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Assessing Financial Risk for Public Charter Schools: Teleconference Summary  

November 12, 2008 

Background 

In the wake of this fall’s financial market meltdown, most notably signified by losses in the stock 

markets, the collapse of Lehman Brothers and the unprecedented federal bailouts of financial 

institutions including Fannie Mae, Freddie Mac, and AIG, businesses and industries across the nation are 

concerned about the stability of their investments and the inevitable challenges resulting from this 

economic crisis. In order to help professionals working across the charter school landscape better 

understand potential financial challenges and begin to form strategic business responses, the National 

Alliance for Public Charter Schools hosted a 90-minute teleconference: “Assessing Financial Risk for 

Public Charter Schools.”   

A complete webcast of the teleconference is available at www.publiccharterschools.org/listen.  

IMPORTANT: Information presented during the session reflected the opinions on the panelists, based on 

their experience.  The session audience should obtain appropriate legal and financial advice before 

initiating changes in policy or practice for their individual organizations. 

 

Panel 

Panelists for the teleconference included Nelson Smith President & CEO for the National Alliance for 

Public Charter Schools, Susan Harper Vice President of Merrill Lynch Community Development Company 

and David Umansky Chief Executive Officer and Co-founder of Civic Builders. The discussion was 

moderated by Tom Nida Executive Vice President for Community Development Group at United Bank 

and Chair of the D.C. Public Charter School Board.   

Summary 

Alliance President and CEO Nelson Smith welcomed the guests and panelists.  Smith cited the rapidity 

and scope of turbulence in the global financial markets and recognized particular concern for the charter 

school community. About 80% of charter schools are unaffiliated with larger management organizations 

and are fending for themselves as small businesses in these very difficult times. In its efforts to support 

them through capacity building and advocacy, the Alliance coordinated a panel of financial and charter 

school experts to assess risks charter schools and the charter community are facing. Smith introduced 

the panelists and yielded the discussion to Tom Nida.  

Nida summarized the series of worsening market conditions that ultimately led to the current economic 

crisis:  the unprecedented expansion of homeownership; increased investment in the mortgage market 

due to recent levels of return; over-reliance on computerized predictors based solely on the recent 

upward momentum of the market; and over-leverage of financial institutions within the mortgage 

market. Each of these escalating factors was compounded by a lack of realistic risk assessment to 

protect from consequences that would arise if the market turned downward. Now, the housing bubble 
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has burst and ramifications are not limited to pinching professionals in banking, finance, and insurance, 

but are widespread and affecting many, including public charter school operators.  

What  does this mean for the financing of public charter schools? The panel made a series of 

observations about what charter school operators can expect in the near term. 

• Charter school funding may be delayed in reaching schools as a result of the credit crunch.  

California schools are already seeing significant delays of funding payments. There, June 

payments were delayed until September, and January payments may be delayed until April. 

These delays are impacting schools’ cash flow dramatically, and drops in per-pupil funding due 

to the large number of home foreclosures forcing families to relocate is adding to the problem. 

Other states may face similar cash crunches soon.   

• Philanthropies may reduce funding. Charter schools in New York City are experiencing difficulty 

raising philanthropic funds.  This is likely to be widespread and schools depending heavily on 

philanthropy may be compromised.  

• Commercial banks are less likely to lend to and underwrite charter schools. Banks that don’t 

already lend to or underwrite charter schools are not likely to start, and those that do may not 

be able to continue. Underwriting standards will be high and eventually loan premiums will rise. 

Banks may begin to require increased operating reserves and lower debt-to-equity ratios prior 

to lending to charter school organizations (i.e. more cash and more equity). 

• Community development financial institution lending will be moderate and underwriting for 

charter schools conservative.  Loans in the $3-8 million range from CDFI’s are realistic. Because 

many CDFIs are funded by commercial banks, larger transactions, such as $15-20 million capital 

campaigns, are not likely. Also, there will be increased competition for existing CDFI funding as 

other sources dry up. In addition, CDFIs will move toward higher underwriting standards and 

higher premiums charged on loans. 

