o provide educational support." 6 6 Belmont Elementary Charter
School, a separate school ran by the same organization, paid $791,378
to CEAWP.167 Boys Latin of Philadelphia Charter High School listed
$455,926 for "purchased services."'68 Christopher Columbus Charter
School paid $84,542 for management.'16 Discovery Charter School
paid $299,440 for professional fees. 7 0 First Philadelphia Charter
School for Literacy listed $406,460 for other expenses for services.1
Franklin Towne Charter Elementary School listed $75,000 for man-
agement.17 2

Hope Charter School paid $191,472 for management services to Ju-
venile Justice Center of Philadelphia, which shares a common executive

162. Hardy Williams Academy Charter School 2008 Form 990, IRS, 8 (May 5,
2010), available at http://www.guidestar.org/FinDocuments/2009/522/173/2009-
522173268-061929a4-9.pdf (total expenses $8,234,678).

163. Id. at Schedule 0.
164. Id. at 8.
165. Id. at 10.
166. BelmontAcademyCharterSchool2008Form990,IRS,ScheduleRpage 1,3 (May,

14, 2010), available at http://www.guidestar.org/FinDocuments/2009/232/959/2009-
232959842-061d40a9-9.pdf (total expenses $1,289,800).

167. Belmont Charter School 2008 Form 990, IRS, Schedule Rpage 3 (May 14, 2010),
available at http://www.guidestar.org/FinDocuments/2009/371/437/2009-371437182-
061d4043-9.pdf (total expenses $5,491,150).

168. Boys Latin of Philadelphia Charter School 2008 Form 990, IRS, 10 (May 14,
2010), available at http://www.guidestar.org/FinDocuments/2009/203/597/2009-203597185-
061d0905-9.pdf (total expenses $3,921,085).

169. Christopher Columbus Charter School 2008 Form 990, IRS, 10 (May 17,2010),
available at http://www.guidestar.org/FinDocuments/2009/232/978/2009-2 32 9786 8 2-
0619bl2d-9.pdf (total expenses $6,508,566).

170. Discovery Charter School, Inc. 2009 Form 990, IRS, 10 (Feb. 14, 2011),
available at http://www.guidestar.org/FinDocuments/2010/743/097/2010-743097929-
06d006c5-9.pdf (total expenses $6,551,611).

171. First Philadelphia Charter School for Literacy 2008 Form 990, IRS, 10 (May 13,
2010), available at http://www.guidestar.org/FinDocuments/2009/233/062/2009-2330 62 230-
05f7 1 d28-9.pdf (total expenses $8,398,968).

172. Franklin Towne Charter Elementary School 2009 Form 990, IRS, 10 (Feb. 13,
2011), available athttp://www.guidestar.org/FinDocuments/2010/264/634/2010- 264 634 765-
06d6fb64-9.pdf (total expenses $2,086,723).
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director with the school. 73 Imani Circle Charter School paid $531,775
for professional services.'74 Imhotep Charter School paid "other" ex-
penses of $439,930,"17 and a management expense of $58,000."16
Khepera Charter School paid $109,192 for professional services'77 and
$139,911 for other administrative expenses."' It also paid $81,604'11
to Str8-Hand Management. KIPP Charter School paid $391,225 for
purchased services.s 0 Mariana Bracetti Charter School listed "other"
service expenses of $810,723.81 Maritime Academy Charter School
similarly listed "other" service expenses of $678,546.182

Mathematics, Science and Technology Charter School listed "other"
service expenses of $456,738.183 Mastery Charter High School listed
"purchased services" of $463,817'8 and a management expense of
$341,231.15 Mastery Charter School-Pickett Campus listed "other" ex-
penses of $ 886,881186 and a management expense of $347,333. 187 Mas-

173. Hope Charter School Inc 2009 Form 990, IRS, Schedule L (Mar. 31, 2011),
available at http://www.guidestar.org/FinDocuments/2010/233/081/2010-233081600-
070e442a-9.pdf (total expenses $1,872,995).

174. Imani Education Circle Charter School 2008 Form 990, IRS, 10 (May 13, 2010),
available at http://www.guidestar.org/FinDocuments/2009/232/997/2009-232997044-
0619a50b-9.pdf (total expenses $6,103,914).

175. Imhotep Institute Charter High School 2008 Form 990, IRS, 10 (May 13, 2010),
available at http://www.guidestar.org/FinDocuments/2009/232/961/2009-232961661-
060a2fa5-9.pdf (total expenses $6,652,566).

176. Id.
177. Khepera Charter School 2008 Form 990, IRS, 10 (May 10, 2010), available at

http://www.guidestar.org/FinDocuments/2009/233/060/2009-233060082-06084cbd-9.
pdf (total expenses $3,287,871).

178. Id.
179. Id. at Attachment 8.
180. KIPP Philadelphia Charter School 2008 Form 990, IRS, 10 (May 13, 2010),

available at http://www.guidestar.org/FinDocuments//2009/050/546/2009-050546103-
061d08cl-9.pdf. It should be noted that all of KIPP Charter School's financial infor-
mation is on the school's website through its Open Book policy. KIPP: PHILADELPHIA
SCHOOLs, http://www.kippphiladelphia.org/ (last visited Aug. 2, 2011).

181. Mariana Bracetti Academy Charter School 2008 Form 990, IRS, 10 (May 10,
2010) available at, http://www.guidestar.org/FinDocuments/2009/233/048/2009-233048397-
05f5ba42-9.pdf (total expenses $12,080,773).

182. Maritime Academy Charter School Inc 2009 Form 990, IRS, 10 (Feb. 15,2011),
available at http://www.guidestar.org/FinDocuments/2010/050/581/2010-050581916-
0704al6c-9.pdf (total expenses $8,245,690).

183. Mathematics, Science & Technology Community Charter School 2008 Form
990, supra note 152, at 10.

184. Mastery Charter High School 2009 Form 990, IRS, 10 (Mar. 18, 2011), available
at http://www.guidestar.org/FinDocuments//2010/233/060/2010-233060542-0701 1b36-9
pdf (total expenses $10,542,706).

185. Id.
186. Mastery Charter School-Pickett Campus 2009 Form 990, IRS, 10 (Mar. 18,

2011), available at http://www.guidestar.org/FinDocuments/2010/651/308/2010-651308951-
0700b6a5-9.pdf (total expenses $6,336,875).

187. Id.
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tery Charter School-Thomas Campus listed "other" at $691, 111,"
and management at $392,089.1'1 Mastery Charter School-Shoemaker
Campus listed "other" at $483,732190 and management at $377,431.1'
New Foundations Charter School listed a management expense of
$141,775.192 New Media Charter High School listed "purchased ser-
vices" at $653,715193 and "all other expenses" at $758,922.'94

Northwood Academy Charter School paid Philadelphia Academy
Services Inc. $373,567 for "consulting"l 9 5 and a separate consult-
ing fee to Brien Gardinerl96 of $67,917.197 Nueva Esperanza Charter
School paid "other" expenses of $632,649.198 Pan American Academy
paid a management expense of $138,90699 and "other" of $291, 852.20
Philadelphia Academy Charter School listed a management expense
of $136,354.201 Philadelphia Electrical and Technology Charter High
School listed "other" at $354,561.202 Philadelphia Montessori Charter

188. Mastery Charter School-Thomas Campus 2009 Form 990, IRS, 10 (Mar. 18,
2011), available at http://www.guidestar.org/FinDocuments/2010/204/861/2010-
204861191-07006377-9.pdf (total expenses $6,621,927).

