Approved Minutes
Utah Charter School Finance Authority
Wednesday, October 30, 2024
Office of State Treasurer, C170 State Capitol Complex and
Electronic Meeting via Zoom


Members of the Authority Present:
	Marlo M. Oaks (Utah State Treasurer, Chair) 
	Sophia DiCaro (Governor’s Office of Planning and Budget) 
	Scott Jones (Utah State Board of Education)  

Others Present:
	Kirt Slaugh (Office of State Treasurer)
Diana Artica (Office of State Treasurer)
Japheth McGee (Zions Public Finance)
Perri Babalis (Office of the Attorney General) – Zoom 
Aaron Waite (Office of the Attorney General) – Zoom 
David Robertson (LRB Public Finance)
Adam Oakley (LRB Public Finance) – Zoom 
Eric Hunter (Chapman and Cutler LLP) 
Brandon Johnson (Farnsworth Johnson PLLC)
Jacob Carlton (Gilmore & Bell)
Jane Hopkins (Gilmore & Bell)
Royce Van Tassell (Utah Association of Public Charter Schools)
Paul Kremer (Utah Charter School Board) – Zoom 
Clint Biesinger (RoundTable Funding)
Jordan Hardy (RoundTable Funding) – Zoom 
[bookmark: _Hlk186885016]Eugene Clark-Herrera (Orrick, Herrington & Sutcliffe) – Zoom 
Haley Ritter (Orrick, Herrington & Sutcliffe) – Zoom 
Robert Nickell (HJ Sims) – Zoom
Claymore Hardman (HJ Sims) – Zoom   
Julie Adamic (JHCS)
Craig Frank (JHCS) 
Kim Frank (JHCS) 
Chris Helvey (Freedom Prep Academy) - Zoom
Grayson Wolf (Freedom Prep Academy) – Zoom
Austin Anderson (Freedom Prep Academy) – Zoom 
Lindsay Owen (Freedom Prep Academy) – Zoom
Cary McConnell (Freedom Prep Academy) – Zoom
Kaiti Wang

Meeting called to order by Treasurer Oaks at 3:00 pm.

1. Prior Meeting Minutes

Meeting minutes from the October 9, 2024 meeting were presented for discussion and approval. Mr. Jones made a motion to approve the minutes. Ms. DiCaro seconded the motion. The motion carried unanimously with Treasurer Oaks, Ms. DiCaro and Mr. Jones voting in favor.

2. Resolution 2024-6 John Hancock Charter School, Conduit Financing Application

Mr. McGee noted that two years ago, John Hancock Charter School expanded from its small Pleasant Grove campus to a larger one in Eagle Mountain, while still maintaining the Pleasant Grove location. The executive summary highlights the key individuals involved in the transaction, with no conflicts of interest to report, aside from Zions Public Finance acting as the advisor to the authority. The $38.8 million in taxable and tax-exempt bonds will fund the purchase of seven acres, the construction of a new building for seventh and eighth-grade students, and an expansion of the Eagle Mountain campus. It will also refinance the 2022 bonds, pay capitalized interest, and cover issuance costs. Mr. McGee explained that the 2022 bonds, with a five-year term and a bullet payment, were callable under certain conditions, necessitating refinancing. The new bonds, with a 10-year term and a balloon payment in year 10, will also be a limited offering to Hamlin Capital. Regarding enrollment, Mr. McGee mentioned that while the school initially expected 900 students in the first year at Eagle Mountain, the current enrollment stands at 888 students.

Mr. McGee explained that in some years, expenditures have been significantly higher than revenues, leading to what might appear as strange financials. However, when backing out expenses related to construction and bonds, the picture becomes clearer. He noted that transitioning from a 200-student school to a 1,000-student school quickly has contributed to some of these variances. The financials from the 2023-2024 period showed some positive movement, with revenues slightly below expectations and expenditures even lower, but cash reserves were still limited, which is typical for a growing school.

He pointed out that the 2022-2023 financials appeared unusual due to bond proceeds, which should have been separated in the financials but were not, complicating the analysis. However, looking at the figures from 2021-2022 and 2023-2024, the school had around 70-75 days of cash on hand.

Mr. McGee highlighted that the school’s fund balance ratio was below the desired benchmark of 15% of next year’s operating expenditures, especially important given the school’s growth. While their debt coverage was sufficient for 2023, it was only due to interest-only payments, and debt levels are expected to rise. In fiscal 2024, debt coverage was below one, meaning the school needs more growth to meet debt service requirements.

