Education Empire: David Brennan’s White Hat Management Inc.

A Comprehensive Report on the Origins, Evolution and Business Model 

of Ohio’s Largest Charter School Company

Major Findings

I. White Hat-operated Schools are Neither Independent Nor Non-profit Entities
Ohio law requires charter schools to be non-profit entities governed by independent school boards. However, through various White Hat companies and handpicked trustees, Brennan has turned his charter schools into a chain of company stores.   

Super Board “Governs” 13 Schools
The same nine individuals constitute the boards of eight White Hat schools; a subset of four of these trustees also serves as the board of five other White Hat schools. Numerous other trustees serve on multiple boards. Some trustees serve on as many as 17 different White Hat charter school boards. Some trustees live as far as 240 miles from a school they claim to supervise (page 23).

Many of the obviously hand-picked board members have business and personal relationships with Brennan (page 23). Clearly, these boards have no independence from Brennan. They are in no position to cancel the management contract with White Hat even if that were clearly in the best interests of students or in the financial interest of the school.  

White Hat Owns Each School’s Name
The name of each White Hat operated school is as a registered trade name, registered by White Hat Learning Systems (page 60).

Each White Hat School is a Limited Liability Company
White Hat incorporated a for-profit limited liability partnership in the name of each “community” school it operates (pages 20 and 60).

Schools Indebted to White Hat
White Hat loaned substantial sums of cash to its Hope Academies – between $300,000 and $525,000 loans to all five schools, bearing interest of 10 percent (double the federal reserve bank’s discount rate for most of 1998) (page 14). 
The loans appear to be working capital, used for operating costs. (White Hat, not the school’s board, owns and maintains the school buildings.) Public school districts may not carry operating debt beyond the current school year.
In addition, Brennan has used two charter school buildings as collateral to secure a $5 million loan (page 20) for one of his companies. On Feb. 18, 2000, White Hat Realty, LLC, filed as a debtor on a $5 million mortgage with David L. Brennan Trust-1996 as the secured party. On April 3, 2000, White Hat Realty took out an “Open-End Mortgage” loan from the David L. Brennan Trust-1996 and Brenlin Holdings, Inc. for a $5 million credit line. The mortgaged property consisted of two parcels: the first property houses Hope Academy Chapelside Campus at 3845 131st St., Cleveland, OH 44105; the second houses the Hope Riverside Academy at 3320 River Rd. in Cincinnati (page 57).
The supposedly non-profit Hope Academies thus became indebted to White Hat Management under terms that allow White Hat to claim all receivables and cash. Then White Hat indebted itself to David Brennan under the same terms. The trail of debt travels straight from the Hope Academies to David Brennan.
The independence of the Hope Academies is compromised (page 57). These debts give Brennan a great deal of financial leverage over the charter schools. The ability of a charter school’s board of trustees to negotiate fair and equitable contracts for its school is further compromised when they are indebted to the management company that operates the school.

II. Under the Influence – Sponsors of White Hat School Have Company Ties
Taking advantage of provisions in House Bill 364 that allow private groups to authorize charters (page 20), Brennan has gained undue influence of sponsors that grant – and renew – his school’s charters. Most White Hat schools are sponsored by the Toledo-based Ohio Council for Community Schools, originally an arm of the University of Toledo. UT was granted chartering authority in the original 1997 legislation that created a pilot charter school program in Lucas County. It later created the council to handle those responsibilities. But, the council now derives its chartering authority from its own 501(c)(3) status.  

The council’s executive director is Allison Perz, whose mother Sally Perz sponsored the original charter school legislation as a state representative. Sally Perz is a registered lobbyist for White Hat (see pages 21, 35, 67, 73). 
Three more White Hat schools are sponsored by the Buckeye Community Hope Foundation. Its president, Stephen Boone, also served as chairman of the board that ostensibly governs the three Life Skills Centers of Columbus, operated by White Hat (pages 66, 75).
Ohio’s charter school program relies on sponsors – also known as authorizers – to protect students and taxpayers from unscrupulous or incompetent operators. Such self-dealing and management company influence over sponsors removes any accountability for performance or proper use of tax dollars.    