189. Id.
190. Mastery Charter School-Shoemaker Campus 2009 Form 990, IRS, 10 (Mar. 18,

2011), available at http://www.guidestar.org/FinDocuments/2010/204/861/2010-
204 86 12 34 -

0700daaf-9.pdf (total expenses $6,369,051).
191. Id.
192. New Foundations Charter School 2008 990 Form, IRS, 10 (May 6, 2010),

available at http://www.guidestar.org/FinDocuments/2009/233/040/
2 009-2 330 4 099 3-

0609d4ec-9.pdf (total expenses $6,226,698).
193. New Media Technology Charter High School 2008 Form 990, IRS, 10 (May 10,

2010), available at http://www.guidestar.org/FinDocuments/2009/432/049/2009-4320 4 9174-
061d0879-9.pdf (total expenses $5, 169,228).

194. Id.
195. Northwood Academy Charter School 2007 Form 990, IRS, Schedule A

(May 15, 2009), available at http://www.guidestar.org/FinDocuments/2008/202/633/
2008-202633383-0528a6e8-9.pdf (total expenses $7,146,862).

196. Brien Gardiner subsequently killed himself just before federal fraud charges
were filed against him. Woodall, U.S. Probe Widens, supra note 83. This expense was
incurred before the investigation became public.

197. Northwood Academy Charter School 2007 Form 990, supra note 195, at
Schedule A.

198. Nueva Esperanza Academy Charter 2008 Form 990, IRS, 10 (May 11, 2010),
available at http://www.guidestar.org/FinDocuments/2009/232/853/ 2009- 2 32 8539 88 -
060afb7b-9.pdf (total expenses $8,344,604).

199. Pan American Academy Charter School 2008 Form 990, IRS, 10 (May 13,
2010), available at http://www.guidestar.org/FinDocuments/2009/26 2/133/2009-
262133132-061d09e6-9.pdf (total expenses $3,172,305).

200. Id.
201. Philadelphia Academy Charter School 2008 Form 990, IRS, 10 (May 14, 2010),

available at http://www.guidestar.org/FinDocuments/2009/23 2/998/ 2 00 9- 232 9 98 63 8-
05fe3cbd-9.pdf (total expenses $15,242,250).

202. Philadelphia Electrical and Technology Charter School 2008 Form 990,
IRS, 10 (May 11, 2010), available at http://www.guidestar.org/FinDocuments/2009/
233/073/2009-233073983-060a2f4e-9.pdf (total expenses 47,088,843).
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School listed a management expense of $226,735203 plus payment to
Omnivest Management, LLC of $96,250 for management services. 2

04

Philadelphia Performing Arts Charter School paid a management ex-
pense of $68,600205 and "other" of $206,916.206 Preparatory Charter
School of Math, Science, Technology and Careers paid consultant Edu-
cational First Inc. $196,350.207 John Badagliacco is listed as an em-
ployee of Educational First Inc. on the 990 form but as CEO of the
school on the Philadelphia School District's charter school directory.208

The school also listed "other" at $233,828.2" Richard Allen Prepara-
tory Charter School listed a management expense of $57, 620,210 and
"other" at $329,025.211 Universal Institute Charter School listed profes-
sional fees at $799,212212 and program expenses of $437,518.213 These
fees may include the management services payment to Universal Com-
munity Homes of $480,000.214

The Wakisha Charter School listed "purchases services" at $519,560.215
Walter Palmer Leadership Learning Partners Charter School listed
"other" at $912,274216 and a management expense of $135,410.217 The

203. Philadelphia Montessori Charter School 2008 Form 990, IRS, 10 (May 11,
2010), available at http://www.guidestar.org/FinDocuments//2009/680/570/2009-
680570752-06 10a9e4-9.pdf (total expenses $2,626,951)..

204. Id. at 8.
205. Philadelphia Performing Arts Charter School 2008 Form 990, IRS, 10 (May

17, 2010), available at http://www.guidestar.org/FinDocuments/2009/233/040/2009-
233040987-061011 cf-9.pdf (total expenses $4,601,708).

206. Id.
207. The Preparatory Charter School 2008 Form 990, IRS, 8 (May 12, 2010),

available at http://www.guidestar.org/FinDocuments/2009/232/954/2009-232954170-
061d402a-9.pdf (total expenses $6,383,321).

208. Compare id. at Schedule 0, with 2010-2011 Philadelphia Charter Schools
Directory, PHILA. SCH. DIsT., http://webgui.phila.kl2.pa.us/uploads/X5/HW/X5H-
W6vgCeaXiRe-tl xlhA/Charter-Directory-2010-201 1.pdf (last visited Dec. 28, 2011).

209. The Preparatory Charter School 2008 Form 990, supra note 207, at 10.
210. Richard Allen Preparatory Charter School Inc 2008 Form 990, IRS, 10 (May 17,

2010), available at http://www.guidestar.org/FinDocuments/2009/233/085/2009-233085452-
060faac2-9.pdf (total expenses $4,237,841).

211. Id.
212. Universal Institute Charter School 2008 Form 990, IRS, 10 (May 13, 2010),

available at http://www.guidestar.org/FinDocuments/2009/232/996/2009-232996040-
060ba998-9.pdf (total expenses $6,142,835).

213. Id. at 10.
214. Id. at 8.
215. Wakisha Charter School Inc. 2008 Form 990, IRS, 10 (May 14,2010), available at

http://www.guidestar.org/FinDocuments/2009/232/998/2009-232998679-06ldO8eb-9
pdf (total expenses $3,698,915).

216. Walter D. Palmer Leadership Learning Partners Charter School 2008 Form 990,
IRS, 10 (May 14,2010), available athttp://www.guidestar.org/FinDocuments/2009/233/
052/2009-233052612-05fb803a-9.pdf (total expenses $9,546,694).

217. Id.
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West Oak Lane Charter School listed "other" at $1,071,755;218 and
paid Ogontz Avenue Revitalization Corporation $210,000 in account-
ing fees. 219 The West Philadelphia Achievement Charter School paid
"other" of $432,145220 plus a $121,000 consulting expense to Barbara
Moore Williams and Associates. 22 1 The Wissahickon Charter School
listed a management expense of $58,000.222

Some of the forms showed unusual expenses that merit inquiry and
oversight. The Mariana Bracetti Charter School listed an expense of
$169,722 for conferences 223 and travel expenses of $52,184.224 The Mari-
time Academy Charter School listed travel expenses at $109,260.225 The
Mathematics, Science and Technology Charter School listed three ther-
apy and nursing providers at the same address as the school at $175,700
for nursing,226 $223,875 for therapy,227 and $101,727 for special edu-
cation speech therapy.228 The Nueva Esperanza Charter School listed
reimbursement for expenses to Nueva Esperanza, Inc. in the amount
of $442,189.229 The Walter Palmer Leadership Learning Partners Char-
ter School listed "supplies" at $642,994230 and paid a related organiza-
tion, the Palmer Foundation, a curriculum development fee of $132,128
which was calculated as 1.5% of income.23 1

3. HIGHLY COMPENSATED EMPLOYEES ISSUES

Potential conflicts of interest are a serious concern in the nonprofit world.
Private inurement is not supposed to occur. Charter school leaders, like

218. West Oak Lane Charter School 2008 Form 990, IRS, 10 (Mar. 26, 2010),
available at http://www.guidestar.org/FinDocuments/2009/232/946/2009-2329 4 622 3-
0601158f-9.pdf (total expenses $7,252,574).

219. Id. at Statement 2.
220. West Philadelphia Achievement Charter Elementary School 2008 Form

990, IRS, 10 (May 10, 2010), available at http://www.guidestar.org/FinDocuments/
2009/233/084/2009-233084321-060a2f33-9.pdf (total expenses $4,156,186).

221. Id. at 8.
222. Wissahickon Charter School 2008 Form 990, IRS, 10 (May 10, 2010), avail-

able at http://www.guidestar.org/FinDocuments//2009/020/534/2009-020534735-060
a2f69-9.pdf (total expenses $4,730,059).