He also noted that the operating margin was above the benchmark, but the current ratio was difficult to assess. Given the limited liquidity, if enrollment projections were not met, the school would struggle to cover financial obligations. However, since the debt is a limited offering to a single bondholder, there might be flexibility in restructuring debt if needed.

Mr. Biesinger explained that the original deal for the school was structured with a five-year term, featuring a somewhat unconventional call feature designed for quick refinancing. The investor, Hamlin, has been very supportive throughout. The school’s growth has exceeded expectations, and when the opportunity to purchase additional land arose, it created a limited window for action. If they had waited until the original call date, the timing wouldn’t have worked.

He continued, "We approached Hamlin and asked if they would be willing to lower the rate and extend the financing to help the school purchase the land ahead of schedule. The investor was very receptive to this idea and has been pleased with the school’s performance. They were eager to find a way to keep the investment in their portfolio while allowing the school the flexibility it needed."

Mr. Biesinger emphasized that this was a positive situation, with both the investor and the school benefiting. "This is a good-news story," he said, "unlike situations where we’d have to return and explain underperformance in student numbers. The school has seen strong demand, and this outcome is favorable for both the community and the financing." He concluded that the financing is now in place to support the school’s continued growth.

Ms. DiCaro inquired about the financing, asking, "With the term extending to 10 years, I assume you've already projected that the enrollment will be sufficient to cover the entire debt. Or will you need to refinance before the balloon payment?"

Mr. Biesinger explained the school plans to purchase the land and then submit a request for a cap increase, as they are currently capped at 12. For the total amount of debt, especially with the new building, they'll need more students to cover the costs. This process will go through their authorizer in November. If authorized, the school will move forward with the financing.

He continued, "This is a drawdown structure, so they’ll have the ability to refinance their existing building, slightly reduce the rate, and purchase the adjacent land before it becomes unavailable. There will be a bit of a waiting period while the school works through the cap increase approval and the design process for the new building."

Mr. Biesinger explained, "If, by chance, the authorizer does not approve the increase in student capacity, the school can still afford the land, but the additional debt will not be issued. This approach ensures that the school is not over-leveraged in case the expected growth does not materialize. The additional funds can only be drawn down after approval of the increased student capacity. This structure provides a safety mechanism for both the school and the investor."

He concluded, "This approach was developed in collaboration with the current bondholder, Hamlin Capital, who wanted to ensure there was protection for both parties, allowing flexibility while safeguarding against potential surprises."

Mr. Jones asked to follow up on the previous question, "In your response, I didn't hear you mention the specific number that would meet the expectations discussed. What is that number? It can't just be 400. Are you anticipating increases to the WPU? What are your projections, especially given the likelihood of more legislative funding going into private school programs?" Mr. Biesinger explained is 1098 total for fiscal year 2026 for both campuses, 1255 for fiscal year 2027 and then 1400 for fiscal year 2030. Mr. Jones asked if 1400 students will cover the debt service, Mr. Biesinger confirmed that it was correct. Mr. McGee explained that is not what the application showed. The application showed 1175 students and at that level they could pay the debt service.

Mr. Jones noted that there is not a correlation between reading the application and what Zions is putting out. Mr. Jones further explained it is difficult to make a decision to support something that the numbers don’t match. Mr. Jones expressed concern, stating, "I still don't see how the 400 fits into your calculations of the debt ratio. Maybe we need to collaborate on this to figure out how they plan to manage it. It's going to take at least two years to build the new building, and in that time, families could choose to go elsewhere. That’s a significant challenge. So, what’s the plan to address that? I understand the ramp-up period, but how are they going to keep families engaged, especially when there will be more choices available to parents down the road?"

Mr. Biesinger responded, stating, I'll start by saying that our projections have been quite accurate so far. We initially projected 675 students in the first year, and we had around 760. In the second year, we projected 800 students for the new building, and we reached about 866. So, we’re already seeing strong community demand for the school for a variety of reasons.

He continued, "Now, going into year three, it's fair to wonder if they might hit a ceiling. But we’ve actually projected growth that I consider to be fairly modest. For next year, we’re expecting around 918 students, and by fiscal year 2027, we anticipate adding a couple hundred more. They’ve already cleared their waitlist, but it’s quickly grown back to 300. Based on the current trends, we’re forecasting 200 to 300 additional students in the next few years.

