
Charter schools are inde-
pendent schools that are
publicly funded and reg-

ulated, operating under a charter
to create an independent educa-
tional program free of public
school bureaucratic controls. A
combination of academic success
and sound business management
is necessary to maintain a charter
for continued operations.

Since the first charter school
law was passed in Minnesota in
1991, enabling legislation has
been enacted in 39 states, the
District of Columbia, and Puerto
Rico. Heightened interest in edu-
cation reform has caused rapid
growth in recent years, and more
than 2,500 charter schools now
educate more than 550,000 chil-
dren in grades K-12. These

schools are especially likely to
find homes in inner-city neigh-
borhoods. In the District of
Columbia, where enabling legisla-
tion was passed in 1996, 40 char-
ter schools operate from 43 sites,
enroll more than 15% of the total
school-age population, and absorb
more than $105 million in public
funding support. The D.C. expe-
rience may become a precursor of
exponential national growth.

A major challenge in this
high-growth industry is securing
facilities financing. Consider the
following: An adequate school
facility requires 75-100 square
feet of total space per student,
and of this total at least 50%
should be classroom space (the
remaining space comprises
offices, hallways, cafeterias,

libraries, auditoriums, gymnasi-
ums, and bathrooms and utility
space). The average charter
school, with an enrollment of
about 250 students, requires
20,000-25,000 square feet. Several
recent surveys have shown that
finding adequate space for pres-
ent and projected enrollments is
becoming a critical issue nation-
wide. 

A survey conducted by the
Charter Friends National
Network and Ksixteen LLC in
April 2001 generated responses
from 280 schools attended by
more than 80,000 students in 19
states. Responses revealed that:
• 79% of the schools lease their

current facilities.
• 13% occupy space at little or

no cost.
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• The remainder own their
property. 
Some 60% of the surveyed

schools plan to move or expand
their facility, as the aggregate long-
term enrollment projections indi-
cate 63% growth. Another survey
conducted by the Charter School
Development Corporation in
October 2001 produced responses
from 109 schools in 20 states, with
planned facilities expansion costs
exceeding $846 million.

The U.S. Department of
Education has tracked the growth
in national enrollments in both
public schools and in charter
schools. Public school enrollment,
estimated at more than 50 million
students currently, has averaged
3.5% annual growth since 1996
and is expected to stabilize
around 53 million through 2010.
Realizing that the current charter
school population is just over 1%
of the national student total, it is
likely that the present rate of
growth for charter schools will
continue. Consequently, the
financing needs of these schools
will also continue to grow, repre-
senting a potentially attractive
market niche for lenders willing
and able to meet these needs.

The Market
Currently, Arizona, Michigan,

and California have 40% of the
charter schools in the country and
60% of the total charter school stu-
dent population. The demand for
education reform, or choice, is
reflected in steady growth through-
out the country. In May 2001, the
Center for Education Reform eval-
uated all of the states with
enabling legislation, rating each on
a variety of factors, such as:

• The level of political support
and the general “environ-
ment” for charter schools.

• The quality of regulatory
oversight and the level of
budgetary support.

• The actions taken to support
continued growth and expan-
sion of charter schools. 
The findings were presented

in a report-card format, with states
rated “A” through “F.” Not sur-
prisingly, the A-rated states had
the most charter schools in opera-
tion, followed closely by B-rated
states. The market opportunity for
charter school lending is greatest
in the states that were rated above
average. Over and above the risk
factors that must be evaluated for
every charter school financing
request, lenders may have to pro-
ceed more cautiously in states
where the lack of support may
produce a higher level of political
risk and renewal risk.

Regulation and funding.
Enabling legislation typically
includes provisions for regulation
and for funding. Each state estab-
lishes chartering authorities
responsible for the approval of
charter applications, renewal of
these charters, and oversight of
charter school operations and
results. Chartering authorities may
be an existing school board (state,
city, or local), a state university, or
a specially authorized charter

school board. Some states have
multiple chartering authorities or
a separate appeals board. 

In some jurisdictions, the
chartering authority is also respon-
sible for the public school system.
This dual role raises the potential
for conflicts of interest, as charter
schools are seen as competitors to
the public schools; the potential is
especially great in districts where
the public schools are perceived
as poorly run.