III. Paying to Play
Brennan aggressively backed Ohio HB 364 that allowed private groups to sponsor, as well as operate, charter schools. Nothing in the bill prevents a sponsor from being a related party to the management company or other operator. The Brennan family made large campaign contributions to House Republicans during their deliberations over the bill. In one two-month period, November and December 2001, David, Ann and Nancy Brennan gave $162,500 to GOP members of the House, all in $2,500 checks, the maximum contribution at that time (page 66). 

IV. White Hat’s Profit Formula
The report paints a clear picture of the business model Brennan has established in his for-profit education empire, revealing how he makes money as a charter school operator. Some have questioned whether a management company can make money at the funding level Ohio allocates to charter schools. This question is answered by examining the multiple White Hat companies established to provide all staff, goods and services used by the schools. White Hat schools claim they have no employees. Teachers, administrators and other staff are employed by White Hat.
The multiple companies include White Hat Realty, which secures property with public funds allocated to the school and leases it back to the school. White Hat Realty is indebted to other Brennan entities, with mortgages using the school buildings as collateral. 
Other companies include White Hat Management LLC, which administers the schools, and White Hat Ventures, the umbrella company overseeing all of White Hat’s education offerings. WHLS of Ohio, incorporated in 1999, eventually replaced (on paper, at least) White Hat Management as the principal management vehicle for all of White Hat’s schools. All of these companies are “foreign corporations,” registered in Nevada.  
Recently, Brennan and White Hat have gone national, added other branches to the corporate tree, including NCLB Tutors, LLC, Ihomeschool, LLC, White Hat on Campus, LLC, and various out-of-state endeavors (page 11). Some of these additional franchises are designed to take advantage of NCLB funding streams.
White Hat profits as the sole vendor for its charter schools, renting them the buildings, selling them computers, books and other supplies, leasing them teachers and administrative staff, even the furniture – virtually everything the schools needs to operate. The school itself need not be profitable. Supplying them is. These arrangements further underscore the lack of independence of the schools and their boards. If the board of trustees of a White Hat-operated school somehow mustered the courage to terminate its contract with White Hat as the management company, it would find that it owned none of the assets needed to operate the school, including its name. Conversely, if White Hat found it no longer profitable or convenient to operate the school and terminated its contract, students, parents or communities that valued the school would be out of luck. The school would not exist without White Hat.

VI. Shutting Out State Auditors

The White Hat business model has been fine-tuned to maximize profits and avoid public scrutiny of its use of public funds. White Hat experimented with several business models, but, beginning in 1999, it began imposing a new arrangement on its schools in which White Hat receives 97 percent of all public funding allocated to the school. All contracts between White Hat and its schools now conform to this arrangement (pages 19, 53).
This new financial arrangement also snuffs out the audit trail because state audits stop after the first 3 percent of public funds. The remainder is simply listed in the audits as “professional services contracts.” Taxpayers have no idea how the vast majority of their money is being spent. State Auditor Betty Montgomery has not challenged this firewall, nor did her predecessor Jim Petro. Both have received substantial campaign contributions from the Brennan family.  

V. Life Skills Centers are Cash Cow for White Hat Empire

Ohio audit reports for White Hat charter schools expose the Life Skills Centers as the real cash cow of Brennan’s education empire. Life Skills Centers, often housed in strip malls where as many as three shifts of students are herded in and out in a day, require much less overhead to operate than the primary grade Hope Academies. The schools’ staffing model assumes low attendance. There are no extracurricular activities; music and art departments, sports facilities, even cafeterias are missing from these charter high schools (page 17).

