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Public School Academy Oversight
and Accountability Standards

Introduction

M ICHIGAN'S charter school law, Public Act 362 of 1993, delegates to the gov-
erning boards of state public universities, community colleges, intermediate
school districts and local school districts the responsibility for authorizing and
overseeing public school academies.

While delegating this new authority to these governing boards, the Legislature
placed authorizers and public school academies within the existing legal frame-
work of Michigan’s public education system. The following help compose this
legal framework:

= Michigan Constitution .
J The following help compose

= Michigan Legislature this legal framework:

» State Board of Education e Michigan Constitution

= Michigan Superintendent of e Michigan Legislature
Public Instruction - State Board of Education

= Michigan Department of Education = Michigan Superintendent

« Public School Academy Authorizers of Public Instruction

= Intermediate School Districts = Michigan Department of

Education

e Public School Academy
Authorizers

e Public School Academy Boards
of Directors

» Other Local, State and Federal

Agencies i
y . .= Public School Academy
In 1998, members of the Michigan Council Boards of Directors

of Charter School Authorizers (MCCSA)

commissioned the development and distri- ~ © Other Local, S_tate and
bution of the discussion paper, A Framework Federal Agencies

for Oversight, which details the authorizing,

oversight, and fiscal agent responsibilities of charter school authorizers.

In 2002, MCCSA testified before the legislatively-established Charter Schools
Commission and developed a set of Oversight Standards to improve the quality,
effectiveness and efficiency of oversight for all public school academies.

Through our members’ continuous efforts to bring clarity and consistency to
the oversight and accountability of Michigan’s system of charter public schools,
MCCSA has adopted and encourages the use of the following Public School Acad-
emy Oversight and Accountability Standards. We further recognize that individual
authorizers have the responsibility to implement their own monitoring systems.
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|. Review of Applicants

M ICHIGAN's charter school law, Public Act 362 of 1993, requires that autho-
rizing bodies issue public school academy contracts on a competitive basis,
taking into consideration all of the following:

» The educational goals to be achieved;
= The populations to be served; and
» The resources available for operation.

To satisfy these requirements, Michigan authorizers shall use a comprehensive
application process that meets or exceeds these statutory requirements. Autho-
rizers should only approve applications that demonstrate strong probability of
success for starting and operating a quality public school academy. Furthermore,
the application must comply with the legal requirements of Part 6A of the Revised
School Code and contain the following:

« A compelling and realistic vision;
« A solid business plan; and
= A rigorous, quality educational program.

[1. Charter Contract Development

AFTER an authorizer completes its review of applications and identifies the
public school academies it may charter, the authorizer begins developing
charter contracts. The charter school law sets forth the basic requirements for
all charter contracts. To satisfy these requirements, each public school academy
contract issued by an authorizer shall, at a minimum, contain all of the following
sections:

« Authorizing Resolution and Method of Board Member Selection and Appoint-
ment (approved by the authorizer’s governing board);

e The Authorizer’s General Terms and Conditions for issuing the contract;
 Public School Academy Mission Statement;

« Statement of Educational Goals (goals should be reasonable, clear and mea-
surable);

 Description of Educational Program;

e Curriculum Description (detailed by grade level and subject matter, and
aligned to state content standards and benchmarks);

* Methods of Pupil Assessment (including the requirement to administer the
MEAP and any other tests as required by the charter contract and state or
federal law);

* Governance Structure;

« Articles of Incorporation (filed with the Michigan Department of Consumer
and Industry Services’ Corporation, Securities and Land Development
Bureau);

= Bylaws;
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A Description of how the Authorizer's Fiscal Agent Duties will be Adminis-
tered;

* A Description of how the Authorizer's Oversight Duties will be Administered;
 Description of Staff Responsibilities;

« Physical Plant Description (including address, narrative description, site
plan, floor plan, lease/purchase agreement, and Office of Fire Safety occu-
pancy approval);

= Student Application and Enrollment Procedures;

« School Calendar and School Day Schedule (schedule shall meet or exceed
staff development and student attendance standards set by the state); and

» Age or Grade Range of Pupils Served.

Once the public school academy contract is prepared, the authorizer has appoint-
ed the initial academy board members, and the articles of incorporation have
been filed, the authorizer shall ensure that the first organizational meeting of the
academy board is held. Through the organizational meeting, the academy board
officially takes over for the applicant and adopts governing policies, operational
procedures, and finalizes the terms and conditions of the charter contract.

Authorizers shall support and oversee
that academy boards adopt and main-

, . - : Recognizing that the most effective
tain sound governing policies. In this

effort, authorizers will assist public oversight = [pevElelE authquz_ers
school academy boards to fully under- ~ May proactively provide continuing

stand their roles and responsibilitiesby ~ training and assistance to help
providing support and encouragement ~ Public school academy boards

for board members to participate in a ~ comply with their charter contracts
comprehensive board orientation and ~ and applicable law.

training program.

[11. Ongoing Roles and Responsibilities

FTER the public school academy contract is issued, Section 502(4) of the
Revised School Code, MCL 380.502(4), requires that “an authorizing body
shall oversee, or shall contract with an intermediate school district, community
college or state public university to oversee, each public school academy operating
under a contract issued by the authorizing body. The oversight shall be sufficient
to ensure that the authorizing body can certify that the public school academy is
in compliance with statute, rules, and the terms of the contract.” Recognizing that
the most effective oversight is prevention, authorizers may proactively provide
continuing training and assistance to help public school academy boards comply
with their charter contracts and applicable law.

IV. Oversight Framework

To ensure that public school academies are complying with the statute, rules
and terms of their contracts, authorizers shall develop and implement a
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comprehensive oversight system. Each authorizer should be able to demonstrate
that it holds public school academy boards accountable for, among other things,
contractual and legal compliance, academic performance, and financial steward-
ship.

MCCSA recommends the use of the following oversight framework:
Academy Boards

Recognizing that public school academy board members are public officials and
have primary responsibility for the academy’s governance and operation, authoriz-
ers shall establish a clear policy detailing the selection and appointment process
for public school academy board members. At a minimum, each authorizer should
perform sufficient due diligence and consider requiring prospective academy
board members to do the following:

e Complete an application for board appointment;
= Undergo a criminal records check; and
~ Participate in a personal interview.