Funding for charter schools
also varies by state, but the gener-
al intention is to provide parity
with public schools. Because char-
ter schools have no separate tax-
ing authority, they generally
depend on continuing budgetary
appropriations from the state or
local districts. Some states also
fund a separate facilities
allowance per pupil, so that funds
for teacher salaries and program
costs are not consumed by costs of
occupancy, and may separate
funding for facilities to be
assigned to lessors and lenders.

Establishing a school.
Charter schools often stem from a
grassroots effort by local organiz-
ers, such as parents, educators,
and advocates for educational
choice and reform. Applications
for charters can come from new
schools, conversion of existing pri-
vate or even public schools to
charter status, or from for-profit
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education management compa-
nies (EMOs).

The business plan of a
prospective charter school is pre-
sented in its charter application,
with a focus on proposed program
structure and curriculum as well
as general organization and man-
agement. Planned enrollment and
grade levels must be identified,
along with the organizers and key
staff. Evidence of community
support and ongoing involvement
is often required. The strength of
the application lies in its academic
focus. The weakness is usually in
its financial focus—there may be
little start-up capital available, no
specific facility identified, and
complete dependence on achiev-
ing targeted enrollment levels to
support projected budgets. 

New schools often start in
temporary quarters that can house
initial enrollments—generally,
those students with some connec-
tion to the organizers. The space—
church basements, community
buildings, commercial or office
space, warehouse space, or modular
units—may prove inadequate for
long-term use. I have worked with
charter schools that have operated
in new retail space above a large
drug store, in a converted grocery
store, in a remodeled warehouse
building, in a former commercial
laundry, in former public school
buildings, in churches, and in a for-
mer Odd Fellows Lodge. In each

case, it was necessary to extensive-
ly remodel or renovate the proper-
ties for their intended use. 

The success of the best pro-
grams in attracting a larger num-
ber of students can be totally off-
set by a facility that is already at
capacity, particularly when there is
a shortage of available alternative
space. Some forward-thinking
schools are working with develop-
ers to create charter school “incu-
bator” space or are covering costs
of excess space by subletting it to
other schools until it is needed. In
fast-growth areas like Washington,
D.C., in which schools have been
hampered by a shortage of afford-
able available space, a secondary
market of school space may
emerge as growing schools vacate
space suitable for new schools.

Growth phases. Charter
schools seem to go through
growth phases, which I call
“infants and toddlers,” “adoles-
cents,” and “young adults.”
Infants and toddlers are the new
schools that need start-up space as
programs develop and initial aca-
demic results are produced. As
schools move from “newborn” to
toddler, their financing needs may
include initial working capital,
equipment purchases, and some
leasehold improvements. 

Growth experienced during
adolescence years (years three to
five) creates a need for more

space. Cash flow becomes less of
an issue if fixed costs are well
managed, and financing can
include more substantial lease-
hold improvements. The
strongest schools in the adoles-
cent group will be moving toward
facilities ownership, usually either
in existing space that may need
renovation, or, occasionally, in
new space. The usual barrier to
ownership is the lack of equity,
resulting in a surfeit of cash for a
down payment. Successful schools
will be building cash positions as
they build their net assets. Equity
also is available through leases
with purchase options that may be
priced below market at the time
of exercise. Seller financing can
be useful as well, either for the
full amount or for secondary
financing to be subordinated to a
conventional lender. 

After five years, successful
charter schools move on to young
adulthood, owning facilities that
may be funded with tax-exempt
bond financing. Although there is
not yet an active public market for
bonds to finance charter schools, a
growing number of schools have
financed their facilities with
bonds, including participations in
bond pools, which has been done
in Arizona. The major rating agen-
cies (Fitch, Moody’s, and
Standard & Poor’s) have started
providing investment-grade rat-
ings for some charter school bond
issues and are setting underwrit-
ing criteria to facilitate ratings for
future issues.

The EMOs. Education man-
agement organizations, estab-
lished during the past decade,
manage charter schools through-
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out the country. EMOs offer char-
ter schools educational programs,
back-office support, marketing
support for teacher and student
recruitment, and access to finan-
cial support, which can be critical-
ly important in acquiring ade-
quate facilities. However, EMOs
operate as for-profit corporations;
depending on the level of support
provided, management fees can
range from under 10% of gross
revenues to over 20%. 

