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MEMORANDUM

	DATE:	Wednesday, September 9, 2015
	TO:	Richard Ellis, State Treasurer
David Damschen, Deputy State Treasurer	
	FROM:	Bruce Williams
			Zions Bank Public Finance
	RE:		Spectrum Academy


Spectrum Academy is a charter school composed of two campuses located in North Salt Lake and Pleasant Grove.  The North Salt Lake Campus began operations in 2006 and consists of two buildings which include an elementary school and a secondary school.  The Pleasant Grove campus began operations during the 2014-15 school year and consists of a single building which houses students in grades K-9.  The school intends to add one additional grade to the Pleasant Grove campus of approximately 48 students per year during the 2016-17, 2017-18 and 2018-19 school years resulting in the school serving grades K-12.

Total enrollment the 2014-15 school year was 995 students.  The school is looking to borrow approximately $18,480,000 in order to acquire the three existing buildings currently being leased by the Academy which comprise 112,200 square feet and to add an additional 29,000 square feet to the Pleasant Grove school.  The addition will allow the Pleasant Grove School to increase student enrollment by 144 students.

The financing will also fund a debt service reserve fund and pay costs of issuance.  The bonds will be issued with a 4-5 year par call provision designed to allow the School to refinance into bonds backed by the State Credit Enhancement Program in the future, should they qualify.  

I have reviewed the application from Spectrum Academy, as well as additional information which I requested from the charter school and its financial advisor including FY 12, FY 13, FY14 audited financials, FY15 unaudited ending balances and preliminary debt service schedules.  After review of the application and the additional information, all questions have been answered to my satisfaction.  My analysis results in the following findings:

1. Mission Statement - “Recognizing the strengths, challenges and natural abilities of each student.  The Spectrum Academy will promote social and personal well-being without sacrificing strong academic achievement.  Many of the students served at the Spectrum Academy will experience special needs associated with Asperger’s Syndrome, high functioning autism, communication disorders and sensory integration disorders.  The school will use its unique framework for these children emphasizing social skills development and sensory integration that synthesizes and integrates the best practices currently available in the field.”
1. Security for the bonds - The bonds are to be secured by an assignment and secured interest in the revenue pledge agreement and trust accounts, and a security interest and pledge of the deed of trust in the land, building, and personal property that are being purchased or constructed with proceeds.  The bonds will also be secured by a debt service reserve fund.  
1. Management Company -Spectrum Academy does not employ an outside management company to assist with operational or financial services.  Brad Nelson is employed by the Academy as the Director of Finance and Development and provides financial and accounting services for the schools.  
1. Waiting List Statistics - The school has provided a breakdown of waitlist by grade level.  The wait list is significant, with 911 names currently on the list (versus total enrollment of 995).  The waitlist at Spectrum Academy is different from waitlists at other charter schools due to the fact that Spectrum is serving autistic children who have limited options for services.  As a result, students on the waitlist have a higher probability of enrolling in the school if a seat becomes available. 
Grade level waiting lists are relatively strong for all grades except for grades 10 through 12.  This is probably due to the fact that these grades will be phased in at the Pleasant Grove campus over the next three years and these grades are not currently available at that campus.  The Spectrum Academy administration has reported that students with autism tend to stay with the school as they enter the high school grades.  In reviewing the number of students currently enrolled at the Pleasant Grove campus, if those students move up a grade each year, the school will be able to add the additional 48 students to the high school each year from promoting existing students.  Each of the grades 6-8 currently have adequate students enrolled or on the wait list to add a full cohort of 48 students as a grade is added each year through 2018-19. 
1. Preliminary Financial Forecast - The preliminary unaudited financial position of the school for the year ended June 30, 2015 shows an increase in fund balance of $560,797. When added to the FY 2014 ending fund balance, the school will have an estimated FY 2015 ending fund balance of approximately $1.35 million.  In FY 2013 fund balances increased by $434,521 and by $106,826 in FY 2014.  The budgeted figures for FY 2016 show an additional $240,000 being added to the fund balance. 
Based on budget projections, the school should not have cash flow issues, and should be in a reasonably strong financial position.   In the FY 2016 budget, revenues increase by 8.58% due to a 4.5% increase in the WPU, increased funding under the Local Replacement program and an increase of a grade and 49 students at the Pleasant Grove campus.  
Expenses grow more rapidly than revenues at 13% due to the fact that the school is starting a full High School program at the Pleasant Grove campus with only 9th grade students enrolled.  Additionally, during the FY 2016 year the Affordable Health Care Act increased expenses due to the need to cover many Teacher Assistant positions with health care insurance.  Employee salary adjustments were also implemented with increases in the 2.5% to 3.0% range. 
 With additional students being added to the Pleasant Grove campus each school year through 2018-19, revenues should increase to cover the current cost of the new high school program.  The projected growth in future student enrollment seems feasible.  If growth does not occur, it appears that Spectrum Academy will have sufficient financial resources to service the debt.