Only candidates that are approved according to the appointment process estab-
lished by the authorizer and have taken the constitutional oath of office are eli-
gible to serve on the board of a public school academy.

To ensure that public school academy boards fulfill their responsibilities as public
bodies, the authorizer shall establish a system that monitors and supports acad-
emy boards compliance with at least the following:

» The Revised School Code;

= The State School Aid Act;

» The Open Meetings Act;

e The Freedom of Information Act;

» The Uniform Budgeting and Accounting Act;

» The Revised Municipal Finance Act;

= Other state and federal regulations applicable to public school academies;
« Adoption of sound governing policies;

= Proper recording and publication of board minutes; and

= Proper maintenance and filing of corporate records and reports.

Student Application and Enrollment

To ensure that public school academies are open and accessible, authorizers shall
ensure that each academy legally notices and informs the public of its applica-
tion period and enrollment procedures. If more applications are received than
there is space available, a random selection drawing shall be conducted. Further,
the authorizer may directly monitor the administration of the random selection
drawing.

Academic Performance and Student Testing

Authorizers shall issue public school academy contracts containing clear, measur-
able academic and operational performance standards and shall file the contracts
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with the Michigan Department of Education or the State Superintendent of Public
Instruction, as required by law.

To effectively monitor the progress public school academies are making toward
the fulfillment of their goals, authorizers shall collect and review each academy’s
Annual Education Report and School Improvement Plan and provide feedback
to the academy.

To assess the academic performance of public school academies, authorizers shall
institute an educational monitoring system that, among other things, requires
public school academies to comply with state and federal testing requirements.

Special Education

Recognizing that public school academies are local education agencies for the
purposes of special education, authorizers shall encourage academies to coordi-
nate with the Michigan Department of Education, intermediate school districts,
and other appropriate organizations to ensure each public school academy is
included in its intermediate school district’s special education plan and obtain the
necessary guidance and support in fulfilling their obligation to provide special
education services.

Teacher Certification

To ensure that all public school
academy teachers are state approved,
authorizers shall administer a com-
prehensive and periodic teacher cer-
tification verification process, which
includes verification that academies
have satisfied the criminal history
checks and unprofessional disclosure
requirements set forth in the Revised
School Code.

Financial Accountability

To ensure that all public school
academy teachers are state
approved, authorizers shall
administer a comprehensive and
periodic teacher certification
verification process.

To assess the organizational viability of public school academies, authorizers shall
develop and implement financial monitoring systems that, among other things,
require public school academies to do the following:

e Comply with the Michigan School Accounting Manual;

= Comply with the Uniform Budgeting and Accounting Act;

= Comply with the Revised Municipal Finance Act;

« Submit an annual budget and any amendments adopted by the public school

academy board;

= Submit quarterly financial statements;
= Submit an annual independent financial audit, including management letter;

and

e Comply with competitive bidding requirements.

Note: For more detailed information regarding financial accountability, please refer to
MCCSAs standards for PSA Fiscal Accountability and Reporting, beginning on page

11 of this booklet.
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Like all public schools, public school academies are required to adopt a balanced
budget and maintain a positive fund balance. However, should a public school
academy end a fiscal year with a negative fund balance, the academy;, its autho-
rizer, and the Michigan Department of Education shall ensure a deficit elimination
plan is established for the academy as required by law.

Educational Service Providers (ESPs)

Authorizers shall establish policies that, among other things, require public
school academy boards to perform sufficient due diligence, be represented by
independent legal counsel, and negotiate an arms-length agreement when con-
tracting with an Educational Service Provider (ESP).

ESP agreements shall provide that the financial and educational records, includ-
ing student records, pertaining to a public school academy are academy property;,
and that such records are subject to the provisions of the Michigan Freedom of
Information Act. Except as permitted by law, no ESP agreement shall restrict
access to public records.

If a public school academy board contracts with an ESP to manage its financial
affairs and prepare its financial statements, the academy board and the ESP must
ensure proper account and records separation, and comply with the Michigan
School Accounting Manual and generally accepted accounting principles.

Facility/Health Safety

Authorizers shall require public school academies to comply with all health and
safety requirements and work closely with the Bureau of Construction Codes, the
Office of Fire Safety and other agencies so that all necessary occupancy approvals
are secured before a public school academy is allowed to operate.

Authorizers should consider conducting periodic reviews of each public school
academy’s site and facilities to ensure proper care and maintenance is being per-
formed.

Authorizers shall monitor and assure that each public school academy properly
adopts and maintains a school safety plan as required by law.

Contract Reauthorization

Striving to make the reauthorization process for public school academies straight-
forward, authorizers shall establish and implement a consistent and comprehen-
sive charter reauthorization process, guided by the following core questions:

« Is the public school academy achieving its academic goals as stated in the
charter contract?

« Is the public school academy organizationally, educationally, and financially
viable?

« |Is the public school academy demonstrating good faith compliance in follow-
ing the terms of its charter contract and applicable law?

Should an authorizer choose not to reauthorize a public school academy’s con-
tract, it shall follow the charter contract’s due process procedures and provide
reasonable notification to the academy, the local and intermediate school district,
and the Superintendent of Public Instruction so adequate transition and/or dis-
solution plans can be addressed.

8 MCCSA < PSA Oversight and Accountability Standards



Regulatory Compliance

To provide clear direction and support for public school academies, authorizers
shall develop a master calendar of reporting requirements that details academy
reporting obligations and their respective due dates.

Recognizing that students, parents, and other stakeholders are adversely impacted
when a public school academy loses its authority to operate and receive state
school aid funds, each authorizer shall establish a disciplinary procedure that
provides accountability and reasonable due process.

Public Disclosure and Conflicts of Interest

When analyzing a potential conflict of interest, authorizers shall ensure public
school academies comply with the following:

e The Incompatible Public Office Statute; and
= Contracts of Public Servants with Public Entities Statute; and
= Any other legal, regulatory, or contractual requirements.