The growth of EMOs has
mirrored the growth of the charter
school movement, with the largest
organizations focusing on building
market share before achieving
profitability. EMOs typically are
privately held companies that
have used their capital to cover
the costs of start-up operations
and facilities for new schools
being opened. EMOs generally
manage schools under contract
agreements but do not own the
individual schools, which operate
as individual nonprofit organiza-
tions that have local governing
boards. EMOs may support credit
to individual schools through cor-
porate guarantees and by subordi-
nation of their management fees
to lender interests.

Most EMOs have not yet
achieved profitability, and the
industry is rife with mergers and
acquisitions. Stronger, better capi-
talized companies acquire weaker
companies that have “burned
through” their capital with their
expansions. The lender should
carefully evaluate the EMO to
determine the quality of its man-
agement and the level of support
provided to an individual school.
The largest EMOs currently are
Edison Schools, Chancellor

Beacon Academies, and Mosaica
Education: each of these compa-
nies has made a major acquisition
of another EMO within the past
year. 

Underwriting
There are both general

and unique risks associated
with lending to charter
schools. As risks are identi-
fied, so are the underwrit-
ing steps needed to assess
them. I use the fundamen-
tal five Cs of credit (capaci-
ty, character, collateral, cap-
ital, and conditions), with
an additional C—for charter.

Capacity & capital
evaluation: repayment
risk. The charter school’s
capacity is assessed to
determine repayment risk.
Since much of the school’s
capacity is driven by its
present and projected
enrollments, it is important
to note the present enroll-
ment as reported to the
chartering authority and
verified by attendance
records. School enrollments
may be subject to audit for
several purposes:
• To verify the number

of students.
• To verify their eligibil-

ity as residents of the
local district.

• To confirm those stu-
dents classified as hav-
ing special education
needs or language
problems, as such stu-
dents may be eligible
for additional public
funding. 

• To verify students who are eli-
gible for free or reduced price
lunches—another source of
federal entitlement funding. 
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The Cs of Credit
for Charter School Financing

Character
• Program reputation and academic results.
• School management assessment.
• Board leadership assessment.
• Relationship with chartering authority.
• Role of EMO, if any.
• EMO reputation and results.

Capacity
• Funding sources: trends and stability.
• Cash flow analysis.
• Financial assessment: historical and projected.
• Enrollment trends: historical and projected.
• Adequacy of facilities and equipment.
• Outside support: related organizations and EMOs.

Collateral
• Assignment of municipal payments.
• Assignment of deposit funds.
• Real estate.
• Furniture, fixtures, and equipment.
• Guarantees.
• Credit enhancements.

Capital
• Equity: contributed capital vs. retained earnings.
• EMO support.
• Conditions.
• Local political support for charter schools.
• Achieving critical mass: current and projected

trends in charter school enrollment.
• Relationship between local public schools and

charter schools.
• Facilities availability.
• Local financing availability.
• Local role of EMOs.

Charter Authorities
• Role of local charter authority.
• Assessment of charter approval process.
• Charter terms: conditions for renewal.
• Assessment of charter oversight.
• Review of charter school reporting, access

to public information.
• Relationships between charter authority and

local school board.
• Relationships between charter authorities and 

local lenders.
• Relationships between charter authorities 

and EMOs.



Since per-pupil funding levels
can be readily established, verifi-
cation of enrollment levels can
make revenue projections fairly
predictable. Projected enrollment
increases can be supported by a
documented waiting list prior to
enrollment periods. One charter
school I worked with has a wait-
ing list that is three times larger
than its present enrollment capac-
ity: The steady growth of that
waiting list after the first year of
operation helped justify the accel-
eration of plans to relocate to a
larger facility. 

The lender also needs to
determine the frequency of pay-
ments for public funding (monthly,
quarterly, annually), as repayment
terms can be structured to match
this timing. For the lender to com-
plete a financial analysis, the
school will need to provide its
annual budget, with details on
assumptions used as well as avail-
able historical financial statements. 

As noted earlier, a charter
school should not spend more
than 25% of its gross revenues on
occupancy costs, including lease
or mortgage payments, utilities,
and maintenance. Although char-
ter schools are usually tax-exempt
nonprofit organizations, their
landlords are not. Consequently,
charter schools with leased prem-
ises usually pay real estate taxes,
which can be substantial because
of the value of the properties
leased. When charter schools
become the owners of their facili-
ties, they can be exempted from
real estate tax liability. 