Mr. Biesinger emphasized, "The real challenge for the school right now is that they have parents who are eager to enroll their children but can’t get them in. From my perspective, there’s no strong indication that we’re being overly optimistic with these projections. The first two years have shown overwhelming demand, with the school already ahead of their numbers by 150 students. They simply can’t accommodate everyone in the current building." Mrs. Frank acknowledged the efforts of the school by pointing out John Hancock was number one in the state for third grade reading stating, "This success is due to Julie’s leadership and the efforts of her team. We’ve never experienced a situation where parents didn’t want to send their children to this school, and I don’t foresee that happening. Of course, when you bring in 900 new students in the first year, who are not accustomed to our curriculum and the rigor of our academics, there’s a learning curve—for both the students and the parents. However, the parents are committed to being involved, as evidenced by our waitlist. It takes time to bring those new students up to the level of the other campus, but we will get there."

Mr. Jones asked for clarification, saying, "Okay, let's talk about the proficiency rates. Are the third-grade reading scores based on just the Pleasant Grove campus, or do they include both campuses?" Mrs. Frank confirmed it was just from Pleasant Grove. 

Mr. Jones raised a concern, stating, "We’d be remiss if we didn’t look at the proficiency rates for Eagle Mountain. In language arts, it’s 32%, which is 20% below the Alpine School District and roughly 13% below the state average. In mathematics, it’s also 32%, compared to 44% in Utah, and 42% in science, with the state average at 50%. Alpine is at 57%. So, what’s the plan to address this? I heard the comment that the rigor is high and students will catch up, but what kind of percentage improvement are we expecting to see next year?"

Ms. Adamic explained, "It's important to note that parents who are willing to move their children from one school to another are often doing so because their child isn’t thriving or is struggling in some way at their current school. We have many students who are facing challenges, but with time, they’ll catch up due to the curriculum. We also have a rigorous MTSS (Multi-Tiered System of Supports) plan in place to address these needs. We've rearranged our entire schedule to include 'Patriot Practice' for the first half-hour of every day, where students are grouped by ability, not age, to focus on their specific needs in reading and math. After that, the whole school participates in additional math and reading activities. We’ve essentially added an extra half-hour to the school day to address these gaps. Initially, we had no baseline data, but now we do, and we're using that information to provide targeted interventions based on the areas where students need the most support."

Mr. Hunter presented a bond resolution authorizing the sale of the bonds of not more than $45M with a final maturity not to exceed 36 years, a maximum interest rate not to exceed 7.5% per annum and delegates to the members of the Authority to finalize the bond terms within those parameters and enter into the bond documents to take other necessary actions, including the holding of a TEFRA hearing, which is scheduled for November 13th.

Ms. DiCaro made a motion to approve the resolution with proposed amendment. Mr. Jones seconded the motion. The motion passed 2-1 with Treasurer Oaks and Ms. DiCaro voting in favor and Mr. Jones voting no.
3. Resolution 2024-7 Freedom Preparatory Academy, Conduit Financing Application

Mr. McGee presented a financial review of the school and terms of the proposed financing as reported in the Zions Memorandum handed out in the meeting. Mr. McGee reported that the proposed transaction is for the issuance of approximately $4.6M tax-exempt bonds to be repaid over 30-years with level principal and interest payments after a capitalized interest period and a short ramp up into debt service payment. The bonds will carry a fixed rate of interest and are expected to carry a 10-year call. The bond proceeds will be used to expand the St. George campus by adding 34,000 sq ft of additional space, pay capitalized interest, fund debt service reserve funds and pay cost of issuance. 

Mr. McGee discussed the proficiency rates for Freedom Prep, which operates several campuses, including locations in Vineyard, Provo (with both an elementary school and a high school), and St. George. He noted that proficiency rates varied across these campuses, with some performing below expectations and others exceeding them. Specifically, the St. George campus performed better than Washington School District and the state of Utah, marking it as the best-performing campus based on proficiency rates.

He also provided an overview of the board's structure, which currently has one vacant seat. The board consists of members with backgrounds in accounting, finance, education, and software development. Grayson Wolf, the new executive director since the last application, and Chris Helvey, the finance director at the school since 2003, were highlighted for their contributions.