Authorizers may reserve the right to disqualify potential board candidates. Rea-
sons for disqualification may include,
but are not limited to, the following:

= The prospective board candidate ¢ jnterest, authorizers shall ensure

or a member of his/her family has public school academies comply
a pre-existing relationship with i

an ESP, landlord, or other person ' i ) i
doing business with the academy; ~ ® The Incompatible Public Office

e The prospective board candidate Statute; and

When analyzing a potential conflict

or a member of his/her family has ~ ® Contracts of Public Servants with

stock ownership or other financial Public Entities Statute; and

interest in an ESP, landlord, or - Any other legal, regulatory, or
other person doing business with contractual req,uirements i
the academy; ’

= The prospective board candidate has a family member working at the school;
or

= Any other potential conflict that would reasonably jeopardize the integrity of
the academy;, its board of directors, or the authorizer.

V. Oversight Funding

AUTHORIZERS shall use their administrative oversight fee, up to three percent of
state school aid funds, for the purposes of supporting and overseeing public
school academies as allowed by the Revised School Code.

One critical component of an authorizer’s oversight is to help ensure that PSA
boards are vigilant in their efforts to safeguard public assets. To do this effectively,
MCCSA has adopted the following PSA Fiscal Accountability and Reporting Stan-
dards.
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PSA Fiscal Accountability
and Reporting

Introduction

HE Michigan Council of Charter School Authorizers (MCCSA) offers the fol-
lowing standards and information as a supplemental guide for understanding
financial management issues related to Public School Academies (PSAS).

The purpose of this document is to illustrate the roles, responsibilities and report-
ing obligations of the PSA Board, its staff, and Educational Service Providers
(ESPs), if applicable.

PSA Board Financial Responsibilities

PSA board is the body accountable for the PSAs operation and holds the
charter contract. The charter contract authorizes and directs the PSA Board to
operate a PSA and vests authority and power in the board. The PSA board’s pur-
pose, to organize and administer a
PSA described by and in compliance
with the charter contract, is fulfilled ~ The PSA board is required to
by allocating resources, governingby ~ maintain its fiduciary responsibility
written policy, applying its collective by retaining control over all State
judgment and delegating authority ~ School Aid Funds and any other
to carry out day-to-day ministerial  funds it receives.
functions. The purpose of PSA staff
or an ESP (if applicable) is to carry
out delegated responsibilities in pursuit of the board’s mission and organizational
goals under the board’s direction and guidance.

The purposes outlined above hold true whether the PSA board employs all staff
or contracts with an ESP. A PSA Board's fiduciary obligations under the charter
contract and law are in no way diminished by the engagement of an ESP, nor
does such a contractual arrangement affect the limited role and authority of staff.
Whether a PSA board directly employs staff or contracts with an ESP, board and
staff roles remain the same.

The PSA board is required to maintain its fiduciary responsibility by retaining
control over all State School Aid Funds and any other funds it receives. To help
ensure it is in compliance with these standards and maintain its independence,
the PSA board shall be responsible for all of the following:

= Maintaining a depository account for the transfer of State School Aid funds;

« Developing a prudent, fiscally responsible PSA budget and amendments, as
necessary, which allocate sufficient available resources in pursuit of the PSAS
academic objectives;

= Developing appropriate policies and procedures relating to internal controls;
« Monitoring PSA expenditures to ensure compliance with PSA policies, the

Fiscal Accountability and Reporting 11



charter contract and applicable law; and

= Maintaining all PSA financial records in compliance with the charter contract
and applicable law.

Educational Service Provider (ESP) Agreements

’A\s discussed in the previous section, the PSA board is the body accountable for
a PSAs operation and holds the charter contract. A PSA board that contracts
with an ESP shall act in a manner that safeguards the PSAs independence from
the ESP or any other person, group or entity, and is in accordance with the public
interest.

Some PSA boards contract with an ESP to implement and staff PSA programs. The
charter contract authorizes a PSA board to directly employ or contract for such
staff or an ESP, and sets forth staff and ESP duties. Entering into an ESP agreement
does not in any way affect the PSAs status as an independent, operating public
school, governed by an independent public board of directors. The purpose of an
ESP is to carry out delegated responsibilities in pursuit of the PSA board’s mission
and organizational goals, under the PSA board’s direction and guidance.

The ESP agreement must be an arms-length, negotiated agreement between an
informed PSA board and the ESP. The PSA board shall be responsible for negotiat-
ing an ESP agreement that is in the best interests of the PSA. Prior to executing
an agreement with an ESP, the PSA board should perform sufficient due diligence
to establish that the ESP has the appropriate financial resources, educational ser-
vices, and managerial experience to provide the contracted services, and should
obtain sufficient information to conclude that the ESP agreement, on the terms to
be approved, is in the best financial and educational interest of the PSA.

In negotiating the ESP agreement, the PSA board must ensure adequate resources
are retained to enable it to fulfill its obligations, which shall include, but are not
limited to: oversight of the ESP agreement, negotiation of the contract and any
amendments, payment of PSA board staff costs, insurance required under the
PSASs lease and charter contract, facility payments, annual financial audit, the PSA
board’s legal counsel, and any other such costs necessary for PSA board opera-
tions.

This section is intended to help ensure PSA boards receive the greatest and best
value when contracting for an ESP. In keeping with the intent of public school
choice and in recognition of the significant price of ESP contracts, MCCSA
believes that the public interest is best served by encouraging a competitive mar-
ket for ESP services.