To ensure that the facility can
support projected growing enroll-
ment, it is advisable to calculate
roughly the enrollment capacity,

by dividing the total square
footage of the facility by 100. If
the facility lacks major space for
cafeteria, auditorium, gymnasium,
or library, the square footage can
be divided by as little as 60 to
determine adequacy. However,
the school’s program focus should
be considered when determining
whether non-classroom space is a
necessary part of the planned pro-
grams—for example, an auditori-
um for a school with a focus on
performing arts, or a gymnasium
for a school with an emphasis on
sports. Conversely, a facility that
is too large (more than 150-200
square feet per student) may gen-
erate excessive occupancy costs.
Such conditions can be controlled
if excess space is temporarily
shared. 

A cautionary note: Classroom
space should be 40-50 square feet
per student. Since charter schools
often focus on smaller class sizes
(less than 20 students per class)
with higher-than-average stu-
dent/teacher ratios, be careful of
charter schools operating in for-
mer public school properties.
Classrooms in older school build-
ings were often designed to
accommodate larger class sizes of
30-35 students, creating classroom
space that will be too large for
optimum use by the charter
school. This, too, can create
excess occupancy cost, straining
the program budget.

In addition to public funding,
some charter schools have become
adept at generating private sup-
port through foundation grants
and corporate contributions. If
such funding is budgeted, the
underwriter must confirm its like-
lihood, based on verifiable com-

mitments. Support also can come
from reduced rents, donated fur-
nishings and equipment, donated
materials, and a high level of vol-
unteer activity. Larger schools
may have a staff member respon-
sible for resource development, or
they may develop affiliations with
sponsoring organizations. The
underwriter must determine the
level of nonpublic funding, the
dependence of the school on such
funding, and its consistency over
time.

City First Bank specifies cer-
tain financial covenants, including
minimum debt service coverage
ratios, minimum current ratios,
minimum net asset requirements,
and maximum leverage ratios,
which are monitored by receipt of
interim financial statements, usu-
ally quarterly, and audited annual
financial statements. These finan-
cial statements also are required
by the local chartering authorities.
We also specify that public fund-
ing be disbursed directly to
deposit accounts that the schools
maintain with City First Bank:
Funding for facility payments
(separate from per-pupil funding
for programs) can be assigned to
further secure the debt.

If a charter school is managed
by an EMO, the financial state-
ments of the EMO should also be
analyzed, and the management
agreement between the EMO and
the charter school should be
reviewed. EMOs can be required
to guarantee debt of the charter
schools they manage and should
generally be required to subordi-
nate their management fees to the
lender’s interests. I have required
that management fees be deferred
in the event that a charter school
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borrower cannot meet its financial
covenants. If the EMO owns the
school facility and leases the facil-
ity to the charter school, the EMO
may be required to waive or sub-
ordinate its rights as a landlord,
both statutory and contract, to the
lender’s interests.

For most charter schools, lack
of capital has been a major obsta-
cle to obtaining credit, particularly
for new schools. Most charter
school capital will be generated
through growth of net assets
rather than through equity invest-
ment, as is the case with most
nonprofit organizations. Some
schools address this issue with
aggressive fund-raising, seeking
contributions and grants to sup-
plement their public funding.
Seasoned charter schools may
have generated sufficient excess
revenues for cash to be invested
in fixed assets, with conventional
financing terms. Credit enhance-
ment may be needed to offset
inadequate capitalization, provid-
ed that capacity is deemed ade-
quate to cover debt service.
Credit enhancement is discussed
further in the section of this arti-
cle that deals with assessing col-
lateral risk.

Character evaluation: man-
agement risk. If capacity repre-
sents a borrower’s ability to repay,
character may focus on the bor-
rower’s willingness to repay.
Absence of at least a one-year his-
torical performance record should
be offset by the background and
experience of the charter school’s
governing board and senior staff.
School leadership needs to reflect
a balance between academic
experience (to develop and deliv-

er a credible academic program)
and business management experi-
ence (to manage the school’s busi-
ness and finances effectively). It
also is very useful to have board
members with commercial real
estate experience who can deal
with facilities issues. I serve as the
board treasurer of a public charter
school that opened with almost
500 students, producing gross rev-
enues in its first year exceeding
$5 million and operating from a
leased property with more than
65,000 square feet of space. In our
third year of operation, enrollment
now exceeds 600, and we are in
the process of purchasing the
property with tax-exempt bond
financing. This level of activity
requires the depth of business
experience that comes from suc-
cessfully managing a multi-
million-dollar organization. 