1. [bookmark: _GoBack]Debt Structure - Debt is forecasted at the following terms:  Approximately 5.5884% TIC rate, 30-year maturity, and level annual debt service after the first year.  The School received a BB+ rating from S&P on the bonds.  We have been in touch with the financial advisor and these terms seem reasonable for the current market.   The School intends to sell the bonds in the market and is seeking a 4-5 year par call.
1. Debt Coverage Ratio - In 2015, the debt coverage ratio was 1.6 times lease payments made by spectrum Academy.  Over the next five years, projected debt coverage ratio is estimated to be between 1.10 and 1.9 times bond payments.  During 2016, debt service coverage is projected to dip to 1.1 times debt service due to the additional expenses in adding the high school program at Pleasant Grove campus with only 9th grade students being enrolled.  In 2017, debt service coverage is projected to increase to 1.3X and continue to increase to approximately1.9X in 2020.
1. General Fund Balance Coverage – At the end of FY 2015, the projected general fund balance is approximately 17% of the following year’s operating expenses.  This exceeds the 15% requested in the application.
1. Working Capital Reserve - Based on the FY 2015 unaudited ending financial statements, the working capital reserve is estimated to be 14%.  This exceeds the 3% requested in the application.
1. Debt Service Burden - The projected overall debt service burden rate for the school based on the FY 2016 budget is approximately 13%.  We would expect this ratio to fall in the future as the WPU and Local Replacement funding increases and as the School adds additional grades to the Pleasant Grove campus.  This level is reasonable for a non-rated bond issue.  (rating agencies and the market usually like to see a debt service burden ratio of 15% or less for an investment grade transaction)
1. Cash on Hand - The cash position of the school appears strong at approximately 66 days cash on hand at the end of FY 2014.  Based on the 2016 budget, even though approximately $560,788 will be added to cash from FY 2015 operations, days of cash on hand will decrease to approximately 63 days.  This is due to the significant 12.25% increase in expenses during 2016.  After 2016, the cash position is expected improve going forward.  Spectrum Academy Administration stated that it has an internal goal of increasing the cash position to 80 days cash on hand.
1. Other Risks -There is a small amount of construction risk, which is a negative factor.  Spectrum Academy is acquiring the three existing schools, and as a result can continue operations regardless of any unforeseen complications with the 29,000 square foot addition.  
1. Enrollment Projections -The budget projections include enrollment growth from 995 this year to 1,139 for the 2018-2019 school year.  This represents 5% growth each year and does not seem to be a significant obstacle, particularly given the School’s adequate wait list.     
1. Cost of Professional Services - The professional costs of this transaction are in line with other recent non-rated charter school.  DA Davidson will receive an underwriter spread of $8.00 per $1,000, which is moderate by underwriter standards.  

The Spectrum Academy financial structure appears adequate to service their debt.  The five year call feature will give them the ability to refinance if and when they qualify for the State Charter School Credit Enhancement Program in the future.  If you have any questions, I would be happy to answer them.
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