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August 22, 2007

Hon. Joel 1. Klein

Chancellor

New York City Public Schools
Department of Education

52 Chambers Street, Room 314
New York, NY 10007

Re:  Christopher Cerf
SCI Case No. 2007-0672

Dear Chancellor Klein:

An investigation conducted by this office has found that Christopher Cerf, Deputy
Chancellor for Organizational Strategy, Human Capital, and External Affairs of the
Department of Education (“DOE”), solicited charitable contributions from executives of
Edison Schools, LLC (“Edison”), a DOE vendor, and Liberty Partners, L.P. (“Liberty”), a
private investment firm which is the majority owner of Edison. As a result, Cerf secured

a pledge for a $60,000 donation from one of the executives, the chairman and chief
executive officer of Liberty. The requested contribution would have benefited a
charitable foundation of which Cerf is a member of the board of directors. According to
Cerf, although the chairman agreed to the $60,000 donation, he did not pay it; Cexf
withdrew his request after he was asked about it during the course of this investigation, -
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We have further determined that Cerf, who held stock in Edison,
stock in February s sass e o it
‘AnaiesMN. T)s investigation also determined that the TEAM Academy in
Newark, N.J., for, which Cerf serves on the board of directors, does notdo business with
the DOE, although it is sponsored by the same national organization which sponsors three
DOE chagier schools. Finally, we determined that Cérf’s§ T e
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his DOE employment contained some inaccuracies and ormssmns untll rhe was
questioned about them by investigators and allowed to amend (R : :

This investigation was initiated by the office of the Spec1al Commissioner of
Investigation (“SCI”) after media reports appeared in February 2007 stating that Cerf had
divested himself of Edison stock on the day before a DOE parents’ group planned to ask
him about his ties to the company SCI investigators interviewed Cerf and m
witnesses affiliated with the DOE, Edison, and m and examined numerous
documents obtained from those entities. In the course of the investigation, this office
discovered the charitable solicitations described abovc and some media accounts which

~ conflicted with the responses on Cerf’s i s e ;
also examined whether there were any busmess ties between the DOE and the TEAM
Academy, where Cerf is a member of the board of directors®™ Each of these matters is
described below.

Cerf’s Edison stock

Cerf, an attorney, was appointed to his Deputy Chancellor position in December
2006. From May 1997 until April 2005, he was employed by Edison in various executive
positions, including general counsel and, ultimately, president and chief operating officer.
Edison is the parent company of Newton Learning which (along with other firms)
provides Supplemental Educa‘nonal Services (“SES”) to DOE students under the Federal
No Child Left Behind Act.’ In 2003, Edison, which had been a corporation whose shares
were publicly traded, was essentially acquired by Liberty, a private equity investment
firm. Edison was converted from a publicly-traded company to one whose stock was
privately held. After the conversion, Liberty held approximately 96 percent of the equity
in Edison, and most of the remainder was owned by Chris Whittle, Edison’s founder and
chief executive officer.”

- Cerf was among the Edison executives who was granted Edison stock and stock
options when it was a publicly-traded company. He and other Edison shareholders
forfeited the publicly-traded stock and options under the terms of Liberty’s purchase of
the company. In return, Liberty gave Cerf and other Edison executives shares in the
newly formed privately-held Edison. Liberty granted Cerf 20,000 shares of Class B
common stock in Edison. Under the terms of Liberty’s purchase of Edison, Cerf forfeited
14,000 shares of the Edison stock when he resigned from the company in 2005.> Cerf

' See E. Gootman, Schools Official Deflects Query About Stocks, New York Times, Féb. 9,2007; An
I/1s11 uc!rve Momen! New Yoxk Tlmes (ed ) Feb 10, 2007 B '

> The SES program offers ‘academic help to students out$ide of the regu ar school day and is funded by the
Title I allocation that the DOE receives from the federal government. Edison and all SES providers
certified by the New York State Education Department may service DOE students. Although the DOE
does not select SES providers, it pays them and monitors their performance.

See N. Schwartz, The Nine Lives of Chris Whittle, Fortune, Oct, 27, 2003.