Financial Reporting Responsibilities

HE PSA board shall not delegate any judgmental decision-making responsibili-

ties to board-employed administrative staff or an ESP (if applicable). However,
in pursuit of the PSAs educational objectives, administrative staff or the ESP (if
applicable) may be responsible for some, or all, of the following:

» Requesting and/or expending the PSAs funds in conformance with the PSA
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budget approved by the PSA board;

« Notifying the PSA board of resource requirements, needs and recommended
allocations in pursuit of improved educational outcomes;

« Accounting for PSA funds paid to the ESP, if applicable;

« Complying with PSA board policies and procedures relating to internal con-
trols;

= Maintaining and providing financial records, including billing statements,
invoices and other documents, for all expenditures made on behalf of the
PSA or with PSA funds paid to the ESP, if applicable; and

 Providing accurate and timely financial statements for review by the PSA
board including, but not limited to:

+ Financial Reporting: Administrative staff or the ESP (if applicable) should
prepare and present financial reports including budget-to-actual activity to
the PSA board at each regularly scheduled board meeting. A cash flow state-
ment is also recommended. These reports should be provided to the PSA
board at least one week prior to regularly scheduled PSA board meetings at
which they will be reviewed, discussed, and accepted.

+ Quarterly Financial Reporting: Administrative staff or the ESP (if appli-
cable) will prepare quarterly financial statements, including a Balance Sheet
and Statement of Revenues,

Expenditures and Changes in .
Fund Balance — Budget versus PSAs must comply with the Freedom

Michigan School Accounting Of 1976. ESPs must also comply if

Manual and generally accepted ~ they hold (maintain) the requested
governmental accounting prin- ~ school records.

ciples. These reports should be

provided to the PSA board at least one week prior to the PSA board meeting
at which they will be reviewed, discussed, and accepted.

Access to School Records —
Freedom of Information Act (FOIA)

SAs must comply with the Freedom of Information Act (FOIA), PA. 442 of

1976. The Court of Appeals ruled that ESPs, despite their nongovernmental
status, can be included in a Freedom of Information Act (FOIA) lawsuit if they
hold (maintain) the requested school records. Judges E. Thomas Fitzgerald, Janet
Neff and Michael Smolenski ruled in an unpublished per curiam decision (in
Bacon v. The Leona Group, LLC, docket No. 219900) that a PSAs ESP could be
added to the lawsuit against the PSA seeking documents under FOIA.

Fiscal Accountability and Reporting 13



State School Aid Act

THE State School Aid Act governs the appropriations to aid in the support of the

public schools and the intermediate school districts of the State of Michigan.

PSAs must comply with the applicable sections of the State School Aid Act, PA.
94 of 1979, as amended.

Uniform Budgeting and Accounting Act

SAs must comply with the Uniform Budgeting and Accounting Act, PA. 2 of
1968 as amended by PA. 621 of 1978 or MCL 141.421 — 141.440. Following

are the essential requirements:

e A PSA board must designate, by resolution, a “Chief Administrative Officer”
(CAO). The CAO is responsible for the preparation and presentation of the
recommended budget. After the budget is board-approved, the CAO monitors
the budget throughout the year.

« A PSA board must approve a timeline for budget preparation and approval at
a board meeting. Key dates to include in the timeline include:

+ The date individuals must get budget requests to the CAO;
+ The date the CAO will present the preliminary budget to the PSA board;
+ The date of the public hearing; and

+ The date of the board meeting that the budget will be adopted (Note: the
public hearing can be held in conjunction with the board meeting at which
the budget will be adopted.).

e The budget(s), general fund and any special revenue funds (if applicable)
must be presented at a public hearing.

= A public notice about the hearing must be published in a local, general cir-
culation newspaper at least 6 days before the hearing and must include:

+ Time of hearing;
« Place of hearing; and
+ Where the budget is available for public inspection.

Note: Per the Department of Treasury, Letter Number 2001-9, the information
regarding the property tax millage rate to be levied to support the proposed budget
does not apply to PSASs).

e The budget, presented by the CAO at the public hearing, and adopted by the
PSA board must reflect:

 Last year's actual results;
+ Current year results — projected to year-end;
+ Next year's proposed budget; and

+ Other information relating to fiscal conditions considered appropriate by
the CAO.

14
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e The budget must be formally adopted, using a general appropriation resolu-
tion, by the PSA board at a meeting held in accordance with the Open Meet-
ings Act (OMA). A sample general appropriations resolution is attached (see
page 27 of this booklet) or may be found in the Michigan School Accounting
Manual (Bulletin 1022).

» Budget amendments require PSA board approval (via an appropriation
amendment resolution) before expenditures exceed the budget.

= Any violations of the Act, as disclosed in the PSAs annual audited financial
statements, shall be filed with the State Treasurer and reported to the Attorney
General. A specific example of a violation includes expenditures that exceed
the budgeted amount as a result of the absence of reasonable procedures.

Borrowing Options

SAs should consult with their attorneys and/or financial advisors regarding

compliance with the following laws. It should be noted that entering into
long-term debt to fund current operational expenses is discouraged, as it is not a
sound business practice.

The Michigan Public Educational Facilities Authority (MPEFA) was created by
Executive Order 2002-3 in order to provide support for public schools (both PSAs
and traditional) who require special-
ized assistance in financing facilities. -
The primary program currently admin- .It should be noted that entering
istered by MPEFA is the Qualified Into Iong-term_debt to fund i
Public Educational Facilities (QPEF) ~ current operational expenses is
Bond program. The QPEF Bond pro- dISQOUFaged, a-S it is not a sound
gram provides tax exempt financing ~ business practice.

to private companies who construct,

rehabilitate, acquire, refurbish or equip public school facilities. Essentially, a
public-private partnership agreement is created that provides a lease arrangement
whereby at the end of the term of the agreement, ownership of the bond-financed
property is transferred to the public school for no additional consideration. For
additional information on this program, go to www.michigan.gov/treasury (key
word search “MPEFA”™).

Following is a list of current Michigan statutes governing borrowing options for
PSAs.

The Revised School Code, Section 503(b) [MCL, 380.503(b)]

Sec. 503b: An agreement, mortgage, loan, or other instrument of indebtedness
entered into by a PSA and a third party does not constitute an obligation of the
State of Michigan or the authorizing body.

The Revised School Code, Section 503 (9) (MCL 380.503(9))

Sec 503: A PSA may acquire by purchase, gift, devise, lease, sublease, install-
ment purchase agreement, land contract, option, or by any other means, hold
and own in its own name buildings and other property for school purposes,
and interests therein, and other real and personal property, including, but not
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limited to, interests in property subject to mortgages, security interests, or
other liens, necessary or convenient to fulfill its purposes.