During the 1999-00 fiscal year, six Hope Academies cumulatively collected $8,611,053 in tax revenue. The following year the same schools brought in $9,535,256, only a 10.7 percent increase. The Life Skills Centers, on the other hand, have shown much more robust growth. Over the same period, the four original Life Skills Centers saw their revenue jump from $3,504,252 to $7,896,423, a 125 percent increase. As per the company’s standard contract with the charter schools, 97 percent of this money passed straight to White Hat. 
Factoring in the low overhead to run the centers, it’s no coincidence, then, that henceforth Brennan created nearly three Life Skills Centers for every one Hope Academy. By 2004, Life Skills Centers corralled double the public funding as the Hope Academies (page 18).

In November 2001, White Hat launched its online charter school, an even lower-cost operating unit. The Ohio Distance & Electronic Learning Academy (ODELA) was sponsored by the Ohio Council for Community Schools.
V. Private Schools Illegally Converted to Charters

The report documents the conversion of three private schools to charters, which is expressly barred by the 1997 charter statute. Two Cleveland private schools created by Brennan to take advantage of the Cleveland tax-funded voucher program were closed and reopened as charter schools (page 50). Likewise, the Interfaith Academy, an Akron private school established by Brennan and administered by his daughter Nancy, was closed and reopened as Hope Academy University Campus.    
When these conversions were challenged, then-Attorney General Betty Montgomery approved the conversions in an opinion provided to the Ohio Department of Education. The Ohio State Board of Education declined to release the opinion, citing attorney-client privilege. Montgomery received $20,000 from the Brennans between 1996 and 1998 (pages 12 and 56). 

VI. Registered Agent for 10 Schools Jailed on RICO Charges

The report reveals extensive involvement in the White Hat empire by convicted felon Ricardo Teamor. He served as the Registered Agent for 10 White Hat charter schools until being convicted and sentenced on several federal racketeering charges. He was sentenced to jail time and home detention plus a $15,000 fine. Teamor is still the Registered Agent for two White Hat charter schools (page 81).

VII. Motivated by Profit, Not Helping Children

Brennan has been quoted comparing Ohio’s public schools to Communist Europe, describing them as bloated, bureaucratic and inefficient (page 4). But, Brennan abandoned this fully privatized educational model when he found that he could make more profit from charter schools, which in theory are public schools, subject to state testing and some regulation (page 54). Brennan maintains that a for-profit management of charters is essential to generating the revenue needed to operate schools effectively.  

VIII. Wal-Mart and the Walton Family Foundation

Wal-Mart and the Walton Family Foundation were significant contributors in the early stages of Brennan’s education empire-building. Brennan’s Hope for Cleveland’s Children (HCC) was founded both to promote the Cleveland voucher program overall and to provide start-up funds for Brennan’s own voucher funded schools. HCC owed its very existence to the politicized philanthropy of the Walton Family Foundation, a multi-million dollar charity run by the heirs of the Wal-Mart fortune. It received $750,000 from the Bentonville, Arkansas-based foundation during its 1996 tax year – more than 75 percent of its revenue. The following year, the Walton Family Foundation donated $500,000 more to HCC, accounting for 92 percent of its grant funding and 68 percent of its general revenue. All told, in the five-year period after HCC’s inception, it raked in $1.825 million from the Walton family.  

John Walton, the family’s most outspoken education reform advocate before his death in 2005, served with Brennan on several national “school choice” organizations, including the American Educational Reform Council, the CEO Foundation, and Alliance for School Choice (page 7).

What Brennan created is a school system that mimics the Wal-Mart business model, investing as little as possible in staff while maximizing profits. 

IX. Financial Gain for Cleveland’s Catholic Diocese

Brennan and the Archdiocese of Cleveland cooperated in lobbying to create the Cleveland voucher program. Following Brennan’s transition from voucher schools to charter schools, White Hat purchased and/or leased numerous buildings from the Archdiocese of Cleveland. White Hat Realty acquired the property located at 3845 131st St. (which would soon house the Hope Academy Chapelside Campus) from the Cleveland Diocese for $100,000. Cuyahoga County property records revealed that the building’s market value is $978,900 (page 11). This was one of a half dozen property arrangements between White Hat and the Archdiocese, the value of lease agreements, and thus the amount of public tax dollars going to the Church, is unknown.
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