® Cerf continued as a member of Edison’s board of directors until 2006.
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retained the remaining 6,000 shares of stock after leaving Edison. The stock was not
tradable on any public exchange, and thus it was difficult to ascribe a monetary value to it
at any particular time.

By subpoena, SCI obtained documents from Edison and Liberty pertaining to the
stock in the privately-held company. According to Edison’s operating agreement and
information provided to SCI by Edison’s counsel, before Cerf could redeem his Edison
shares, Liberty would have to sell the company at a profit. The attorney also asserted that
Cerf's Class B shares were worthless. He explained that in the event that Edison was
sold, the company’s creditors and several categories of Class A shareholders would
receive preferential payment before Cerf’s Class B shares could be redeemed.®

' SCl investigators interviewed ; ¢ _
oath. stated thatd#had several conversations with Cerf in December 2006,
concerning his stock in Edison. gesaid that¥ilunderstood from Cerf that his stock
had no current value, but could have value in the future. S T T

o
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Effective immediately 1 irrevocably relinquish any and all equity interest in the
company. The only such interest is the “option like” shares described in greater
detail in the documents we exchanged at the time of my departure. I would be
most grateful if you were to make, entirely at your discretion, a charitable
contribution to the Darrow Foundation in recognition of this voluntary
relinquishment of this interest.

Best regards,

Chris®

Two hours later, Cerf adviset SRR by c-mail that he “clected to take the
path of least resistance by relinquishing, in wr mng, any and all exiting interest in Edison

(which are in fact limited to the one item we have been discussing).” The message made

no mention of Cerf’s request for contributions to Darrow.’

Cerf’s message relinquishing the Edison shares was sent on the day before a

b MRl 2t which Cerf was scheduled to speak. The advance agenda for the 3
CPAC meetmg indicated that Cerf would be asked about his interest in Edison. On the

® Cerf sent a certified letter on the same date to B and M‘at Liberty (copymom
confirming his e-mail and repeating his request for a contribution “to the Darrow Foundation, which runs
wilderness canoing [sic] expeditions for children and teenagers (many deserving of scholarships) in
Northern Canada If of interest, I would be happy to forward the particulars.”
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evening before the- meetmg, Cerfreceived an e-mail message titled, “Word on the street,”
S jvess, a reporter for the New York Times. Among other things,
= L e wrote ‘ “The minute we split, I heard word on the street in Bklyn is that
[Chancellor Klein] made you give away your Edison interest to charity in response (o
R agenda Approximately 30 minutes later, Cerf e-mailed a response to

[Chancellor Klein] didn’t make me do anything. Nor did he ask me to do
anything. Ridiculous. Where is this coming from? What is the ‘street’ you are

- referring to? Is this out there in a way that you anticipate that it will be the
subject of a grilling tomorrow? A press inquiry.

sent an e-ma11 .‘:3’; = o e

irrevocably release you and any 1nterests w1th which you are assoc1ated from any and all
obligations arising under the document executed on or about the date of my d S
As with his earlier messages to the Liberty and Edison executives, Cerf aske
consider a contribution to the Darrow Foundation.'?

Accordmg to a newspaper account of the February 8" CPAC meeting:@

e I asked Cerf to describe his financial interest in Edison, to which he “replied, -
‘I d be deh hted to do that,” adding: ‘I have no financial interest of any kind. Zero.””
] . when he dlvested himself of Edison stock, “... Cerfsaid he would be
‘dehghted’ t0 glv NS, o copy of his financial dlsclosule forms ... . “That will
‘answer all your questlons and that’s what 'm prepared to say.””'! After the meeting,

Cerf acknowledged to a reporter that he had relinquished the Edison shares on the
previous day.'?

3

Cerf appeared at SCI in May and July accompanied by two attorneys and was
interviewed under oath. In his May testimony, he acknowledged the series of events
described in the e-mails and the media account described above. Cerf defended his
description of his Class B Edison shares as a “contingent equity interest ... which operate
like stock options.” Cerf and his counsel acknowledged that while unlike stock options,

'Om replied by e-mail the following day: “Chris .... Got it, but don’t entirely know what this means!

Let’s talk /%l

'' E. Gootman, supra.