Charter school leaders are not
usually experienced in starting a
business from scratch. Before
becoming responsible for academ-
ic performance, however, they
must do the following:
• Find a site.
• Negotiate terms of a lease

and make it ready for occu-
pancy.

• Recruit an entire staff.
• Recruit an entire student

body.
• Find the funding to cover

working capital needs and
facilities costs.

• Create all policies and proce-
dures.

• Establish all school records. 
Many schools make the mis-

take of rushing to open—some-
times within months of charter
approval. Often, organizers fear a
loss of the momentum built as

well as a concern about covering
the costs of an extended pre-
opening period with no enroll-
ment to drive the public funding. 

Although a visionary leader
may be the one to organize a char-
ter school, lenders must ensure
that the entire operation isn’t
overly dependent on one or two
key individuals. A certain amount
of turnover is expected for both
the professional staff and the gov-
erning board, but excessive
turnover levels can be as damag-
ing to the management of the
school as a volatile enrollment his-
tory. If the school intends to grow
rapidly, it must have the demon-
strated ability to manage that
growth, ensuring that quantity
doesn’t take priority over quality. 

The lender should determine
the reputation that the charter
school and its leadership have
with their chartering authority and
also gauge the level of communi-
cation between the school and the
chartering authority. Charter
schools are responsible for provid-
ing required reports on all aspects
of school operations. A charter
school lender should require that
copies of reports to the chartering
authority and notices of actions by
the chartering authority be pro-
vided to the lender by the charter
school, particularly if the school
faces disciplinary action. 

In assessing management
risk, the lender also should be
aware of conflicts of interest
among the school’s senior staff
and governing board members.
This issue can arise with contrac-
tual agreements in which school
leaders may have a personal inter-
est. With their substantial operat-
ing budgets, charter schools are
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not immune from financial irregu-
larities, including fraud and
embezzlement, so an assessment
of the charter school’s system of
internal controls can help detect
exposure to potential loss.

Finally, to assess management
risk when a charter school is being
managed by an EMO, a lender
must critique the role of the local
governing board to learn who real-
ly is running the school. A review
of board minutes can:
• Disclose the frequency of

board meetings.
• Provide evidence of the infor-

mation reviewed by the
board.

• Reveal actions initiated by
the board.

• Clarify the nature of the rela-
tionship between the EMO
and the local board. 
The responsibilities, authori-

ty, and accountability of both the
EMO and the board should be
spelled out in the management
agreement. A lender also may
want to contact the local and other
chartering authorities as well as
other charter schools managed by
the EMO to gain a more complete
understanding of the reputation of
the EMO.

Evaluating collateral risk. As
mentioned, charter schools’ most
common financing need is facilities
costs, whether these costs are for
improvements to a leased space or

financing for the purchase of a
property. Although some charter
schools construct new buildings,
most mortgage financing involves
acquisition and renovation of for-
mer public school buildings or
commercial properties originally
built for other purposes. School
buildings are special-purpose prop-
erties, often with limited adaptabil-
ity to other uses. Costs of leasehold
improvements have little collateral
value, unless a purchase option is
included in the lease agreement.
Costs of improvements to owned
properties may not be reflected in
the increase in appraised values
when the improvements are com-
pleted. Because of limited mar-
ketability of special-purpose prop-
erties, lenders often will set very
conservative maximum loan-to-
value ratios and require a signifi-
cant equity investment (or substan-
tial subordinate financing) to obtain
conventional mortgage financing or
bond financing.

Charter schools planning to
build new space add construction
risk to collateral risk. An experi-
enced architect or project manager
overseeing construction can help
mitigate this risk. As with all con-
struction projects, lenders must
exercise tight controls, including
limitations on change orders and
adherence to budgets and time
lines. Further, since charter
schools typically plan to have new
or expanded facilities ready for the

beginning of a school year, any
time line established for comple-
tion in mid-to-late summer should
be realistic. In the event that con-
struction is delayed, the charter
school should have an alternative
site identified for temporary use.
A delay in opening may bring dis-
ciplinary action from the charter-
ing authority; in addition, students
may enroll in other schools, with
immediate adverse funding conse-
quences.