Regarding financial policies, Mr. McGee acknowledged that not all policies were available on the school’s website, but most were provided. He mentioned the small space being added to the campus, which would support future expansion. Although appraisals for both schools had been ordered, they were not yet available. Mr. McGee noted that the financial reports showed some anomalies, largely due to ongoing construction projects. He had attempted to exclude these construction-related expenses to better understand the school’s financial position.

The school’s revenue typically outpaces its expenditures, but it does not have substantial cash reserves due to its growth phase. Despite this, the school has seen improvements in its financial position, including an increase in cash on hand and a better operating position, with around 90 days of cash on hand. The fund balance as a percentage of the next year’s operating expenses remained within or above the expected benchmark, indicating stability.

On debt coverage, Mr. McGee stated that while the debt coverage ratio was slightly below 1.0 times in 2021-2022, this was likely due to the bond-related expenditures for campus construction, which he viewed as an artifact rather than a concern. The debt burden ratio, at 20%, was high but still below the benchmark of 25%, and it was expected to decrease as operating revenues grew with increased student enrollment.

The operating margin was well above the benchmark, but the current ratio posed some concerns. The school’s current liabilities were higher than those of similarly sized schools, mainly due to a payroll liability discrepancy. This may be related to the school’s unique payroll distribution method, which differs from other schools like Ascent Academies, and may not indicate a fundamental financial issue.

Mr. McGee also mentioned a continuing disclosure policy, noting that the school had missed a quarterly financial report for 2022, but he believed the school was now up to date on its disclosures.

He concluded that while the school’s debt coverage was somewhat thin, it was manageable given the modest expected increase in enrollment and the manageable size of the debt. He expressed readiness to answer any further questions.

Ms. DiCaro asked for further clarification regarding the payroll, specifically inquiring about the reasons behind the unusually high approval. She wanted to understand whether this was related to a specific issue or if there was another explanation.

Mr. McGee clarified that he didn’t believe the payroll issue was a concern, explaining that it was something the school experienced every year. When he inquired about it with Chris and David, they explained that the payroll would be fully paid off by August, so it wasn’t seen as a problem. He pointed out that while the payroll wasn’t significantly higher as a percentage of the school’s budget, it appeared larger when compared to their assets. However, this was an annual anomaly, largely driven by timing. The payroll liability accrued over the year, and Mr. McGee emphasized that it was more of a timing issue than a fundamental financial concern. He noted that if the school had excess revenues in a given year, then the payroll would be something to be concerned about, but not the timing of the liability. He concluded that the matter was more about accounting practices than any underlying issue.

Treasurer Oaks pointed out that he could not find the school's fund balance ratio of 24.6% mentioned on page eight, as referenced earlier. He asked for clarification, noting that the fund balance ratio was not visible in the provided figures.

Mr. McGee explained that there were two different calculations he used when discussing fund balance. He clarified that the fund balance ratio he referred to earlier was a specific calculation that wasn't reported in the current data. He contrasted this with the fund balance as a percentage of the following year's operating expenses, which Treasurer Oaks had mentioned. The two metrics differ in focus: one looks at the fund balance in relation to current-year revenues, while the other compares it to future operating expenses. Mr. McGee noted that the operating expenses do not include debt service payments, which is why this figure may appear higher than the fund balance ratio calculated in the debt burden ratio. He apologized for the confusion and promised not to bring up that specific calculation again.

Mr. McGee noted that the school had waitlist statistics available, with 896 students currently on the waitlist. He pointed out that this number represented 41% of the school’s enrollment cap, which he considered a significant waitlist when compared to other schools typically seen in such reviews. Mr. Jones asked how long it had been since the waitlist was purged, inquiring about the age of the current waitlist. Mr. Helvey explained that the waitlist is purged every year. He attributed this practice to a change in state law that occurred a few years ago, around 2016, which altered the way people can register for charter schools. Mr. Jones asked if the school shares their waitlist with their authorizer. Mr. Helvey confirmed they do not. 

Mr. Jones explained that before the meeting, he had received waitlist data for 10 charter schools, including the two being discussed. He noted that there were 19 distinct waitlist entries, but upon further examination, he found that at least five students were duplicates across seven of those 10 schools. He raised the challenge of how to account for these duplicates when estimating enrollment numbers, suggesting that proximity could be used as a factor, with students living closer to a school likely favoring that school as their first choice.