223. Mariana Bracetti Academy Charter School 2008 Form 990, supra note 181, at 10.
224. Id.
225. Maritime Academy Charter School, Inc. 2009 Form 990, supra note 182, at 10.
226. Mathematics, Science & Technology Community Charter School 2008 Form

990, supra note 151, at 8.
227. Id.
228. Id.
229. See Nueva Esperanza Academy Charter 2008 Form 990, supra note 198, at

Schedule R pg. 3.
230. Walter D. Palmer Leadership Learning Partners Charter School 2008 Form

990, supra note 153, at 10.
231. Id. at Additional Data.
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leaders of other nonprofit entities, have a duty of loyalty to act in the
best interest of the organization, which includes a duty to not take ex-
cessive compensation.2 32 The Controller's Report expressed serious
concern about the salaries paid to administrators by some of the charter
schools. 233 The report focused on salaries during the 2007-2008 school
year and calculated that the 10 highest paid charter CEOs averaged
$175,246 per year, far more than the average $133,889 annual salary of
the School District Assistant Superintendents responsible for a number
of schools.234

The 990s from 2009 revealed that high salaries continue to be paid
by a number of schools though certainly not all of them. Fourteen of the
CEOs received over $150,000 in salary. Community Academy Charter
School paid Joseph Proietta, its CEO, $163,200235 and listed that he
also received $14,400 from a related organization. 23 6 The Charter High
School for Architecture and Design paid its head of school $155,000.237
Boys Latin of Philadelphia Charter School paid its CEO, David Hardy,
$165,000.238 Delaware Valley Charter High School's Earnest L. Holi-
day, CEO and Principal, received $150,575.239 First Philadelphia
Charter School CEO, Stacey L. Cruise-Clarke, was paid $155,000.240
Franklin Towne Charter High School CEO, Joseph Vendetti, received
$218,880,241 Global Leadership Academy Charter School's CEO,
Dr. Naomi Booker, was paid $90,664242 plus $72,211 from a related

232. Mayer & Wilson supra note 3, at 492.
233. See Controller's Report, supra note 18, at 11-12.
234. Id, at 11, B-2. The top 10 salaries ranged from a high of $204,000 (Kevin

O'Shea, CAO of the Philadelphia Academy Charter School) to a low of $150,000 (Dor-
othy June Brown, Ad Prima Charter School). Id. at B-2. Mr. O'Shea pled guilty to fraud
in 2009 and is no longer connected with the Philadelphia Academy Charter School. For-
mer CEO of Charter School Sentenced to 37 Months on Fraud, Theft, and Tax Charges,
FBI ( Oct. 22, 2009), http://www.fbi.gov/philadelphialpress-releases/2009/phl02209.
htm. Dr. Brown also collected the second highest salary, $193,597, as CAO of the Labo-
ratory Charter School. Controller's Report, supra note 18, at B-2.

235. Community Academy of Philadelphia 2008 Form 990, IRS, 7 (May 13, 2010),
available at http://www.guidestar.org/FinDocuments/2009/232/920/2009-232920514-
061d0a02-9.pdf (total expenses $14,427,405).

236. Id.
237. Architecture & Design Charter School 2008 Form 990, IRS, 7 (May 17, 2010),

available at http://www.guidestar.org/FinDocuments/2009/232/996/2009-232996535-
06153d0c-9.pdf (total expenses $6,155,961).

238. Boys Latin of Philadelphia Charter School 2008 Form 990, supra note 168, at 7.
239. Delaware Valley Charter School Inc 2008 Form 990, supra note 146, at 7.
240. First Philadelphia Charter School for Literacy 2008 Form 990, supra note 171,

at 7.
241. Franklin Towne Charter High School 2009 Form 990, supra note 148, at 7.
242. Global Leadership Academy Charter School 2008 Form 990, IRS, 7 (May 14,

2010), available at http://www.guidestar.org/FmDocuments/2009/232/978/2009-232978457-
05f82c58-9.pdf (total expenses $4,891,237).
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organization.2 43 Hope Charter School CEO, Rich Chapman, received
$184,256.2" Mariana Bracetti Academy Charter School's CEO, An-
gela Villari, was paid $154,300.245 Multi-Cultural Academy Charter
School's CEO, Vuong Thuy, was paid $206,342246 plus $69,550 from
a related organization.247 New Foundations Charter School CEO, Paul
Stadelberger, received $151,027 .248 Philadelphia Academy Charter
School's CEO Larry Sperling was paid $175,000.249 World Communi-
cations Charter School CEO, Dr. Martin Ryder, received $151,733.250
The Philadelphia Inquirer calculated salaries in 2010 and noted two ad-
ditions to this list: John Badagliacco of the Preparatory Charter School
at $241,033251 and Veronica Joyner of the Math, Civics and Sciences
Preparatory Charter School at $155,000.252

Defenders of the high salaries argue that charter school leaders have
jobs akin to running an entire school district on a smaller scale. Naomi
Booker, CEO of the Global Leadership Academy Charter School, noted
that she essentially acts as a CEO of a school district, having to inter-
face with District officials and others from the city and state, while also
handling the administrative and business duties of running the charter
school.253

"'I'm like Arlene Ackerman, but on a smaller scale,' Booker said."25 4

Two other aspects of the salaries raise concern as well. At least some
of the charter schools are quite well supplied with administrators. 255 Even

243. Id.
244. Hope Charter School Inc 2009 Form 990, supra note 173, at 7. The 990 lists

this amount as paid by a related organization, presumably the Juvenile Justice Center.
See id. Chapman is the executive director of both organizations. The school pays a fee
of $191,472 to the Center for "management services." Id. at 8.

245. Mariana Bracetti Academy Charter School 2008 Form 990, supra note 181,
at 7.

246. Multi-Cultural Academy Charter School 2008 Form 990, IRS, 7 (May 11, 2010),
available at http://www.guidestar.org/FinDocuments/2009/232/921/2009-232921398-
061Oad8e-9.pdf (total expenses $1,894,250).

247. Id.
248. New Foundations Charter School 2008 Form 990, supra note 152, at 7.
249. Philadelphia Academy Charter School 2008 Form 990, supra note 155, at 7.
250. World Communications Charter School 2009 Form 990, IRS, 7 (April 18,

2010), available at http://www.guidestar.org/FinDocuments/2010/232/918/2010-232
918089-06cd62af-9.pdf (total expenses $4,053,137).

251. The Inquirer notes that Badagliacco retired in 2007 but continued as CEO as a
contract employee. The total salary includes an annual pension of $85,200.

252. Charter School Salaries, PHILA. INQUIRER, Apr. 8, 2010, http://www.philly.
com/philly/gallery/CharterSchoolSalaries.html?c=n (last visited Aug. 10, 2010).

253. Wendy Harris, Charter Executive Pay: How Much Is Too Much?, THE NOTE-
BOOK (April, 2009), http://www.thenotebook.orglapril-2009/091206/charter-executive-
pay-how-much-too-much.