Collateral values may be
insufficient to support a requested
credit, even if cash flow is deemed
adequate for debt service cover-
age. Therefore, charter school
lenders should learn about credit
enhancements that may be avail-
able, particularly for facilities
financing. In the District of
Columbia, for example, funding
has been provided to establish a
$5 million credit enhancement
fund, to which D.C. charter
schools can apply for up to
$500,000 to use as additional col-
lateral, a payment reserve, or to
support a letter of credit. The U.S.
Department of Education awarded
a total of $25 million in grant
funding in March 2002 for a
national credit enhancement pro-
gram for charter school facilities,
with additional funding of more
than $100 million annually expect-
ed for the next two years as a part
of the national focus on education
reform. Ohio recently established
a loan guaranty program that can
be accessed by Ohio charter
schools to provide state guarantees
of up to 85%. For charter schools
located in eligible rural areas, the
USDA provides loan guarantees
under its Community Facilities
Financing Programs.
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Credit enhancement also can
be provided by corporate and per-
sonal guarantees or by pledges of
additional collateral. City First
Bank has used securities pledged
by board members and sponsoring
companies, EMO guarantees, and
personal guarantees of board
members. We also have used
funding from the D.C. Credit
Enhancement Fund to provide
additional collateral in
the form of pledged cer-
tificates of deposit
opened at City First
Bank. We also require
assignment of facility fee
payments, and all dis-
bursements from the
District of Columbia are
remitted by wire transfer
directly to deposit
accounts at City First
Bank maintained by the
individual charter
schools.

Evaluating condi-
tions: government pay-
ment risk. While the
factors cited above focus
on the internal issues of
charter schools, external
conditions also affect the
borrower’s ability to
repay. Because charter
schools depend almost
totally on public funding
but lack taxing authority,
they face government pay-
ment risk. Payments are
directly affected by the
condition of public
schools in the same
locale. They also are
affected by constraints
placed on state and local
budgets as budget sur-

pluses from the past decade are
replaced with budget shortfalls.
Government payment risk is
reduced as charter schools
become established in specific
school districts and reach a critical
mass of total enrollment that can-
not be easily reversed. 

However, since charter
schools are seen as competitors of
public schools, especially in

school districts that are considered
to be poorly run, the charter
school lender needs to be aware
of the factors that influence gov-
ernment payment risk. Such fac-
tors include not only the condi-
tion of the local public schools but
also demographic trends affecting
current and projected enrollment
levels. If the public school system
has significant excess capacity,
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Charter School Facility Financing: A Loan Application Checklist

To facilitate underwriting of a loan application, provide a cover letter on loan purpose,
amount, and terms requested, with copies of the following documents:

___ 1 The school’s current charter agreement.
___ 2 Name/address/phone/fax of the primary contact with the school’s chartering authority.
___ 3 Current information on the school’s mission, curriculum, senior staff, and governing board.
___ 4 Information on student performance (test scores, attendance, promotion, and graduation 

rates). Comparisons between actual results achieved and performance goals. Results of 
parent satisfaction surveys, if available.

___ 5 Banking and trade references.
___ 6 Contact information for school’s general counsel, independent accountants, and insurance 

agents.
___ 7 Historical and projected enrollment levels, by grade.
___ 8 Current budget, with major assumptions detailed.
___ 9 Current interim financial statements, to include a balance sheet and income statement,

with explanation for significant budget variances.
___ 10 Year-end financial statements for up to past three years (since opening, if less than three 

years). Audited financial statements should be provided if available.
___ 11 Organizational documents (articles of incorporation, bylaws, tax exemption approval).
___ 12 For leasehold improvements, a copy of present/proposed lease, plans, specifications,

estimated costs, and a projected construction timeline.
___ 13 For acquisition, a copy of the purchase agreement and information available on the

property being acquired.
___ 14 For renovation of an existing property or new construction, a copy of the deed to the

property, survey/site plan and title insurance, plans, specifications, estimated costs, and a 
construction timeline. Copies of appraisals and environmental surveys, if available.

___ 15 For refinancing of existing debt, provide copies of notes and collateral documents
(deeds of trust/mortgages and security agreements), as well as current balances.

___ 16 Sources and uses of funds for the planned facilities. If fund-raising is to be a significant 
source of funds, provide details on fund-raising plans, status, and prior experience.