" Id. 1n response to an SCI subpoena, Edison produced a stock certificate indicating 6,000 shares in Cerf’s
name; the certificate was stamped “CANCELLED.”
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Class B shareholders need not take action to obtain their shares, his description was
nevertheless applicable. He claimed that it was valid because in the event Edison was
sold, Class A shareholders — who invested $112 million in the company — would be the
first entitled to full reimbursement of their investment, plus annual interest, before the
remaining value, if any, was paid to Class B shareholders. He added that the Edison
Oper atm% Agreement categorized the Class B shares under the description, “Contingent
Shares.’

Cerf was asked about his Februaxy 7" e-mail Mand he said-hat it
pertained to a document whict¥iieeprepared in connection with Cerf’s departure from
Edison. Cerf said that the document was drafted byl .25 a contract or an agreement
concerning Cerf, and that the two had discussed it over several months. Cerf was shown
two letters dated January 10, 2005 and May 1, 2005 obtained by SCI from Edison
pmsuam to subpoena, and he acknowledged that they were the documents hc referred to
in his e- mall tom The letters were on the letterhead of™} :

\ R 'nd were written overs .

letter bontamed a s1gnature line indicating “Accepted” above Cerf’s typed name, but
neither letter bore his signature. Cerf testified that he believed that he never signed the
letters in any form. The letters were styled as a consulting agreement for Cerf’s services
to S5 for ten years after his departure from Edison. In return,-Cerf was to be paid the
lesser of $2.5 million, or five percent of any proceeds of the sale of % _ Class C and
Class D stock in Edison. However, any payments to Cerf were to be made'only after

<l atisfied six specified financial obligations, including outstanding loans, a mortgage,
and tax obligations to the IRS and the States of New York and Tennessee.

Ceif testified that he did not regard the metters as operative, and explained
that they were an attempt by “Raesgto make amends for not including a payment to Cerf
in the agreement to sell Edison to Liberty. Cerf said that he considered the letters as

“meaningless,” that he never expected to realize any payment under their terms, and that
he therefore ignored them. He stated that for the Class C and Class D shares to realize
any value, Edison, which was sold to Liberty for $112 million, would have to fetch more
than $7OO million in a future sale, and the Class A and Class B shares would receive first
preference. Moreover, accmdlng to Cerf, mhad personal debts of more than $35
million which would also receive preference befme any payments to Cerf as set forth in

theMlettels i

13 Cerfs attorneys produced the referenced document to SCI.
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that he had no interest in EdlSOD Asked why he wrote toWrcoarding thed
letters (which he regarded as “meaningless”) on the morning of the CPAC meeting,
stated that he had awakened late the previous night (or early that mormning) and
1emembered that there existed some documentation of “an indeterminate negotiation”

3 B 4 e said that he was concerned that someone might “make something” of
the lettexs and to stave off this p0531b111ty, he decided to relinquish any “purported
interest” described in the letters.

erf

Solicitations of contributions for the Darrow oundatlon
As he disclosed in his e e L e 1 P 2 nd as he further

described in his testimony at SCI Cerf is a member 0 the board of directors of the

Darrow Foundation, a not-for-profit organization which supports a wilderness camp, and

provides scholarships for children and teenagers to attend the calﬂﬁ' Cerf explained that

beginning in 2005 he took “a leadership role” in a capital campaign to ““save the camp
from extinction,” and sg.1eg uested contributions in his February 2007 e-mails &

) ' [6. Cerf added that he had not previously solicited

= cntrxbutlons to Danow fr oﬁ anyone affiliated with Edison or Liberty. In his May
interview at SCI Cerf sald that on approx1mately March 1, 2007 he had a conversatlon

Cerf testified that he spemﬁcally request a donatlonof 22
pseesponded: “I can help you with the full amount.” According
to Cerf, he understood that the gift would be from NN

Liberty or Edison. As of the May interview at SCI, Cerf said thatiEa ad not made

any payment toward his pledge, nor had they had any further oommumcatlon on the
matter,

Soon after Cerf’s May interview at SCI his counsel wrote to SCI ar gumg that his
reques’t for a donation from MW perr 1531ble :