254. Id.
255. West Philadelphia Achievement Charter School has a CAO earning $135,000

plus a principal earning $125,000. West Philadelphia Achievement Charter Elementary
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if the salaries for each administrator are reasonable, where there are high
numbers, the total costs are high. A comparison to traditional public
schools is in order. C.W. Henry and Cook-Wissahickon are neighborhood
elementary schools.256 Both have site-based selection, meaning that the
school takes a primary role in selection of its staff. Cook-Wissahickon
is a K-8 school in Roxborough, enrolling 456 students in 2010-2011.257
Its administrative staff, excluding secretarial staff, comprises a prin-
cipal, an assistant principal, and a counselor.258 C.W. Henry is a K-8
school in Mt. Airy, enrolling 437 students in 2010-2011.259 It lists a
principal, a dean of students and two counselors. 2 0 Engineering and
Science is a magnet high school for grades 9-12, enrolling 704 students
in 2010-201 1.261 Its administrative staff is comprised of a principal, an
assistant principal, an operations officer for financial matters, a ros-
ter chair, a dean of students and two test coordinators.262 Compare the
number of administrators at charters with comparable or lower enroll-
ments. For example, the Alliance for Progress Charter School, has two
buildings with an enrollment of 297.263 Its staff directory lists a site ad-
ministrator for each building, a counselor, a director of curriculum and
instruction, a dean of students, an assessment and curriculum coordina-
tor and a CEO.26 Community Academy of Philadelphia Charter School

School 2008 Form 990, supra note 220, at 7. The school has an enrollment of 400
students according to its 2010 Annual Report. Charter Annual Report: West Phila.
Achievement CES, PA. DEP'T EDUC., 3 (Feb. 10, 2011), available at http://www.portal.
state.pa.us/portal/server.pt/community/annual-reports/7357/2010charter schoolan
nual-reports/704673.

256. See Cook- Wissahickon Elementary School, PHILA. SCH. DIsT., http://webgui.
phila.kl2.pa.us/schools/c/cookwissahickon (last visited Aug. 3, 2011); Charles Wil-
liam Henry, PHILA. SCH. DIsT., http://webgui.phila.kl2.pa.us/schools/h/henry (last
visited Aug. 3, 2011). For enrollment data for Cook-Wissahickon School Profile see
School Profile: Cook Wissahickon School, PHILA. SCH. DIsT., https://webapps.philasd.
org/school-profile/view/6410 (last visited Aug. 11, 2011), and School Profile: Charles
William Henry School, PHILA. SCH. DIST., https://webapps.philasd.org/school-profile/
view/6250 (last visited Aug. 11, 2011).

257. School Profile: Cook Wissahickon School, supra note 256.
258. Id.
259. Id.
260. Id.
261. Id.
262. About HSES, HIGH SCH. OF ENG'G & Sci.,, http://www.carver.phila.kl2.pa.us/

About.html (last visited Aug. 3, 2011).
263. Enrollment data is set out in the 2010 Annual Report filed with the Pennsylva-

nia Department of Education and available on the Department's website at 2010 Charter
School Annual Reports. Charter Annual Report: Alliance for Progress CS, PA. DEP'T
EDUC., 3 (Feb. 10, 2011), available at http://www.portal.state.pa.us/portal/server.pt/
document/104619 1/alliance-for.progress cs-charterannual report-approved_20 10
reportpdf.

264. Alliance for Progress Charter School Directory, AFPCS, http://www.afpcs.org/
forms/directory2010-201 1.pdf (last visited Aug. 3, 2011).
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is a large pre-K-12 school enrolling 1204 students in 2010-201 1.265 It

lists 18 administrators on its staff directory including a CEO, a COO, a
coordinator of enrichment programs, a business manager, a CIO, a vice
president and a special assistant to the CEO.266 Community Academy
upper school has a principal and deputy CEO, dean of students, a Dep-
uty CAO and a reading specialist.2 67 The middle school has a principal,
vice principal, a principal emeritus and consultant.2 68 The lower school
also has a principal. 269 Finally, the school also lists an operations depart-
ment including an operations manager, a facilities manager, an assistant
facilities manager, and a second shift supervisor.2 70

Global Leadership Academy Charter School is a K-8 school enroll-
ing 571 students in two schools. 27

1 It lists a CEO, an assistant principal,
a choice academy director, a director of management services, a dean
of students, a curriculum specialist, a professional development coach,
curriculum specialist, a coordinator of special education and a behav-
ior manager.27 2 Walter Palmer Leadership Learning Partners Charter
School is a K-I1 school with an enrollment of 758 students.273 It lists
a lead administrator for the middle school, a director of administrative
services, a director of human resources and support services, a chief
academic officer and lead administrator for the high school, a COO and
lead administrator for the elementary school, a director of student sup-
port services and dean of the elementary school, a business manager, a
student data compliance specialist, a controller, a director of technical
services, and a director of parent and community service.2 74 The West

265. Charter Annual Report: Community Academy of Philadelphia C.S., PA. DEP'T
EDUC., 3 (Feb. 10, 2011), available at http://www.portal.state.pa.us/portal/server.pt/
document/I046246/community-academy-of.philadelphiacs-charter annual-report-
approved_2010_report pdf.

266. Staff Directory, CMTY. ACAD. OF PHILA., http://www.communityacademy.org/
aboutstaff admin2.php (last visited Aug. 11, 2011).

267. Id.
268. Id.
269. Id.
270. Id.
271. Charter Annual Report: Global Leadership Academy CS, PA. DEP'T

EDUC., 3 (Feb. 14, 2011), available at http://www.portal.state.pa.us/portal/server.
pt/document/ 1046278/global_1eadership.academy-cs-charter-annualreport-ap
proved_20 10_ report pdf.

272. Administrators, GLOBAL LEADERSHIP ACAD. CHARTER SCH., http://www.gla
charter.org/index.php?page=administrators (last visited Aug. 3, 2011).

273. Charter Annual Report: Walter D. Palmer Leadership Learning Partners CS,
PA. DEP'T EDUC., 3 (Feb. 14, 2011), available at http://www.portal.state.pa.us/portall
server.pt/document/1046255/walter d-palmer_1eadership_1earning-partnerscs-char
terannual_report-approved_2010_reportpdf.

274. Staff Directory, WALTER D. PALMER LEADERSHIP LEARNING PARTNERS CHAR-
TER SCH., http://www.wdp-llpcs.org/directory.php (last visited Aug. 3, 2011).
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Oak Lane Charter School is a K-8 with an enrollment of 726 students.275

It lists a CEO, a chief of staff, an assistant principal, a board develop-
ment consultant, a director of informational technology, an office man-
ager, an information systems administrator, a dean of the lower school,
a director of academic and family support, a special projects coordina-
tors, a director of special education, and a dean of the middle school.276

It may be that all of these additional administrators serve important
and useful roles in these schools. It may also be that there is padding. The
Education Law Center has analyzed per pupil administrative expenses
for traditional school districts and charter schools across Pennsylvania
and determined that charter schools average annual administrative ex-
penditures per pupil of $1,506 in contrast to only $792 for district-run
schools. 277 These costs merit examination.

In at least two cases, the facts raise questions about the hiring of
family members for school positions. The Community Academy was
founded by Joseph Proietta who is listed on the school directory as the
founder, president and CEO of the school. 2 78 There are six other people
named Proietta on the faculty or staff of the school-principal emeri-
tus, consultant and teacher trainer Alberta Dilonardo Proietta; principal
and deputy CEO for operations in the upper school, Alberta Proietta
O'Brien; reading specialist Mary Proietta; humanities teacher Maureen
Proietta; reading specialist and athletics director Mark Proietta; and op-
erations manager John Proietta.m

The Walter Palmer Leadership Learning Partners Charter School was
founded by Walter Palmer who is the chair of the board of trustees for
the school. 280 He is also the chair of the board of the Palmer Foundation
which received a 1.5% of revenues fee from the school for curriculum
development. 28

1 According to the 2009 990, that fee was $132,128.282

275. Charter Annual Report: West Oak Lane CS, PA. DEP'T EDUC., 3 (Feb. 8, 2011),
availableathttp://www.portal.state.pa.us/portal/server.pt/document/1046256/west-oak_
lanecs-charter annual-report-approved_2010_report-pdf.