For Schools Managed by EMOs

___ 1 The current management agreement.
___ 2 Audited year-end financial statements for the EMO for the past three years, and most 

recent 10-K and 10-Q filings with SEC if publicly held.
___ 3 Current interim financial statement for the EMO, to include a balance sheet and 

income statement, with explanation for any significant budget variances.
___ 4 Details on any direct or indirect financial support provided, or to be provided, by the EMO.
___ 5 Name/address/phone/fax for primary contact with EMO.
___ 6 Bank and trade references for EMO.



there may be an opportunity to
access surplus school properties.
In competing for teachers as well
as for students, the generally non-
union charter schools are affected
by the actions of teachers unions.
If the chartering authority is the
local school board, the potential
for conflicts of interest can affect a
charter school’s ability to obtain
and hold a charter or to have its
charter renewed (more on this in
evaluating charters, below). 

In major cities, public trans-
portation may be sufficient to get
students to and from school.
However, transportation needs
become important issues in rural
areas and are rarely met by sepa-
rate public funding. Charter
schools don’t have access to pub-
lic school buses and must provide
their own buses to bring in stu-
dents from outlying areas. 

Driving forces behind educa-
tion reform in this country are
“choice” and “accountability.”
While legislators have addressed
the issue of choice by passing bills
that authorize charter schools and
the appropriations bills to fund
them, charter schools will ulti-
mately be held accountable for
the educational results they pro-
duce. These results must be
notably better than those pro-
duced by the public schools,
preferably at an overall lower cost.
If improved academic results are
not produced, the level of govern-
ment payment risk could increase.

Evaluating the charter:
renewal risk. To evaluate the
charter and assess renewal risk for
a charter school, it is necessary to
evaluate the chartering authority.
The strength and success of the

individual chartering authorities
can be determined by assessing
the results of schools they have
approved. Loss of a charter or the
failure to have a charter renewed
will likely result in the closing of a
charter school, as public funding
will be ended. In a very few cases,
charter schools have converted to
private schools or merged with
other charter schools.

As noted previously, charters
are generally issued for terms of
three to five years, at which time
they may be renewed. In some
jurisdictions, charters are issued
for longer periods. In the District
of Columbia, for example, char-
ters have a 15-year term. Charter
agreements are approved only
after an extensive application
process, which can be similar to
the process of chartering a new
bank, except no capital has to be
raised. Lenders who wish to
become active with financing
charter schools may be well
advised to start working with
schools as soon as charters are
approved. I have worked with
several schools before their char-
ter applications were completed,
to provide early input on issues
related to facilities and financing.

Charter agreements are issued
for a specific term, with approval
of specific educational programs
and curricula, specific grade levels
of instruction, permitted enroll-
ment levels, potential approval of
specific sites, approval of the
organizing board and senior staff,
and requirements for reporting
program and financial results. The
charter agreement will set forth
the ways in which the charter
school will be monitored for char-
ter compliance-—required reports,

site visits, evaluation of standard-
ized test results, and other infor-
mation needed to hold the charter
school accountable for the educa-
tion of the students enrolled. 

The lender should evaluate
the effectiveness of the chartering
authority by determining the
authority’s track record, including
the total number of charters
approved, the percentage of appli-
cations approved, and the total
number of charters subsequently
placed on probationary status, sus-
pended, or revoked (and the rea-
sons these actions were taken).
The lender should find out if the
chartering authority acts to inter-
vene early with charter schools
encountering problems that result
in disciplinary action or if inter-
vention merely comes at the end,
when problems are beyond resolu-
tion. For states with established
appeals processes, it would be use-
ful to determine the number of
times chartering authority actions
were appealed and the percentage
of appeals that were overturned. 

If chartering authorities are
also the governing bodies for the
local public schools, the record of
the chartering authority with its
charter schools should be evaluat-
ed in light of potential conflicts of
interest, particularly in jurisdic-
tions with poorly performing pub-
lic schools or in high-growth areas,
where the public school system
has been pressed to handle the
growth effectively. In such cases,
bond ratings for local municipal
debt to fund public school costs
could provide added insight.

Conclusion
Lenders who take the time to

understand this new industry will
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be in a position to benefit the
local community while building a
profitable niche in their loan port-
folios. Understanding the risks
associated with lending to charter
schools will be the key to success. 