The Revised School Code, Section 504a (MCL 380.504a)

Sec. 504a: A Public School Academy may:
(a) Sue and be sued in its name.

(b) [Subject to section 503b] Acquire, hold, and own in its own name, real
and personal property, or interests in real or personal property, for educational
purposes by purchase, gift, grant, devise, bequest, lease, sublease, installment
purchase agreement, land contract, option, or condemnation, and subject to
mortgages, security interests, or other liens; and to sell or convey the property.

(c) Receive, disburse, and pledge funds for lawful purposes.

(d) Enter into binding legal agreements with persons or entities as necessary
for the operation, management, financing, and maintenance of a Public School
Academy:.

(e) Incur temporary debt in accordance with section 1225.

(f) Solicit and accept any grants or gifts for educational purposes and establish
or permit to be established on its behalf one or more nonprofit corporations to
assist the Public School Academy in the furtherance of its public purposes.

(g) Borrow money and issue bonds in accordance with section 1351a and in
accordance with part VI of the Revised Municipal Finance Act, except that the
borrowing of money and issuance of bonds by a Public School Academy is not
subject to section 1351a(4) or section 1351(2) to (4). Bonds issued under this
section shall be full faith and credit obligations of the PSA, pledging the general
funds or any other money available for such a purpose. Bonds issued under
this section are subject to the Revised Municipal Finance Act. [Component of
Public Act 34 of 2001]

The Revised School Code, Section 1225 (MCL 380.1225)

Sec. 1225. (1) Subject to restrictions of this section, the Public School Academy
Board may borrow money and issue its notes for the borrowed money to secure
funds for school operations or to pay previous loans obtained for school opera-
tions under this or any other statute. The Public School Academy Board shall
pledge money to be received by it from State School Aid for the payment of
notes issued under this section. The notes are full faith and credit obligations
of the Public School Academy and are payable from unencumbered funds of
the Public School Academy in event of the unavailability or insufficiency of
state school aid for any reason.

(2) Notes issued under this section cannot exceed 12 months after the issuance
date. Notes issued within a fiscal year shall not exceed 70% of the difference
between the total state aid funds apportioned to the Public School Academy for
that fiscal year and the portion already received or pledged.

(3) A Public School Academy that is not able to redeem its notes within 12
months after issuance may enter into a multi-year agreement with a lend-
ing institution to repay its obligation. The repayment agreement shall not be
executed without the prior approval of an authorized representative of the
state board.

16
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(4) During the last 4 months of a fiscal year, notes may be issued pledging
State School Aid for the next succeeding fiscal year. The notes shall not exceed
50% of the state school aid apportioned to the school district or intermediate
school district for the next succeeding fiscal year or, if the apportionment has
not been made, 50% of the apportionment for the then current fiscal year. The
notes’ maturity shall not exceed 12 months after the issuance date.

(5) Notes issued under this section are subject to the revised municipal finance
act. Failure of a Public School Academy to receive state school aid does not
affect the validity or enforceability of a note issued under this section.

(6) A Public School Academy board may make more than one borrowing under
this section during a school year.

(7) In addition to other powers under this section, with the approval of the
state treasurer, the Public School Academy board may obtain a line of credit to
secure funds for school operations or to pay previous loans obtained for school
operations under this or any other statute. The Public School Academy shall
pledge no more than 30% of the state school aid apportioned to the school dis-
trict or intermediate school district for that fiscal year for repayment of funds
received pursuant to a line of credit obtained under this subsection. However,
the Public School Academy board shall not borrow against the line of credit an
amount greater than the difference, as of the date of the borrowing, between
the total state school aid funds apportioned to the school district or interme-
diate school district for that fiscal year and the portion already received or
pledged, except secondary pledges

made under section 1356. To obtain

approval for obtaining a line of cred- ~ A PSA may borrow money and

it under this subsection, a Public  jssue bonds of the district to
School Academy board shall apply  gefray all or a part of the cost of

o the st esturr i e ormd purchasing, erecting, completing
P y remodeling, or equipping or

surer, and shall provide information . tf -
as requested by the state treasurer ~ 'S€qUIPPING, EXCEPT TOT €QUIPPINg

for evaluating the application. The ~ OF reequipping for technology,

state treasurer shall approve or dis- ~ School buildings, including library
approve an application and notify bUIldlngS, structures, athletic fields,
the Public School Academy board ~ playgrounds, or other facilities ...
within 20 business days after receiv-

ing a proper application. If the state

treasurer disapproves an application, the state treasurer shall include the rea-
sons for disapproval in the notification to the Public School Academy board.

The Revised School Code, Section 1351a (MCL 380.1351a)
[component of Public Act 451 of 1976]

Sec. 1351a. (1) Beginning with bonds issued after May 1, 1994, a Public School
Academy shall not borrow money and issue bonds of the district under section
1351(1). However, a Public School Academy may borrow money and issue
bonds of the district to defray all or a part of the cost of purchasing, erecting,
completing, remodeling, or equipping or reequipping, except for equipping
or reequipping for technology, school buildings, including library buildings,
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structures, athletic fields, playgrounds, or other facilities, or parts of or addi-
tions to those facilities; furnishing or refurnishing new or remodeled school
buildings; acquiring, preparing, developing, or improving sites, or parts of or
additions to sites, for school buildings, including library buildings, structures,
athletic fields, playgrounds, or other facilities; purchasing school buses; acquir-
ing, installing, or equipping or reequipping school buildings for technology;
or accomplishing a combination of the purposes set forth in this subsection.
Section 1351(2) to (4) applies to bonds issued under this section.

