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Why do you need to know something
about faclility financing?

One of the largest investments a charter school will make is in
its facility (a necessary, though not sufficient, investment)

Imprudently taken or poorly structured financing obligations can
inhibit a school’s ability to operate, or at least harm its program

Charter school operators are working with finite resources

» Because facilities expenses are usually paid from an
operating (PPR + categorical aids) account, what is spent on
facilities cannot be spent on program

» Facility spending can be a significant adverse financial factor
in your program success (e.g., 1/4% inrate  $2500 per
$1MM in bonds)
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Charter School Lifecycle
Start-up (0-2 years)

o (Getting started organizationally
» Often offering less than full grade array

« Facility moves and temporary solutions (portables, divided
sites) common

Stabilization (2-4 years)

* Organization settled

o Grades roll out; performance record emerges
« Waiting list established?

» Longer-term facility needs come into focus

Maturity (5 years)

 Initial renewal completed

« Management and student performance a matter of record
e Sustained community investment in evidence
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Simple Overview of Options

Government grants

e Some jurisdictions have economic development grant
programs (CDBG, EZ, HOPE VI)

 US DOE charter school grants restrict uses

Foundation grants

* National foundations tend to focus on staff development,
curriculum, technology

» Local foundations vary

Corporate grants

Individual donations
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Simple Overview of Options

Private investment

« Seller financing, or partial gift
» Sale-leaseback and lease-purchase

Loans

» Asset-based lending may be problematic (LTV issues); credit
support desirable

* Finance companies

e Commercial banks vs. mission-based lenders
CDFIs may have dedicated loan pools (e.g.: TRF, IFF, Self-Help)

Bond issuance

e Cash flow-based rather than asset-based (track record a
necessity)

er/ets".’Bmdym



Historically
Start-up

« "Manna" approach to financing
» One-off deals prevail; little replicability
e High transaction costs

« Landlord-financed arrangements common
 EMO financing

Stabilization
 Typically aggregating several funding streams

» Some asset-based retail lending
» Mission-based lenders helpful

Maturity

 Bond transactions, but few investment grade
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Trends

Start-up
* Pooled bond funds proliferating

Stabilization
 Phase now well established
o Strong appetite for yield (some recent retreat on

non-investment grade)
Maturity

* Investment grade bond ratings more common at 5
years
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Currently
Start-up

» Mission-based lending still prevails
» Landlord financing still common

« Still a disturbing willingness to commit 20-25% of
educational revenues to facility expenses

Stability

* Bond financing has become an attractive option

Maturity

* Refinancing on short calls into investment grade increasingly
common
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Future?

Bridge financing for start-ups must
become more systematic (IFF and TRF
programs as models)

* Bond pools must continue to proliferate

* Credit enhancement remains a necessity

Shared use arrangements should be more
aggressively cultivated
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What's really needed

Merchant builder(s) or venture capital
funder(s) to bridge start-up to takeout

Build-to-suit design for a limited array of
mixed use/shared use programs
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Resources

National Clearinghouse for Educational Facilities (NCEF)
Overview of Charter Schools Facility Financing
www.edfaclilities.org/rl/charter_financing.cfm

Local Initiatives Support Corporation (LISC)
Educational Facilities Financing Center

2007 Charter School Facility Finance Landscape
www.lisc.org/content/publications/detail/5319
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A simple overview of
conduit bond financing
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Why Bonds?
100% Financing: No loan-to-value issues
30-Year Fully amortizing
Lower Ta>-exempt rate

No refinancaequired
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Understanding Public Finance Markets

Difference between Bond Investor and Asset
Investors

— Asset investors (mainly banks) focus on the size of the
loan versus the value of the collateral (Loan-to-value).

— Bond investors focus on cash flow and coverage of debt
service and the % of the school’s budget needed for
facility expense.

er/ets".’Bmdym



Characteristics Important to Investors

Enrollment: Waiting list; stable, or increasing enrollment ofeast
300 (500 preferred)

Debt Factors: Debt service below 20% of budget at consistent
enrollment; below 15% preferred

Financial Condition: Stable/increasing fund balance, minimum 5% of
operating expenses; positive net revenues availabtiebt service.

Governance:Board business acumen; micro-manage Vvs. set directi
team approach vs. one person; established posinogprocedures

Academic Program: Positive test score trends or justifiable deviation
favorable performance as compared to alternatmegdur population;
distinguishing curriculum; other accreditation

Competition: Want to understand differences in population, test
scores, curriculum - “Why would a parent choose ysmlnool over

other schools?”
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Structure of a Bond Issue

Pledge of Revenues
Mortgage on Facility being financed

Debt Service Reserve Fund
- Typically equals one year’s debt service

Covenants
- There should be an AE
- There should NOT be a coverage covenant

Access to Operating (short-term) Debt

Capitalized Interest
- For construction projects
- Pays debt service during construction to proteattein budget
— Is for defined/minimal period of time

er/ets".’Bmdym



Structure of a Bond IsSu@ntinued)

Repair and Replacement Fund

- Funded over several years by the school

- Available for “unusual” capital related expenses
- Typically equals 2% of operating expenses

Considerations for Pooled Financing
- Related charter schoo

- Single versus multiple charters?

- Common management?

- Common governance?

- Similar credit quality?

