ON

=il

Report Issued:
January 2013 « #13-01

Progress Report:
January 2014

KEY FINDINGS

1)

2)

3)

Charter schools pay
excessive lease costs at
taxpayer expense.
Additional costs and
questionable space
utilitization are major
factors in the high cost of
charter school leases.
Lack of oversight and
planning cost the state
millions of dollars.
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Charter School Facilities Lease Assistance and Capital Outlay
Planning

The evaluation assessed the cost-benefit of leases and lease-purchases, and
compliance with the Charter School Act, relevant laws, regulations, and policies.

Background.
The Lease Assistance Program started in 2004, as part of the Public School Capital

Outlay Fund. While the program is not specific to charter schools, the program has
mainly benefitted charters. The program was initially capped at $4 million, but the
cap was removed and an annual adjustment tied to the Consumer Price Index (CPI)
was established. Program awards have increased 377 percent from 2005 to 2013. At
the current rate of expansion, an estimated $50 million annually would be expended
by 2021, diverted from other public school capital outlay projects.

Key Recommendations.

e The Public School Capital Outlay Council (PSCOC) and Public School Facility
Authority (PSFA) should require review and provide possible renegotiation
assistance for leases above market rates. The PSCOC should continue the
practice of deferring lease payments until high costs are justified.

e The PSCOC and PSFA should classify as ineligible for lease assistance those
charter schools not meeting statutory facility standards.

e The PSCOC and PSFA should develop and require the use of a standardized
PSFA-approved lease format. The mandatory use of a standardized lease can
bring the needed downward pressure on costs in excess of base lease rates and
leasehold improvements.

e The PSCOC and PSFA should require tenant improvements to be funded by
HB33 proceeds and require the use of local match. Tenant improvements should
be approved in advance by PSFA.

e The PSCOC and PSFA should set a limit on classroom space per mem in
regulation and require schools that exceed that limit to justify this need for lease
assistance awards to be given.

e The PSCOC and PSFA should use lease assistance only for base lease amounts
and prohibit the inclusion of any other costs.

e The Legislature should amend statute to require new charters or charters
relocating (after July 1, 2013) to meet public space and adequacy requirements
before students may attend.

e The PSCOC and PSFA should require charter schools to submit for approval all
leases and amendments.

Agency-reported Progress to Date.

e The PSFA intends to enforce the statute, beginning July 2015, that requires
compliance with minimal facility standards.

e The PSFA is developing a standardized lease, sublease, and lease-purchase
agreements.

e The PSCOC did not increase the maximum mem amount by the consumer price
index for FY'13 but increased the FY 14 amount by 0.9 percent.




Outstanding Issues.

Although not necessarily the position of the PSCOC, the PSFA maintains that
lease approvals, lease reimbursements, limits on maximum square footage, costs
in excess of base leases, and tenant improvement costs are limited by per mem
allowance provided for in statute, and not within the scope of PSFA control.

State rule (6.27.3.16(E) NMAC) requires the PSFA to consult with the PED
regarding applications for charter school lease assistance and provide
recommendations to the PSCOC regarding the applications. These
recommendations should include improvements to the applications process
including the use of standardized leases.

The Public School Capital Outlay Act provides that the PSCOC establish the
requirements for applications for assistance from the Public School Capital Outlay
Fund. The PSCOC can require the use of standardized leases that could be
administered by the PSFA.

The PSFA is completing a standardized lease agreement and will provide these to
schools who voluntarily wish to use them. These agreements could be used to
administer any conditions that the PSCOC might develop for lease assistance.
Section 22-8B-4.2(B) provides that grants may be used to provide additional lease
payments for leasehold improvements only after the charter is renewed at least
once.

The PSCOC and the PSFA should propose legislation, similar to SB333, to
require new or relocated charter schools to attain minimum adequacy standards
within 18 months of occupancy or relocation, PSCOC approval for all leases, the
use of a standardized lease, and increase reporting of potential for conflicts of
interest.
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