(2) The proceeds of bonds issued under this section or under section 11i of
the state school aid act of 1979, 1979 PA 94, MCL 388.1611i, shall be used for
capital expenditures and to pay costs of bond issuance, and shall not be used
for maintenance costs. Except as otherwise provided in this subsection, a PSA
that issues bonds under this section or under section 11i of the state school
aid act of 1979, 1979 PA 94, MCL 388.1611i, shall have an independent audit,
using generally accepted accounting principles, of its bonding activities under
these sections conducted within 120 days after completion of all projects
financed by the proceeds of the bonds and shall submit the audit report to the
department of treasury. For bonds issued under section 11i of the state school
aid act of 1979, 1979 PA 94, MCL 388.1611i, the independent audit required

under this subsection may be conducted and submitted with the annual report
required under the revised municipal finance act, 2001 PA 34, MCL 141.2101
to 141.2821.

(3) A PSA shall not borrow money and issue notes or bonds under this section
to defray all or part of the costs of any of the following: (a) Upgrades to oper-
ating system or application software. (b) Media, including diskettes, compact
discs, video tapes, and disks, unless used for the storage of initial operating

18

MCCSA < PSA Oversight and Accountability Standards



system software or customized application software included in the definition
of technology under this section. (c) Training, consulting, maintenance, service
contracts, software upgrades, troubleshooting, or software support.

(4) A resident of a school district has standing to bring suit against the school
district to enforce the provisions of this section in a court having jurisdic-
tion.

(5) As used in this section, “technology” means any of the following: (a) Hard-
ware and communication devices that transmit, receive, or compute informa-
tion for pupil instructional purposes. (b) The initial purchase of operating
system software or customized application software, or both, accompanying the
purchase of hardware and communication devices under subdivision (a). (c)
The costs of design and installation of the hardware, communication devices,
and initial operating system software or customized application software autho-
rized under this subsection.

The Revised Municipal Finance Act (MCL 141.2101-141.2821) —
See next section for further information.

The Revised Municipal Finance Act
(PA 34 of 2001)

HE Revised Municipal Finance Act, Public Act 34 of 2001, became effective on

March 1, 2002 and materially changed the way bonds and notes are approved
in Michigan. PSAs that intend to issue securities must comply with the Act. It
requires the annual filing of a Qualifying Statement along with a copy of the PSAs
financial audit report to the Department of Treasury (Treasury).

Each year by December 31st, the PSA

is required to submit a Qualifying  Egch year, the PSA is required to
Stateme_znt to Treasury. Treasury has submit a Qualifying Statement to
30 business days from receipt of the Treasury. Treasury has 30 business
Qualifying Statement to determine if days fror.n receipt of the Qualifying

the PSA qualifies to issue debt with- L
out additional Treasury approval. The ~ Statément to determine if the PSA

Qualifying Statement, upon approval ~ qualifies to issue debt without
from Treasury, remains until the earlier ~ additional Treasury approval.

of 30 days prior to the date the next

Qualifying Statement is due (November 30th of the following year) or until a new
determination is made.

After the bond issue closes, the municipality must file certain transaction docu-
ments with Treasury along with the filing fee equal to .02% of the principal
amount of the securities (minimum of $100 and a maximum of $1,000).

The PSAs that do not qualify, or those that fail to submit a Qualifying Statement
to Treasury by December 31st, are not precluded from issuing securities; however,
the PSA is required to obtain Treasury’s prior approval for each obligation before it
can be issued. Filing fees increase to .03% of the principal amount of the securities
(minimum of $800 and a maximum of $2,000); therefore, it is in the PSAS best
interest to file a Qualifying Statement by December 31st.
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Federal Requirements

SAs must comply with Office of Management and Budget (OMB) Circular A-

87, Cost Principals for State, Local and Indian Tribal Governments. PSAs must
also comply with OMB Circular A-102, Common Rule for Uniform Administrative
Requirements for Grants and Cooperative Agreements with State and Local Govern-
ments.

Michigan School Accounting Manual
(Bulletin 1022)

THE Michigan School Accounting Manual (Bulletin 1022) provides information
regarding laws, rules, policies, accounting and reporting requirements for
Michigan public schools. The manual is patterned after the Financial Accounting
for State and Local School Systems, 1990, which is a national standard used for
reporting financial data by state departments of education and public schools.

The purpose of the Federal handbook and the State accounting manual is to
ensure that educational fiscal data will be reported in a uniform, comparable,
and comprehensive manner. Accounting records and account coding must be in
compliance with the Michigan School Accounting Manual (Bulletin 1022).

Administrative Rule 340.852 requires all school districts to use the chart of
accounts prescribed and published by the Michigan Department of Education
(MDE). A copy of the accounting manual may be obtained from Finlar Doubleday
at 6255 Technology, Kalamazoo, M1 49009, (269) 544-3600, Stock #SLK520C. It
is also available on the Web at: www.michigan.gov/mde. Search under key words
“Michigan Public School Accounting Manual.”

Financial Audit

THE State School Aid Act, MCL 388.1618 (2), requires each public school to file
an annual financial audit with the intermediate school district (I1SD) 120 days
after the end of the fiscal school year. The ISD is required to submit the financial
audits to MDE by November 15 each year. MDE will withhold the public school’s
monthly State school aid payment until the financial audit is received by the MDE
Office of Audits.

A PSA board’s independent auditor should present the audited financial state-
ments to the PSA board at an open meeting prior to the required submission date
of the authorizer.

In addition to the financial audit, some authorizers may require periodic perfor-
mance audits.

Internal Controls

I NTERNAL controls are the checks and balances established by organizations to
protect assets from loss or theft, provide reliable financial information, comply
with laws and regulations, and support effective and efficient business practices.
Strong internal controls promote accountability to the citizens of the state, and
other stakeholders, over the stewardship of state resources.
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The 2002 audit report prepared by the Office of the Auditor General (OAG)
related to the audit of the MDE Office of Education Options, noted weaknesses in
some PSAs’ internal control structures. In addition to other items, the following
areas should be included when assessing effective internal controls:

» Effective cash management controls should be implemented. Such controls
should protect the PSA board’s fiduciary responsibility that mandates the
funds are authorized to be received and disbursed on behalf of the PSA board
in compliance with applicable law;

= Written procurement policies must be board approved and documented;
« Bids and quotes should be documented; and
« Contracts and leases must be documented and fully executed.