- Cross collateralization?
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Relevant Parties to a Bond Issue

Conduit Issuer

— Most states don’t have statutory framework foediissuance by
charters

— Options generally include public finance and redeyment
authorities created by City or County municipastie

— Not obligated to pay debt, simply issues debtlaads proceeds to
the schoc

Underwriter — a.k.a. “Investment Bank”
— Structures the bond issue to meet the schoobBsfimg needs

— Assists school with financing plan/ratings preagah
— Markets and sells the bonds to investors
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Relevant Parties to a Bond Issue

Financial Advisor

— Primary role is to assist the school in making iinfed
decisions

— Helps school package and prepare information fezlosure

— Often assists the school in preparing financinggatomons in a
format customary for bond invest

Underwriter’s (Disclosure) Counsel

— Prepares the offering document for the issue andusdeal
related legal documents

— Performs due diligence, gives 10b-5 opinion
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Relevant Parties to a Bond Issue

Bond Counsel

— Prepares bond resolution and financing documestst(ust
indenture) and various deal related legal documents

— Provides IRS tax opinion on the issue
Rating Agency

— Reviews creditworthiness of the School and assagrading
— Not always used

Borrower’s Counsel

— Reviews legal proceedings
— Prepares various charter school board resolutiemeaded
— Assists school with real estate related issues
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Relevant Parties to a Bond Issue

Trustee

— Makes principal and interest payments to the bolutdins

— Holds Debt Service Reserve Fund and any otherveser

Investors — Bond Purchasers

— Retail limited to highly rated or insured issi

— Institutional: includes mutual funds, insurance companies and
hedge funds
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Relevant Parties to a Bond Issue

Institutional buyers are by far the largest category of
Investors for charter school bonds

— Institutional investors review dozens of credits\week in order
to make investment decisions — important to make gtoarter
school stand out.

— Often make site visits as part of due dilige

— Typically won't spend a great deal of time on rewientil they
are sure of when the issue will come to market
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Characteristics Important to Investors
(continued)

Charter renewal - minimum one renewal event preferred
Student Retention — “grade roll” through near 90%
Teacher Retentio- some turnover to be expec
Curriculum - preferably distinct from competition

Other capital plans - no major plans outside of bond issue
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Other market considerations

Transaction size - prefer $5 million minimum
Adequate state legal framework

Adequate state funding

Positive relationship with Authorizer

Intercept- whether by Statute or contract
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New Market Tax Credits & Tax-Exempt
Bonds — Something New

If your school doesn’t quite fit the “profile” just described.
Can be part of permanent blend of financing

Can involve senior and subordinate debt

Tax-exempt debt would be sen

Interest-only for 7 years — easier on budget

School can acquire sub loan for small fee - exit strategy.
Must be in qualifying area — limited application

Must “purchase” NMTC allocation from allocatee
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Case Study:
Academy of Learning & Leadership

Three-phase infill development

Expeditionary learning curriculum
deployed in 3 K-8 buildings of 240
pupils each

Opened fall 2003

Strong leadership team wi
unusual financial expertise

Good record of academic progress
and enrollment

Distressed neighborhood

Considerable challenges to site
assembly (vacant lots, abandoned
homes, tax foreclosures)

Refinancing/financing April 2007
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Financing Timeline - A sequential process

Determine Capital Improvement Needs
Determine Internal and External Funding Source
Assemble Financing Team Professionals

Structure Bond Issue and Prepare Disclosure
Information



Sample Timeline

1 Kick-off call to discuss transaction All
2 Disclosure Counsel sends disclosure questiontmire Underwriter's Counse
Borrower and its Counsel
9 Distribute initial drafts of bond documents (erglenture, Bond Counsel
mortgage etc...)
16 Borrower completes disclosure questionnairesaaits to School
Disclosure Counsel
20 Board executes Parameters Resolution and Ingastm School
Banking Agreement
21 Conference call to discuss various issues All
23 Distribute initial draft of disclosure document Underwriter's Counse
28 Working group conference call to discuss docusen All
29 Distribute second drafts of bond and disclosio@uments. Bond/Underwriter's
Distribute documents to Standard and F's (S&P) Counse
31 All comments on second drafts of documents due t All
respective authors
31 Receive final projections School/Financial
Advisor
32-39 Site visit by S&P School/Underwriter
40-46 Site visit by investors School/Underwriter
47 Working group conference call All
49 Receive rating from S&P Underwriter
52 Print disclosure document and distribute to stwes Underwriter's Counse
60 Bonds are priced Underwriter
61 Sign Bond Purchase Agreement (BPA) School/Undtemv
62-73 Distribute closing documents and final offigrdocument Bond Counsel
74 Pre-closing All
75 CLOSING All




Business Points — After the deal Is closed

Fund Balance/Net Asset Requirements

— A floating unrestricted general fund balance regmuent is
determined based on the percentage of the budgeeddor debt
service

Additional Bonds Test
— Additional debt senior to the bonds is not allowed
— Parity debt is allowed if the school meets oneevksal conditior
» All debt service is <X% of existing revenues

 |f the school can achieve a certain debt servais®iage using
existing net revenues available for debt service

Subordinate Debt Allowed



After the deal Is closed —
What am | responsible for?

Reporting Requirements/Continuing Disclosure
1. Financial
2. Enroliment
3. Testing Results
4. Construction Updat
5. Charter Contract Compliance

Information Is sent to the Trustee at a frequehey t
IS pre-determined

Covenant compliance



After the deal Is closed -
Where does my money go?

Flow of Funds: State revenues are sent to the
Trustee and deposited in the following order:

1.

2.
3.
4

o1

Bond interest account
Bond principal account
Debt service reserve fund replenishment (if nee

Repair and replacement fund replenishment (if
needed)

Other expense accounts to pay for Trustee services
etc.

Excess is returned to the School for operations
etc. within one business day