276. Our Team, W. OAK LANE CHARTER SCH., http://www.wolcs.org/OurTeam.html
(last visited Aug. 3, 2011).

277. Baruch Kintisch & Sandy Zelno, Five Key Questions about the State Agenda
for Public Education, EDUC. L. CTR., 6 (2011), available at http://www.elc-pa.org/
pubs/downloads%20201 1/ELCWhitePaper7-26-11 .pdf.

278. Staff Directory, supra note 266.
279. Id.
280. Dr. Walter D. Palmer, A Message from the Founder, WALTER D. PALMER

LEADERSHIP LEARNING PARTNERS CHARTER SCH., http://www.wdp-llpcs.org/page.
php?pid=4 (last visited Aug. 3, 2011).

281. Walter D. Palmer Leadership Learning Partners Charter School 2008 Form
990, supra note 153, at Additional Data.

282. Id.
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The 990 also discloses that two of Palmer's children are employed by
the school, Dara Palmer as a pre-K instructor and Amir Palmer in stu-
dent support.211

4. SURPLUSES AND DEFICITS

The 990s also show that some schools are running significant deficits-
and some are running surpluses. Again these may be justified by cir-
cumstance that the 990s do not reveal. But someone should explore
those circumstances to make sure that the deficits or surpluses do not
herald significant financial questions about the school's operation. The
990s list the following deficits for the following schools:

Ad Prima Charter School $1,066,835;284 Community Academy
$471,895 ;285 Delaware Valley Charter High School $342,512;286 Imani
Circle Charter School $237,730;"' Imhotep Institute Charter School
$219,291;288 Laboratory Charter School $768,934;289 Mastery Charter
High School $1,543,043;290 Multi-Cultural Academy Charter School
$305,540;291 Philadelphia Electrical and Technology Charter High
School $159,823;292 Planet Abacus Charter School $349,1 10;293 The
Preparatory Charter School $185,871;294 Walter Palmer Learning Lead-
ership Partners Charter School $467,370;295 and Young Scholars Char-
ter School $161,483.296

283. Id.
284. Ad Prima Charter School 2009 Form 990, IRS, 1 (Feb. 15, 2011), available at

http://www.guidestar.orglFinDocuments/2010/223/889/2010-223889882-06d68f3f-9.
pdf (total expenses $3,099,128).

285. Community Academy of Philadelphia 2008 Form 990, supra note 235, at 1.
286. Delaware Valley Charter High School, Inc. 2008 Form 990, supra note 146,

at 1.
287. Imani Education Circle Charter School 2008 Form 990, supra note 174, at 1.
288. Imhotep Institute Charter High School 2008 Form 990, supra note 175, at 1.
289. Laboratory Charter School 2009 Form 990, IRS, 1 (Feb. 15, 2011), available at

http://www.guidestar.org/FinDocuments/2010/232/927/2010-232927873-06d366f4-9.
pdf (total expenses $4,714,382).

290. Mastery Charter High School 2009 Form 990, supra note 146, at 1.
291. Multi-Cultural Academy Charter School 2008 Form 990, IRS, I (May 11,

2010), available at http://www.guidestar.org/FinDocuments/2009/232/921/2009-
232921398-0610ad8e-9.pdf (total expenses $1,894,250).

292. Philadelphia Electrical and Technology Charter School 2008 Form 990, supra
note 202, at 1.

293. Planet Abacus Charter School 2009 Form 990, supra note 156, at 1.
294. The Preparatory Charter School 2008 Form 990, supra note 207, at 1.
295. Walter D. Palmer Leadership Learning Partners Charter School 2008 990 Form,

supra note 153, at 1.
296. Young Scholars Charter School 2008 Form 990, IRS, 1 (May 7, 2010), avail-

able at http://www.guidestar.org/FinDocuments/2009/232/976/2009-232976339-060a
2263-9.pdf (total expenses $2,842,344).
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Other schools reported significant surpluses on the 990 forms, in-
cluding Maritime Academy Charter High School $1,035,467 ;297 Math-
ematics, Science and Technology $1,833,219;298 Northwood Academy
$1,427,451;29 Philadelphia Academy $1,879,670;31 and World Com-
munications Charter School $826,126.301 Again, there may be reason-
able explanations for the deficits and the surpluses, but they do raise
concerns that should be addressed by someone.

5. CONFLICTS OF INTEREST AND DIVIDED LOYALTIES
IN LEASING ARRANGEMENTS

Nonprofit board members owe a duty of loyalty and a duty of care to
their organizations. 302 These duties demand that the member exercise
the same degree of skill, diligence and care as would a prudent per-
son in similar circumstances.303 The duty of loyalty requires the board
member to act in the best interests of the organization.30" The compli-
cated leasing arrangements that many of the Philadelphia charters are
involved in challenge both of these standards.

The Controller's Report was strongly critical of the leasing arrange-
ments of many of the schools. 305 The leasing arrangements illustrate the
need for board training and attention to conflict of interest transactions.
Ten of the thirteen schools reviewed in the Report had leases with re-
lated parties, either the CEO of the school or an associated nonprofit.3*
The Report found no documentation that the rental agreements were
made at arms length and that in many cases the rental payments were a
primary source of income for the associated nonprofit. 307

Charter schools in Pennsylvania are motivated to rent rather than
to pay a mortgage because Pennsylvania reimburses them for rental
payments but not for mortgage payments.3 08 The Controller's Report

297. Maritime Academy Charter School Inc 2009 Form 990, supra note 182, at 1.
298. Mathematics, Science & Technology Community Charter School 2008 Form

990, supra note 151, at 1.
299. Northwood Academy Charter School 2007 Form 990, supra note 195, 1.
300. Philadelphia Academy Charter School 2008 990 Form, supra note 155, at 1.
301. World Communications Charter School 2009 Form 990, supra note 250, at 1.
302. Mayer & Wilson, supra note 3, at 491-492.
303. Id.
304. Id.
305. Controller's Report, supra note 18, at 4.
306. Id. at 6.
307. Id.
308. The Public School Code of 1949, 24 PA. CONS. STAT.§25-2574.3(a) (2006),

provides for state reimbursement to charter schools for annual rental payments where
the lease was approved by the state Department of Education up to a maximum calcu-
lated based on student enrollment. Elementary schools can receive $160 per student;
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concluded that the annual rents in at least some of the leases appeared
calculated to obtain the maximum reimbursement from the state rather
than reflecting fair market value.30 In two cases, the schools actually
owned the buildings but leased them to other entities who then sub-
leased the building back to the school.3 10 In two cases, the same indi-
vidual signed the lease as both the tenant and the landlord.31' In another
case, the charter school CEO signed the lease as the tenant and the
CEO's spouse signed as landlord.3 12 In only one case did a school pro-
vide the Controller with an independent fair market value assessment
for a related party lease. 3 13

The Multi-Cultural Academy Charter School in 2011 paid its land-
lord, the Indochinese-American Council, $43,000 per month in rent to-
taling $516,000 per year. The rent alone accounts for one-third of the
school's revenues.3 14 The founder of the school and until recently the
CEO, Vuong Thuy, was the executive director of the Council, which
he also founded. 315 The Council also employs his wife. The Report notes
that in addition to serving as CEO of the charter school and executive
director of the Council, Thuy was the treasurer of the charter school's
board of trustees.3 16

The facilities history for the school raises numerous questions about
potential conflicts of interest. The Report notes that the school origi-
nally operated in a property owned by Thuy and his wife. The property
comprised several parcels purchased by the Thuys in 1994 for $54,000

secondary schools receive $220 per student, and vocational-technical schools receive
up to $270 per student. Id.