Related Party Transactions

PSAs independent auditor is required to report related party transactions

(RPT), in compliance with Financial Accounting Standard (FAS)-57, in the
footnotes of the PSAs annual financial statements. Refer to FAS-57 for the exten-
sive disclosure requirements and definitions. The interpretation of Statement
on Auditing Standards (SAS)-45 states
that the auditor should apply sufficient
audit procedures to provide reasonable . -
assurance that related party transactions lnvolved_ln Ies_s-_than-arms-length
are adequately disclosed in the financial transactlons; Itis lleE>sary
statements and that material misstate- Part of MDE's audit oversight to
ments associated with identified related ~ Feview related party transactions
party transactions do not exist. for fiscal integrity.

According to a June 6, 2003, letter from the MDE Director of the Office of
Audits, it is MDE's practice to review a district’s balances to determine if they are
within expected ranges for related party transactions. Because of the inherent risk
involved in less-than-arms-length transactions, it is a necessary part of MDE's
audit oversight to review related party transactions for fiscal integrity.

Because of the inherent risk

The most common related party transactions noted by MDE are:
= Borrowing and lending;
« Sale or lease of real estate, buildings and equipment; and
- Management agreements.

MDE also noted that although generally accepted auditing standards establish
reporting requirements and require auditors to report related party transactions,
in many cases the footnotes do not include enough detail for the users to deter-
mine the purpose of the transactions. Therefore, the first step in MDE’s review
process is to gain an understanding of the nature of the transaction. The second
step in MDE's review process is to determine if the transaction was for the fair
market value. MDE does this by comparing the cost of the transaction to an inde-
pendent market indicator or to an average of other school districts in Michigan.

Examples of independent market indicators and sources used by MDE include:
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« Colliers International Market Report (lease);
» Area chamber of commerce reports (lease);
« CB Richard Ellis Market Index (lease);

= Charter School Facilities Report from a National Survey of Charter Schools, pre-
pared by Charter Friends National Network, in cooperation with Ksixteen,
LLC (lease);

= Independent appraisal (purchase of facility);
= Bank One prime rate (interest);
» Federal Reserve (interest); and

= Michigan Department of Management and Budget (janitorial, lawn mainte-
nance, snow removal, etc.).

According to the letter from MDE Director of Audits, MDE uses the Bulletin 1014
Michigan Public School Districts Ranked by Selected Financial Data, in determining
the average costs of all school districts in Michigan. This document is available at
the department’s website at: www.michigan.gov/mde. Type “Bulletin 1014 in the
search area in the upper right corner and click on the green ‘go’ button. Because
MDE has reviewed related party transactions for several years, they also reported
that they use personal knowledge in determining the fair market value of transac-
tions. For example, they noted that if a full service management company were
to charge 8% of revenues, that fee would not appear excessive.

Given this information, PSA boards should consider a fair market value analysis
for the purchase of capital equipment, management services, other general service
contracts and any time the PSA board has reason to question whether or not it is
receiving fair market value for the proposed price.

Fair market value is defined as the price an interested but not desperate buyer
would be willing to pay and an interested but not desperate seller would be will-
ing to accept on the open market assuming a reasonable period of time for an
agreement to arise.

A fair market value transaction is a transaction between two related or affiliated
parties that is conducted as if they were unrelated, so that there is no question of
a conflict of interest.

If MDE questions whether or not a related party transaction is at fair market
value, it is the responsibility of the PSA board to provide appropriate and adequate
documentation regarding the transaction in question.

Conflicts of Interest

CONFLICTS of interest exists when a member of a public governing board is
involved in decision making during the course of public duties with the
knowledge that there is an opportunity to further the member’s private inter-
ests.

The State School Aid Act, MCL 388.1769b, states: “A board member of a district,
intermediate district, PSA, or PSA corporation shall abstain from voting on any
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contract in which the board member has a conflict of interest.”

The Incompatible Public Offices Act (MCL 15.181) indicates that school board
members are public officers and public officers shall not hold two or more incom-
patible offices at the same time. Attorney General Opinion AG, 1997-98, No.
6996, p. 186 (September 22, 1998) prohibits a person from simultaneously serv-
ing as a member of the board of education of a school district and as a member of
the board of directors of a PSA.

The Contracts of Public Servants with Public Entities Act (MCL 15.321) disal-
lows certain contracts between public servants and public entities and requires
disclosure of other contracts to the board. Attorney General Opinion AG, 1997-
98, No. 6966, p.96 (January 26, 1998) specifies that the act applies to officers
and employees of PSAs. Attorney General Opinion AG, 1979-80, No. 5768, p.951
(September 3, 1980) specifies that

“A public entity is not prohibited from entering into a contract with a corporation whose
stockholder is a full-time public servant of the public entity and who holds more than 1%
of the outstanding stock where the public servant does not, directly or indirectly, solicit
the contract, represent either party in negotiating the contract or otherwise take part in
negotiating or approving the contract. However, if the contract is, in effect, an indirect
contract between the public entity and its own public servant, it is prohibited.”

PSA Board members should consider
completing an annual Statement of A PSA board or an ESP should
Independence or Conflict of Inter- ot employ immediate family
est Statement. The annual disclosure  \ ambers of board members to work
should disclose: in any capacity within the PSA.
= Whether the individual, or his/her ~ Relatives of staff members may be
“immediate family member(s)”  employed by the PSA board or ESP,
— as further defined below — has  provided that the staff member
a personal or financial interest in being employed is not placed in a
the PSA or with any party thatthe — hqjtion in which s/he would be
PSA is doing business with; supervised directly by the relative
e Whether the individual, or his/her ~ staff member.
“immediate family member(s)”, is
currently employed by, or has previously been employed by, any party that
the PSA is doing business with; and

= The relationship and how the conflict was/is being resolved, if applicable.

Nepotism is another form of conflict of interest. This conflict of interest arises
when an immediate family member of public governing board member is
employed by the PSA. Decision making, during the course of public duties, is a
conflict of interest when there is an opportunity to further the member’s interests
of an immediate family member.