He pointed out a key difficulty in the process, especially with the October 1st enrollment counts. While charter school enrollment is increasing exponentially, the data also reveals significant duplication, with the same students being counted across multiple schools. He questioned how the schools could reliably estimate that they would reach their enrollment targets, such as 400 students, when those same students are being counted by several other charter schools.

Mr. Jones expressed concern that the increasing competition among charter schools, along with the complexities of waitlist data and enrollment estimates, made the process of predicting growth more difficult. He noted that, in the past, growth projections might have been more dependable, but the current saturation of the charter school market and the availability of other school choices made it harder to rely on those projections. He acknowledged the effort to deduplicate the data as a positive step but concluded that the model for estimating growth needed to adapt to the current environment. Furthermore, Mr. Jones acknowledged the saturation in St. George and questioned where the additional students would come from, given the current situation. He noted that the kindergarten population was not growing and asked whether the projected growth of 100 students per year would be driven by migration into St. George from other states. He sought clarification on whether this migration could account for the expected increase in enrollment.

Mr. Helvey pointed out that the new school would be the only available option in the area. He mentioned that developers had confirmed there were no other schools in the vicinity, including no involvement from Washington County. The closest elementary school was a 45-minute bus ride away, which, while not a long ride, still had stops along the way. He argued that the location of a new school and the time it takes to build it should always be considered.

He contrasted this situation with a previous example, where there were already plenty of school choices, and the new school wouldn’t require long-distance transportation. Mr. Helvey explained that the reason the new school project was a good idea was because the area lacked saturation. Building the school in this location would likely attract the necessary number of students, based on common sense. While he wasn’t saying that the previous example wouldn’t succeed, he believed the risks were higher in that case compared to this one. He noted that his decision-making process was based on the ability to demonstrate the potential for success, as this school was not being placed next to another school with the assumption of success but was instead taking a more thoughtful approach.

He further emphasized that charter schools should not be placed in areas with no competition, as the core purpose of charter schools is to provide parents with choices. While this new school was ideal for filling a need, charter schools should still be built in locations where they will compete with other schools. He cautioned that relying on student enrollment numbers in areas with too much supply could lead to a situation where demand no longer matches supply, potentially setting up schools for failure.

Mr. Jones discussed the concept of equilibrium in economic models, noting that when supply exceeds demand, adjustments must be made, often through supplementary financing to keep schools afloat. He acknowledged that this approach could be valid, but he raised concerns about the saturation of school options, suggesting that in some areas, there might already be enough choices for parents. In situations where parents have the option of sending their children to a school 45 minutes away or attending a local school, he questioned how much choice should be allowed before it becomes economically unfeasible.

He pointed out that while other states often close schools when there is an oversupply, that rarely happens in their area. He expressed strong support for charter schools and parental choice but also emphasized his responsibility to ensure fiscal soundness. He questioned the rationale of continuing to invest in schools that aren't meeting performance standards, especially when compared to state averages.

While Mr. Jones reiterated his desire to expand charter schools, he stressed the importance of doing so in an economically viable way that would make a meaningful impact. He questioned the wisdom of building schools that don't perform at the level of others in the area, recognizing that while students, families, and teachers are factors, the growing trend seemed to be pouring resources into underperforming schools instead of reevaluating their viability.

Mr. Carlton presented the parameters bond resolution authorizing the sale of the bonds of not more than $12M with a final maturity not to exceed 35 years, a maximum interest rate not to exceed 8% per annum and discount no more of 3%  It authorizes the Authority to enter into all the documents necessary in connection with the issuance of the bonds, allows for the publication of a notice of public hearing and sets the date and time of that public hearing for Wednesday, November 13th at 10:00am and authorizes the Authority to take all of our actions necessary in connection with the issuance and bonds.

Ms. DiCaro made a motion to approve the resolution as presented. Mr. Jones seconded the motion. The motion passed unanimously with Mr. Jones, Ms. DiCaro and Treasurer Oaks all voting in favor.

4. Other Items of Business

Mr. Jones made a motion to adjourn the meeting. Ms. DiCaro seconded the motion. The motion passed unanimously with Mr. Jones, Ms. DiCaro and Treasurer Oaks all voting in favor.


The meeting was adjourned