309. Controller's Report, supra note 18, at 6.
310. Id. Franklin Towne Charter School owns its facility but leased it to Franklin

Towne Holdings LLC, a for profit entity whose president, Joseph Vendetti, is the CEO
of the school. Id. at E-2, E-3. Mr. Vendetti signed the lease in both capacities when
Franklin Towne LLC subleased the facility back to the school. Id. The Imani Educa-
tion Circle Charter School also owns its facility but leased it to Imani Foundation, Inc.
which subleased it back to the school. Id. at G-2, G-3. Francine Fulton signed the lease
and sublease as President of the school. Controller's Report, supra note 19, at G-2, G-3.
Her husband, Howard J. Fulton, signed as President of Imani Foundation, Inc. Id.

311. Id. at 9. The Report detailed that Veronica Joyner, who established both the
Mathematics, Civics and Sciences Charter School and its parent organization, Parents
United for Better Schools, signed the lease between the two organizations as both the
landlord and the tenant. Id. at 1-2.

312. Id.
313. Controller's Report, supra note 18, at 9. For example, the Community Acad-

emy Charter School leased a facility owned by International Education and Community
Initiatives (IECI). Id. at D-2, D-3. The School's CEO is the president of IECI. Id.

314. Woodall, Charter's Board Ousts it Founder supra note 71, at Bl.
315. Controller's Report, supra note 18, at D-2. Thuy was ousted by board after

parental and staff complaints about his management style and the condition of the build-
ing. Id.

316. Id. at J-2.
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and another in 2001 for $17,500.317 The Thuys rented both properties
to the Council for $11,520 per month. The school subleased from the
Council at the same rent for a total of $138,240 annually. The school
moved to its current location in 2009 into a building that the Council
bought from the Philadelphia School District.318

The Controller's Report detailed a similarly complicated purchase
and rental history for the Preparatory Charter School of Math, Science,
Technology and Careers.319 The charter school purchased a property in
2003 for $875,000 and spent $2,637,968 on building costs that fiscal
year according to IRS filings.3 20 In 2004, the school transferred the prop-
erty to an associated nonprofit, The Friends of the Preparatory Charter
School, for $1 and entered into a fourteen year lease with The Friends.3 2 1

The documentation reviewed by the Controller was conflicting as to the
monthly amount of rent. The lease stated the rent as $144,738 without
denoting frequency of payment. The IRS forms for the nonprofit and
the school set forth annual rent of $660,000.322 The school's CEO told
the Controller's representative that the school received $90,000 in state
lease reimbursements each month, raising the question of whether the
state reimbursement was exceeding the actual rental cost.323

The leasing arrangements detailed in the Controller's Report are
troubling but not necessarily wrong. The critical questions are whether
the schools are paying more than fair market rent for their facilities and
whether the schools are being used by the associated nonprofits to bol-
ster the revenues of the nonprofit at the expense of the schools. These
questions require careful analysis to answer and more information than
what is available from the public documents. The lease questions are
complicated by the interrelationships between the schools and the as-
sociated nonprofits. There is significant overlap of board membership
in many cases which raises the question of which organization com-
mands the board members' loyalty. It may be in the nonprofit's interest
to obtain a school facility for $1 but is that transaction really in the best
interests of the school? A board member who sits on both boards is in a
difficult position to answer that question. In the case of the Preparatory
Charter School of Math, Science, Technology and Careers, all three

317. Id. at J-4.
318. Id. at J-2.
319. Controller's Report, supra note 18, at M-1.
320. Id.
321. Id.
322. Id.
323. Id.
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members of the associated nonprofit's board were also connected to the
school including the school's board president who was the associated
nonprofit's treasurer, and the schools' board treasurer was the associ-
ated nonprofit's board secretary.3 24

The Report details several other cases of board overlap including the
Community Academy where the president, secretary, and treasurer of
the board of the associated nonprofit all worked in high level positions
at the school;3 25 Harambee Institute of Science and Technology Charter
School which also employed all three members of the board of directors
of its associated nonprofit, the Harambee Institute, Inc.; 32 6 the Math-
ematics, Civics and Sciences Charter School also employed all four
board members of its associated nonprofit, Parents United for Better
Schools;3 27 and New Foundations Charter School where the CEO of the
school was the secretary of the board of the associated nonprofit which
was also the school's landlord.328

The School Reform Commission decision to not renew the charter
of the Germantown Settlement Charter School was based in part on the
dire financial condition of the school, which was complicated by its
interconnections with its parent organization, Germantown Settlement,
and various other subsidiary nonprofits of the parent.3 29 The decision
notes that Emanuel Freeman, president of the charter school board, and
one of the founders of the school, was the executive director of German-
town Settlement and the president of Greater Germantown Housing and
Development Corporation, which was the school's landlord.330 Free-
man served as president of a total of sixteen entities and was a board
member for another four.33' The school had a second campus rented
from a subsidiary of Greater Germantown Housing Development Cor-
poration. That entity sued and got a judgment against the school for
overdue rent.33 2 The school's 2006 Form 990 also disclosed that it "has
from time to time loaned funds to another organization that the Board
President operates." 333 Four of the ten members of the charter school

324. Controller's Report, supra note 18, at M-5.
325. Id. at D-3.
326. Id. at F-2.
327. Id. at I-3.
328. Id. at K-2.
329. See Order Denying Germantown Settlement Charter School's Renewal of

Charter, supra note 100, at 45.
330. Id. at 26-27.
331. Id. at 27.
332. Id. at 28.
333. Id.
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board also served on or had a financial relationship with Germantown
Settlement.33 4

The School Reform Commission concluded that the judgment
against the school was evidence of fiscal mismanagement that sup-
ported its decision not to renew the charter.33 5 It went on to note that
the significant interrelationships between the school, Germantown
Settlement, and its other associated nonprofits were "concerning from
a conflict of interest perspective" and impaired the charter school
board's ability to focus on the school's operations.336 The School Re-
form Commission found insufficient evidence to prove conflicts of in-
terest in violation of the Ethics Act but noted that board members had
failed to file timely and complete Statements of Financial Interest and
that the evidence did show "an appearance of partiality by [the charter
school] towards these affiliated entities and possible conflicts of
interest. . . ."337

6. TRANSPARENCY CONCERNS

The KIPP Charter Schools website for Philadelphia is a model of
transparency that the other schools should emulate. KIPP uses an
Open Book system where it publishes all of its financial informa-
tion, along with information about academic progress, on its web-
site. 338 Unfortunately no other Philadelphia school matches this level
of transparency. Some schools have no websites at all.339 Only eleven
of the schools in the 2010-2011 directory of Philadelphia Charter
Schools have the required Right to Know notice on their webpage.340

Only half the schools listed their board memberships on their
webpage. 3 4 1

334. Order Denying Germantown Settlement Charter School's Renewal of Charter,
supra note 100, at 29.

335. Id. at 38-39.
336. Id. at 40-43.
337. Id. at 42.
338. KIPP: Open Book, KIPP: PHILA. SCHS., http://www.kippphiladelphia.org/

transparency-initiative.html (last visited Aug. 8, 2011).
339. These include Ad Prima Charter School, Antonia Pantoja Charter School, Eu-

genio Maria DeHostos Charter School, Laboratory Charter School, New Media Charter
School, Philadelphia Montessori Charter School and Southwest Leadership Academy
Charter School. One website, for the Mathematics, Civics and Sciences Charter School,
was under construction.

340. Based on webpages in 2010-2011 PSD charter school directory and Google
searches where links were bad. This is an improvement from the finding in the Control-
ler's Report in 2010 that no school had the notice. Controller's Report, supra note 18,
at ii.