• A decrease loan to value percentage is expected. Loans previously valued as high as 90% may be 

valued now at 80%or less, thereby requiring more collateral from charter schools and other 

parties. Higher interest rates are also likely as lenders won’t be willing to lock rates for a long 

period of time, and are forced to be more conservative about their own bottom lines. 

• Public funding cutbacks are likely. While there may be a little lag time between commercial and 

CDFI lending pull-backs and cuts in public funding, public funding cuts will likely be triggered as 

budget cuts become widespread.    

• Facilities values are changing. As real estate values come down, there will be more scrutiny on 

the value of existing charter facilities, and for many the value will fall, especially as they are 

considered special-purpose, if not single-purpose, properties. This is one opportunity for buyers 

of school facilities to see a bright spot in the current economic environment, if financing is 

available.  However, young schools should expect to lease space until they have a sound 
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financial and academic track record established. This means there may be a greater need for 

more charter school incubation programs that can help these young schools get started.  

As professionals across the charter school industry consider these challenges, there are several steps 

that are recommended:   

• Check the stability of your commercial bank. The deposit concentration risk, a measure of how 

outstanding deposit accounts are concentrated in one or two banks, should be low: this risk 

should be noted in the footnotes of audited annual financial statements. Also, banks should be 

able to provide their own financial statements demonstrating a 10% capital position or better, 

as evidence they are well-capitalized.  Furthermore, banks should have had a reasonable level of 

loan and investment losses over the past two years. Financial institutions meeting these three 

criteria are likely in a good position. You can also check with various bank-rating services for an 

independent assessment of individual banks. 

• Diversify and re-allocate funds to conservative investments. Businesses with less deposit 

balances up to $250,000 are now fully covered by FDIC insurance, now boosted from $100,000 

to $250,000.  There are also ways to increase FDIC coverage through various ways that deposit 

accounts can be owned: the FDIC can provide more information on account ownership options 

within the same bank. For those with deposits above $1 million, a Certificate of Deposit Account 

Registry Service (“CDARs”) can secure FDIC level protection up to $50 million: there are more 

than 2,300 banks currently participating in this program nationwide. Regardless, consider re-

allocating funds to more conservative forms of investing, with short-term excess funds 

protected by investment in repurchase agreements, or direct investment in US Treasury 

securities, or money market funds.  Any long-term investments should reflect a current and 

comprehensive investment policy focused on safety over aggressive returns. 

• Focus on maintaining liquidity and securing a cash reserve. Across the board, scrutiny by lenders 

will be focused on a school’s ability to secure cash flow. Running realistic projections of cash 

flow for the remainder of the school year can help to avoid penalties and liquidity squeezes. Try 

to build up a cash operating reserve equal to at least 5% of the total operating budget. This is 

separate from required payment reserves for annual debt service payments.  In today’s market 

an annual debt service cushion at 20% or 25% is wise, and may be mandated by your lender as a 

minimum debt service coverage ratio. Schools should also plan ways to cover payroll and 

operating expenses as rising home foreclosure rates and other factors could lead to general fall-

off in enrollment and per-pupil funding.  

• High-quality business operations are more important now than ever. Nervous lenders are going 

to put a heavy focus on the operating performance of schools they fund, and may ask for 

personal guarantees from board members before lending.  

The panelists additionally advised public charter school operators to take three proactive steps to better 

position themselves in the currently uncertain environment.  
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• Continue to Advocate. Already, a prime challenge facing the charter school movement is a lack 

of facilities funding. Continued pressure on state legislators to provide facilities funding is 

imperative.  

• Watch out for the next perfect storm. The influx of cash via government sponsored bailouts may 

lead to an environment of inflation. This will persist even when the economy begins to recover.  

• Consider indirect impacts. Some schools are reporting having to call in more support for child 

protective services. Sadly, this is an increased cost that isn’t always accounted for, but is an 

indirect impact of a bad economy.   

The Alliance would like to thank all participants for their thoughtful questions and comments. If you 

would be interested in attending upcoming teleconferences on this topic, please e-mail 

sarah@publiccharters.org.  