A PSA board or an ESP should not employ immediate family members of board
members to work in any capacity within the PSA. Relatives of staff members
may be employed by the PSA board or ESP, provided that the staff member being
employed is not placed in a position in which s/he would be supervised directly
by the relative staff member.
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Immediate family member(s): Includes parent, child, sibling, spouse, father-
in-law, mother-in-law, son-in-law, daughter-in-law, brother-in-law, sister-in-law,
grandparent, grandchild, nephew, niece, uncle or aunt (MCL 487.1511, Section
511.1(b)).

Financial Records

INANCIAL records must comply with the Michigan Public School Accounting
Manual and Generally Accepted Accounting Principles (GAAP). Refer to:

» The Revised School Code, MCL 380.1281;
= The Uniform Budgeting and Accounting Act, PA. 2 of 1968;
e Administrative Rule R340.853; and

» The Schedule for the Retention and Disposal of Public School Records (Bul-
letin 522, Revised).

Center for Educational Performance
and Information (CEPI)

THE Center for Educational Performance and Information (CEPI) collects
and reports data about Michigan's K-12 public schools. CEPI's mission is to
become the single source for the most comprehensive, accessible information
about the performance of Michigan’s public schools. Some of that information
includes student test scores, enrollment figures, graduation and dropout rates,
teacher information, pupil/teacher ratios, crime and safety data, financial informa-
tion, and building infrastructure.

Using the state’s educational data warehouse system, the Michigan Education
Information System (MEIS) will eliminate duplicate reporting requirements and
improve the information available about Michigan’s public schools. The data are
organized into five core databases:

= Single Record Student Database (SRSD);

« Student Test and Achievement Repository (STAR);
 School Infrastructure Database (SID);

= Registry of Educational Personnel (REP); and
 Financial Information Database (FID).

Utilizing the (MEIS) and Standard & Poor’s School Evaluation Services (SES),
CEPI plans to produce timely, accurate, and meaningful reports for educators, pol-
icymakers, and parents. To find out more information, visit: www.michigan.gov/
cepi.

Financial Information Database (FID)

HE FID database, one of five (5) databases maintained by CEPI, will change
how the state collects financial data from public schools. Each public school is
required to file an annual comprehensive financial report (currently referred to as
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Form B) with MDE by November 15th.

monthly state school aid payment until to file an annual comprehensive

the report is received. To assist with financial report (currently referred

follow-up, MDE will provide autho- :
rizers with a list of schools that have to as Form B) with MDE by

failed to report as of November 1st. ;
P the public school’s monthly state

Form B information requires public g raceived.

schools to input data using the EDN

system. FID replaced this process in

November 2004. Public schools are required to upload their financial data to the
MEIS server using specified file formats. The accounting codes used to populate
those files must be consistent with the Michigan Public School Accounting Man-
ual (Bulletin-1022). Additional information is available at www.michigan.gov/cepi
(keyword search “Financial Information Database”).

Pupil Accounting Issues

To maintain current knowledge of reporting requirements, public school per-
sonnel should attend the Michigan Pupil Accounting and Attendance Associa-
tion (MPAAA) conferences held twice annually.

The Pupil Accounting Manual provides guidance on pupil membership require-
ments and count procedures.

Questions related to the Pupil Accounting Manual should be directed to:
Joellen Wonsey, MDE State School Aid and School Finance
e-mail address: wonseyj@michigan.gov
Phone Number: (517) 373-3352
Web site: http://www.michigan.gov/mde
Key word search: “pupil accounting manual”

EFORE an authorizer initiates its oversight and accountability role, there must

be a charter contract in place. The Revised School Code clearly states what
should be contained in the charter contract. To solidify these requirements, the
MCCSA has adopted the following Public School Academy Contract and Contract
Amendment Checklist
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Sample General Appropriations Resolution
for PSA Boards

<PSA Name>
<PSA Address>
<City>, Michigan <Zip>
A Resolution of <PSA Name> Board of Directors

RESOLVED, that this resolution shall be the general appropriations act of <PSA
Name> for the fiscal year <Fiscal Year>.

Special
Revenues General Fund Reverrl)ue Fund
Local $ $
State $ $
Federal $ $
Incoming Transfers $ $
Total Revenue $ $

Expenditures
Instruction
Basic Instruction

Added Needs $ $
Support Services
Pupil Support Services $ $
Instructional Staff $ $
General Administration $ $
School Administration $ $
Business Services $ $
Operations & Maintenance $ $
Transportation $ $
Central
Other $ $
Athletics $ $
Food Service $ $
Bookstore $ $
Community Services $ $
Ongoing Transfer and Other Transactions $ $
Excess Revenues Over/Under Expenditures _$ $
Beginning Fund Balance (July 1) $ $
Ending Fund Balance (June 30) estimated $ $

Secretary’s Certification:
I certify that the foregoing resolution was duly adopted by <PSA Name> Board
of Directors at a properly noticed open meeting held on the <Day> day of
<Month> where a quorum was present.

By:

<Name>, Secretary of the Board
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Public School Academy
Contract and
Contract Amendment
Checklist

Introduction

ICHIGAN'S charter school law, Public Act 362 of 1993, delegates
to the governing boards of state public universities, community
colleges, intermediate school districts and local school districts the

responsibility for authorizing
and overseeing public school
academies.

The Revised School Code con-
tains the requirements to be
included as part of the charter
school application and contract.
The following Contract Checklist
contains all required items. It is
to be completed in its entirety

A Contract and Contract

Amendment Checklist is to be

completed in its entirety and
submitted to the Michigan

Department of Education with

all original and reauthorized
contracts.

and submitted to the Michigan Department of Education with all

original and reauthorized contracts.

When submitting a contract amendment to the Michigan Department
of Education, complete the portions of the checklist applicable to the

amendment.

The contract checklist may be accessed by contacting the Michigan
Department of Education, Office of School Improvement at (517) 241-
4715 or the Michigan Council of Charter School Authorizers at (517)

364-9600.

PSA Contract and Contract Amendment Checklist
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PSA Contract and Contract Amendment Checklist
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MCCSA < PSA Oversight and Accountability Standards
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