; concerning Edison, including its SES contract with its Newton Learning Division.
Counsel’s cited authority, however, limited itself to solicitations

; Cerf said that he did not have copies ofthem. letters.
3 " AR SRR s s 30 4

Cerf said that he received no responses to his February e-mail requests, and except for

fm ther com nications with Edison or Liberty employees on the matter.
7 2 ARE) 5 Tranty gedsitay
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After Cerfs May testinioh'y at SCI,

On the morning of his second scheduled appearance at SCl in July,

erf rneuled?tﬂ’l - F
Dea,)m | K

Some time ago you were kind enough to offer a generous contribution to Darrow =
Camp, a not for profit wilderness foundation on which I am on the board.
Althiough we haven’t spoken about your offer in many months, I have now
concluded that it would be the better course not to proceed with the contribution.
Again, I want to thank you immensely for your generous spirit. I hope all is well.

Best regards,
Chris.

10WEVET,

In his July testxmony at SCI, Cerf stated that aside from the referenced e-mail, he

had no further communication w1th~smce he made his pledge to Darrow, and that
he did not ask anyone to contactiiilabout the pledge Corf said that Darrow was in

difficult fmanmal circumstances
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TEAM Academy

SCI investigators interviewed Cerf concerning his membership on the board of
directors of the TEAM Academy in Newark (“TEAM™).2 TEAM isan “Institutional
Partner” of the Knowledge is Power Program (“KIPP”), a national not-for-profit
organization which sponsors and provides training and support to charter schools. Three
New York City charter schools overseen by the DOE are also institutional partners of the
KIPP national organization.”* All KIPP charter schools pay a fee to the KIPP national
organization. The fee does not exceed three percent of each schoo’s annual per-pupil
revenue. While TEAM and the City KIPP schools have this payment obl; gation in
common, TEAM does not have any financial relationship with the DOE or its KIPP
charter schools.

Cerf’s B S ent
Prior to his May testimony before SC

w.Some discrepancies concerning Cerf’s responses or lack of responses) on

: DI- and SCI investi gators discovered
hi :
gwhich he filed with thei

“in February 2007. Cerf was questioned a :
were minor — and he was permitted to amen M. 25 applicable. In the course of the
- interview, Cerf was advised of media accounts from May and June 2002, which stated
that the United States Securities and Exchange Commission (“SEC”) had conducted an
inquiry of Edison, and that a number of civil class action lawsujts were filed against
Edison and its officers, and that Cerf was named as a defendant in some of the suits. Cerf
had not disclosed this information in his responses tog iR ¢ He acknowledged these
matters, described the SEC inquiry as “informal,” and explained that it concerned a
revenue recognition matter in which Edison followed the advice of its accounting firm.
Cerf said that he recalled that Edison slightly adjusted its stated revenue to the
satisfaction of the SEC. Accordingly, Cerf changed his response from “no” to “yes” to
SR which asked if Edison h =

__* Cerfdisclosed thi

*'SCI obtained doc s from
organization, 5
2 TH contains Cerf’s notarized signature above a declaration that the information contained therein
was full and complete to the best of his knowledge and information, and that false statements or intentional
omissions may result in disciplinary penalties, including termination of employment and possible criminal
prosecution, i 3

% Cerfs resume was attached to @Under the entry|describing his Edison employment, it stated,
“Managed successful effort to resolve SEC inquiry with no penalties or finding of wrongdoing.”

e DOE pertaining to the DOE KIPP écinools and the national
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With respect to the class action suits, Cerf testified that he had not been called as
a witness, nor did he recall producing any documents pertaining to the suits. He said that
. he did not have a personal attorney representing him in these matters, and that he relied
on Edison’s counsel and the company’s insurer. Cerf then changed his response from
“no” to “yes” to questi i ‘which aske i SEFRGE

‘Conclusion : . ‘
We refer these findings to you for whatever action you deem appropriate, h

Should ydu have any inquiries regarding the above, please contact me orE_g

the attorney assigned to the case. can be reached at
Thank you for your attention to this matter.

Sincerely,

RICHARD NCONDON
Special Commissioner
of Investigation for the

New York City School District