Since charter schools began in
1991, fewer than 4% have had
charters terminated, including
schools that merged, converted to
private schools, or voluntarily
closed. As the industry matures
and school operators, chartering
authorities, and lenders all
become more experienced, the
failure rate should decline.
Seasoned schools are now able to
access the bond market for indi-
vidual issues to finance facilities
or bond pools that may be rated as
investment-grade issues. City
First Bank of D.C. has been
actively lending to charter schools
for more than two years, through
direct lending and through partici-
pations with other lenders. We
have financed start-up schools as
well as established schools, pro-
viding funding for working capi-
tal, leasehold improvements, and
facility acquisitions. Our experi-
ence has been no losses, no
defaults, and not even any delin-
quencies. Our charter school cus-
tomers represent a significant per-
centage not only of our loan port-
folio but also of our deposit base.
Aggregate deposits generally
exceed aggregate loan balances, in
effect more than fully funding our
loans to charter schools. Our char-
ter school loans have been
through two bank regulatory
examinations, without adverse
comment or rating.

With added public funding,
including federal credit enhance-
ment funding, this market will

continue to grow. If charter school
growth reaches 5% of total U.S.
student enrollment by 2010, char-
ter schools will enroll more than
2.5 million students and will
require 250 million square feet of
space to be leased or purchased.
The market is there, or soon will
be there. As this industry matures,
lenders are likely to receive
financing requests not only from
charter schools and EMOs, but
also from real estate investors and
developers seeking to tap this
market. In all, this is a lending
opportunity worth pursuing. ❐
Contact Nida at 202-939-7607 or
TNida@cityfirstbank.com

Resources

Charter School Facilities—A Resource Guide on
Development and Financing, the NCB
Development Corporation, an affiliate of the
National Cooperative Bank, Washington, D.C.,
available from Kerinne Tollefson, 202-336-7729.

Underwriting Loans to Charter Schools, by Renee
Jacob, NCB Development Corporation for the
National Community Capital Association, available
through www.communitycapital.org.

Paying for the Charter Schoolhouse and Out of
the Box—Facilities Financing Ideas for Charter
Schools, available on the website of the Charter
Friends National Network, www.charterfriends.org.

Charter School Facility Financing—Constraints
and Options, available on the website of the
Pioneer Institute for Public Policy Research,
www.pioneerinstitute.org.

Growth In Charter Schools Begins to Reveal Likely
Impact on Traditional Public School Systems, a
research report from Moody’s Investors Service,
Municipal Credit Reseach, issued May 2001,
assessing the impact of charter schools on public
schools.

Moody’s Methodology for Rating Charter Schools:
A Growing Presence in the Market Place, a
research report from Moody's Investors Service,
Global Credit Research, November 1999.

Fitch’s Checklist For Surveilling Previously Issued
Charter School Bonds (aka What Can Go Wrong
After Charter School Bonds Are Issued?), Fitch
ICBA, Duff, & Phelps, presented at the Charter
Schools Facility Financing Conference,
Washington, D.C., June 2001.

Criteria for Rating Charter Schools Debt, a research
report issued by Standard & Poor’s, March 2001.
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State
AZ
DE
MI
MN
DC
MA
IN
TX
CA
FL
NY
CO
MO
SC
NC
OR
PA
NJ
OH
OK
WI
IL

GA
NH
ID
LA
NV
NM
CT
UT
AK
HI

WY
RI
AR
VA
KS
MS

Grade
A
A
A
A
A
A
A
A
B
B
B
B
B
B
B
B
B
B
B
B
B
C
C
C
C
C
C
C
C
C
C
D
D
D
D
D
D
F

Rank
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

A  (score 40-50)
Laws allow for significant number of charter
schools and contribute positively to their growth
and development.

B  (score 30-39)
Laws allow for healthy growth but contain some
significant provisions that may impede growth.

C  (score 20-29)
Laws may allow for a good number of schools but
still pose significant challenges to sustaining a pro-
lific and healthy charter environment.

D  (score 10-19)
Laws largely allow conventional education bureau-
cracies to regulate; schools are few, heavily regulated.

F (score 0-9)
Charter laws in name only; no real environment.
*Rankings from the Center for Education Reform.

The scores to the
right are based on
the status of each
law through May
2001. Amendments
to the original law,
state board regula-
tions, legal rulings,
department of edu-
cation interpreta-
tion, and actual
implementation
have all been fac-
tored into the rank-
ing. Each state is
ranked for each cri-
terion on a scale of
0 to 5, based on
how that state’s
provisions under
that criterion sup-
port or restrict the
development of a
significant number
of autonomous
charter schools
(strongly support =
5; strongly restrict =
0), or, in the case of
recently passed or
amended laws, are
likely to do so.

Charter School Laws:
Scorecard & Ranking 2001*