341. See note 340 supra.
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IV. Proposed State Legislation Amending the
Pennsylvania Charter Law

Currently, the charter school legislation342 pending before the Pennsyl-
vania legislature does not do much to advance the cause of greater fis-
cal accountability for charter schools. 343 The legislative intent provision
of the bill does not mention fiscal responsibility.3" This section refers
only to holding schools accountable for "meeting measurable academic
standards." 345 The legislation would continue to require schools to be
organized as nonprofit corporations. 34 6 But it would allow schools to
contract with for-profit entities for school design, implementation, busi-
ness and management.347

The proposed revision tightens up some of the aspects of school gov-
ernance left open by the existing statute. It would prohibit individuals
from serving on boards as voting members where the individual or her
immediate family member "receives compensation from or is employed
by or is a board member of an authorizer who participates in the initial
review, approval, oversight, evaluation or renewal process of a charter
school or cyber charter school chartered by that authorizer."3" All board
members would continue to be public officials subject to the ethics and
financial disclosure laws.349 The bill bars board members from partici-
pation in transactions involving a conflict of interest350 and provides
for the removal of any board member who is convicted of a felony, an
infamous crime, an offense pertaining to fraud, theft or mismanagement

342. The legislation also applies to cyber charter schools which are chartered di-
rectly by the state. S.B. 904, 195th Gen. Assemb., Reg. Sess. (Pa. 2011). The cyber
charters are an important part of the charter landscape in Pennsylvania and enrolled
26,697 students according to the 2009 Annual Reports submitted to the Pennsylvania
Department of Education. See Charter Schools, PA. DEP'T EDUC., http://pa.gov/portal
server.pt/community/charter_schools/7356 (last visited Dec. 28, 2011). Cyber charters
are beyond the scope of this article but present their own interesting governance issues
as statewide virtual institutions without the fixed buildings of traditional public schools
or regular charter schools. They receive the same per pupil allotment as the bricks and
mortar schools even without the facilities and staffing expenses of the regular charter
schools.

343. Pa. S.B. 904. H.B. 1348, 195th Gen. Assemb., Reg. Sess. (Pa. 2011).
344. Pa. S.B. 904 § 1702-C.
345. Id. § 1702-C(6).
346. Id. § 1703-C, Definitions, defining "Charter school" as "[a]n independent pub-

lic school established and operated under a charter from an authorizer and in which stu-
dents are enrolled or attend. A charter school must be organized as a public, nonprofit
corporation. A charter may not be granted to any for-profit entity." Id.

347. Id. ("Educational management service provider.").
348. Pa. S.B. 904 § 1716-C(c).
349. Id. § 1716(1), referencing 65 PA. CONs. STAT. Ch. 11 (2010).
350. Defined by 65 PA. CONs. STAT. § 1102 (2010).
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of public funds or any offense pertaining to his official capacity as a
board member.35' Boards must have a minimum of five "nonrelated"
members, which is defined as an individual who is not an immediate
family member.352 "Immediate family member" however is limited by
definition to a parent, spouse, child, brother, or sister.353

Section 1704-C would establish a new State Commission on Charter
Schools that would be empowered to authorize new charter schools,
to exercise oversight of existing schools, and to decide whether to
renew charters. 35 4 Although local districts would retain their status as
authorizers, the Commission is likely to be more attractive to charter
developers. More important for my purposes, the Commission would
also decide on the renewal or revocation of charters going forward. The
Commission members would serve without compensation but would
have extensive responsibilities including development of best practices
for operation of charters, technical support, development of standard
form applications for charters, authorizing new charters, oversight
payments to charters, and the responsibility of ensuring that charters
comply with their obligations to children with disabilities.5 The Com-
mission would be responsible for overseeing "the performance and ef-
fectiveness of all charter schools and cyber charter schools."356 It would
have the power to provide to the relevant district attorney or the attor-
ney general information about possible violations of law it discovers3 7

and would determine whether to renew or revoke charters.358 It would
also publish the annual reports all schools must submit on the Commis-
sion website and provide a list of approved independent accountants
to conduct the required audits.35 9 The Commission would be funded

351. Pa. S.B. 904 § 1716(c)(4).
352. Id. §§ 1703-C, 1716(d)(1).
353. Id. § 1703-C.
354. The Commission would comprise three members appointed by the Governor

with the consent of the Senate, who must include a member of the State Board of Edu-
cation, a faculty member from a college or university, and a local school board member.
Id. § 1704-C(b). The General Assembly appoints four members of the Commission
including a charter school administrator or member of a board of trustees, appointed
by the majority leader of the Senate; a certified teacher in a traditional or charter public
school, appointed by the minority leader of the Senate, a member of the business com-
munity appointed by the majority leader of the House of Representatives, and a parent
of a child enrolled in a charter or cyber charter school, appointed by the minority leader
of the House. Id.

355. Pa. S.B. 904 § 1704-C(h).
356. Id. § 1704(h)(10).
357. Id. § 1704(h)(11).
358. Id. § 1704(h)(13).
359. Id. § 1704(h)(9), (16).
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by grants and by fees to be assessed to each charter school based on
student enrollment.360

The Commission has several potential weaknesses. Its funding ap-
pears inadequate for the tasks envisioned. 36 1 The Commission is largely
dependent on fees assessed on schools which will certainly provide at
least some motivation to increase the number of schools that will pro-
vide this financial sustenance. Charters would be renewed for a period
of ten years. 362 Most troubling is the provision that if the Commission
fails to "to formally renew a charter upon the expiration of initial or
renewed charter, the charter shall be deemed to be renewed for a pe-
riod of ten years."363 The standard for revocation for fiscal problems re-
mains the vague "failure to meet generally accepted standards of fiscal
management or audit requirements." 3M There is an additional provision
allowing revocation for "[f]ailure to maintain the financial ability to
continue as an ongoing concern according to generally accepted ac-
counting principles."365

The fundamental problems with the proposed changes are that, as the
Education Law Center notes, the Commission distances the oversight
of charter schools from local control and does not actually obligate the
new entity to do any oversight.366 Not only is the new entity dependent
in part on the existence of schools for its own financial existence, the
default is for renewal of charters if no action is taken.

The bill does beef up board accountability in some respects. Section
1715-C declares that charters "shall be accountable to the parents, the
public and the commonwealth, with the delineation of that account-
ability reflected in the charter." For schools chartered after the effective
date of the new law, one cannot be a voting member of board if she or an
immediate family member receives income from or is employed by or is
a board member of an authorizer.3 6 7 A board member cannot participate
in decisions where she has a conflict of interest as defined by 65 PA.

360. Pa. S.B. 904 § 1705-C(b). The annual fee will be $2,500 for schools up to 399
students, $5,000 for schools with 400-999 students, $10,000 for schools with 1,000 to
4,999 students, and $15,000 for schools with more than 5,000 students. Id.

361. The bill does contemplate increased funding if the revenues generated by fees
are not sufficient to "meet minimum enforcement efforts" over a two year period. Id.
§ 1705-C(b)(2). But there is no guarantee of adequate funding for these tasks.

362. Id. § 1723-C.
363. Id. § 1724-C (b).
364. Pa. S.B. 904 § 1724-C(c)(iii).
365. Id. § 1724-C(c)(iv).
366. Full Analysis of S.B 904 & H.B. 1348, THE EDUc. L. CTR., 2-3, 10 (2011),

available at http://www.elc-pa.org/pubs/CharterSchoolBillFullAnalysis.6.21.11 .pdf.
367. Pa. S.B. 904 § 1716-C.
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CONS. STAT. § 1102.368 The bill continues the current provision which
provides for discharge of a board member who is convicted of a felony
an infamous crime, an offense pertaining to fraud, theft or mismanage-
ment of public funds, or moral turpitude.3 69 The Board must have at
least five nonrelated voting members, including at least one parent.370

Section 1717-C requires that charter school administrators must file
statements of financial interests for the preceding calendar year with
the commission. It also continues the language added in 2009 that an
administrator cannot receive compensation from another charter school
or cyber charter school or education management service provider, but
it weakens this provision by allowing an exception where the compen-
sation is disclosed to and permitted by the board.371

Ultimately the proposed legislation does not really solve the exist-
ing limitations on oversight and effectively discourages oversight even
more by the potential for an automatic ten year renewal of a charter
without any investigation at all.

V. What is Needed? Standards, Authority, Tools

First, the standards for governance and financial accountability need to
be clarified. The laws governing charter schools should more closely
define self-dealing, nepotism rules, and criteria for board membership,
and should prohibit, or at least limit, overlapping membership on related
boards.372 Clearer rules should help charter school boards and adminis-
trators recognize the boundaries and adhere to them, and to improve the
norms of behavior in charter school governance as Leslie advocates for
nonprofits in general.373

The laws should also clarify who is in charge of oversight and fund
that entity sufficiently. There are clear advantages and disadvantages to

368. Id.
369. Id.
370. Id. § 1716-C(d).
371. Id. § 1717-C(c).
372. Private foundations for example are subject to more stringent rules on gover-

nance, in part at least because they are not subject to any market discipline from donors.
James J. Fishman, Wrong Way Corrigan and Recent Developments in the Nonprofit
Landscape: A Need for New Legal Approaches, 76 FORDHAM L. REv. 567, 581-584
(2007) (advocating that these rules be reconsidered as their primary effect has been
to make the IRS the "primary regulator of charitable fiduciary behavior."). Charter
schools, like the private foundations, do not benefit from any market discipline by do-
nors. Perhaps the more stringent rules would make sense though federal enforcement
through the IRS seems highly problematic.

373. Leslie, supra note 27, at 1226.
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having the primary oversight be the responsibility of the local school
district. The local district has the advantage of knowledge of the com-
munity and its needs and of accessibility. The Education Law Center
points out that moving oversight to the state level undercuts local input
into the running of a community's charter schools.3 74 The school dis-
tricts are disadvantaged by their somewhat competitive relationship
with the charters but this problem can be ameliorated by the state pro-
viding adequate funding for oversight responsibilities. The competitive
sense comes in large part from the way charters function as a drain
on resources for the local school districts. It is unreasonable to expect
oversight without funding for it. It is critical that resources be devoted
to the entity that has the responsibility of making sure that the charter
boards and administrators are properly handling the large sums of pub-
lic money that have been entrusted to them.

The regulator also needs a wider range of tools, including intermedi-
ate sanctions that can precede total revocation of the charter and give
the schools fair warning of problems while they can still be fixed. Guid-
ance is as important as enforcement. School Reform Commissioner,
Joseph Dworetzky, noted that the charter schools under review had a
positive reaction to the feedback they received and expressed a strong
desire for more frequent guidance.3 75 The School Reform Commis-
sion's Charter School Taskforce recommendations from 2009 similarly
stressed the need for more progressive review with annual feedback37

1

which should, at the school's option, include site visits at the mid-point
of charter. The Taskforce also recommended that the Charter School
Office refer schools for third party technical assistance with a variety
of matters including property management, preparing financial state-
ments, governance training, and "other operational challenges." 37 7 The
Taskforce recommended that the School Reform Commission should
take prompt action "with respect to the school's charter" where the
school fails to file legally required documents, especially the financial
audit and should not wait for the renewal process. 78 Governance and
fiscal problems can reflect more than misbehavior. They can easily re-
sult from a lack of board sophistication and training too. Intermediate

374. Full Analysis of S.B 904 & H.B. 1348, supra note 366, at 10, 20.
375. Dworetzky Interview, supra note 26.
376. Recommendations, CHARTER SCH. TASKFORCE II, 4 (Apr. 29, 2009), available

at http://www.phila.kl2.pa.us/announcements/cstf report.pdf.
The Controller also recommended heightened oversight efforts by the School Dis-

trict, including annual assessments of schools. Controller's Report, supra note 18, at 16.
377. Recommendations, supra note 376, at 5.
378. Id. at 6.
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steps are more likely to help schools ameliorate the problems so that
they do not face the ultimate sanction of revocation of the charter.

The restriction on state reimbursements to leases is a significant
contributor to the troubling lease arrangements criticized by the Con-
troller.37 9 This problem is easy to fix-the state should provide reim-
bursements for mortgage payments as well as for lease payments or it
should reimburse for neither one. Distinguishing between the two kinds
of facilities financing is an invitation to conflicts of interest. There is no
good reason to distinguish especially when the limitation encourages
schools to have inherent conflicts of interest with the related organiza-
tion that is providing the facility. The Controller recommends barring
transfers of public funds or property without payment of fair market
value and prohibiting schools from guaranteeing loans for property
where there is no direct school involvement." Dworetzky further rec-
ommends a ban on allowing shell corporations for property ownership,
leasing and additional state payments."' He would require corporate
separateness between schools and other entities and prohibit agree-
ments for services based on a percentage of revenues.382 These recom-
mendations would also reduce the conflicts of interest inherent in these
transactions between the schools and their associated nonprofits.

Increased transparency is also important. As noted above, the KIPP
website is a model that other charters should emulate. Each school
should have a website that includes its budget, its audit, 38 3 and that lists
the membership of the board of directors and the staff. The Taskforce
recommended that annual report cards for each school be posted on
District website, as they are for District operated schools. These report
cards should include, in addition to demographic and testing informa-
tion, a listing of board members, and a link to the school's budget and
audit.384

These disclosures, while useful, should not result in shifting the bur-
den of oversight to parents. Parents will be interested in the effective
workings of their schools but parents cannot be expected to take on the
burden of oversight. Proponents of charters and other forms of school

379. Controller's Report, supra note 18, at 5-6.
380. Id. at 16.
381. Id.
382. Id.
383. The Controller would require the City Controller to establish an auditing selec-

tion process and would require complete audits of any fund transfers or other dealings
with associated nonprofits. Id.

384. See Recommendations, supra note 376, at 17.
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choice often argue that parents can improve education simply by choos-
ing schools because they will be motivated to seek out the best educa-
tion for their children.115 I've challenged this argument at length and
will not repeat all of those points here.386 Parents are motivated by many
things but the financial status and governance of a school are not likely
to be high on the list when they are making a choice between schools.
Once a child is enrolled in a school, the parent may perceive risks to the
child if the parent raises questions that rock the boat. Parents who have
raised questions about the governance of their child's charter school
have not always fared well. When some parents at the Agora Cyber
Charter School raised questions about the management fee being paid
to the school's founder, Dr. June Hairston Brown, Dr. Brown filed a
defamation suit against the parents which is still pending.387 Obtaining
detailed information about school governance and finances is very dif-
ficult and time-consuming. Parents are much more likely to withdraw
a child from a troubling school situation than they are to pursue a fight.

Charter schools nationally receive billions of dollars in public funds.
Public accountability should accompany those funds. Professional reg-
ulators should be empowered to make sure that the money is spent as
intended and not for private gain.

385. See, e.g., JOHN E. CHUBB & TERRY M. MOE, POLITICS, MARKETS & AMERICA'S
SCHOOLS, 44-47 (1990) (arguing that choice is a panacea that will by itself improve
education).

386. Susan L. DeJarnatt, School Choice and the (Ir)rational Parent, 15 GEORGE-
TOWN J. POVERTY L. & POL'Y 1 (2008); Susan L. DeJarnatt, The Myths of School
Choice: Reflections on the Two-Income Trap, 4 RUTGERS J.L. & PUB. POL'Y 94 (2006).

387. Martha Woodall, Devon Charter Founder Sues Parents. The Parents Want
Information about Business Dealings. The Founder Says They Defamed Her.
PHILA. INQUIRER, Feb. 3, 2009, available at http://articles.philly.com/2009-02-03/
news/25282349-1_cyber-school-slapp-parents.
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