
Unapproved Minutes 
Utah Charter School Finance Authority
Friday September 16, 2016 from 11:13 am – 12:19 pm
Treasurer’s Office Large Conference Room, State Capitol Suite 170

Members of the Authority Present:
	David Damschen (Utah State Treasurer) (Chair)
	Phil Dean (Governor’s Office of Management and Budget)
	Scott Jones (State Office of Education)

Others Present:
	
	Johnathan Ward (Zions Public Finance)
	David Robertson (Lewis Young Robertson & Burningham) (Via Conference Call)
	Clint Biesinger  (Verapath Global Investing)
	Mike Burke (Utah State Treasurer’s Office)
	Kirt Slaugh (Utah State Treasurer’s Office)
	Eric Hunter (Chapman & Cutler)
	Jacob Carlton (Ballard Spahr)
	Blanca Estrada ( State Charter School Board Staff)
	Reed Stringham (Office of the Attorney General)
	Dr. Deborah Swensen (Hawthorn Academy)
	Heidi Scott (Hawthorn Academy Board)
	Meggen Pettit (Hawthorn Academy Board)
	Brad Taylor (Academica West)
	Brandon Johnson (Farnsworth Johnson)
	Monty Handy (Red Apple)
	Jeremy Brown (Red Apple)
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Meeting called to order by Mr. David Damschen at 11:13 a.m.

1. Approval of Minutes	  
Motion was made by Mr. Scott Jones to approve the minutes of the Authority’s July 21, 2016 meeting.  Motion was seconded by Mr. Phil Dean.  Minutes were approved unanimously by Mr. Damschen, Mr. Jones and Mr. Dean. None opposed. 

2. Resolution 2016-3
Mr. Johnathan Ward (Zion’s Public Finance) provided a financial review of the Hawthorn application.  Mr. Ward noted that Zion’s had completed a thorough review of the application and found no major deficiencies or concerns that would need to be discussed with the Authority.  He noted that there had been one concern with the budget, but that upon further review with State Board of Education the question had been answered satisfactorily, and that no further action was required.  He further mentioned that it appears that the school has had conservative fiscal management and that all aspects of the application were in order.

Mr. Damschen began his questioning of Hawthorn and its advisors by referencing a memo send by Eric Hunter (Chapman and Cutler) to Hawthorn management on September 8th, 2016 .  In the memo Mr. Hunter detailed several failures of continuing disclosure by Hawthorn from 2014 through 2016.  This memo was also disclosed to Hawthorn’s financial advisor (Lewis Young Robertson and Burningham), Hawthorn’s legal counsel, and members of the Attorney General’s Office and the State Treasurer’s Office.  In addition Mr. Damschen references a follow up memo by Hawthorn Management detailing a retooling effort to ensure better ongoing compliance to continuing disclosure.

Mr. Damschen asked Hawthorn management to clarify when and how the retooling effort was made and who specifically would be responsible for continuing disclosure going forward. 

Mr. Brad Taylor (Academica West) responded by acknowledging that turnover at their office had been a primary cause of the continuing disclosure failures.  He states that staff responsible for continuing disclosure had now undergone offsite training to get better education on continuing disclosure requirements. Furthermore, he suggested that they were now taking a proactive approach to ensuring compliance rather than waiting for reminder emails from their trustee, and were taking a backward look at their disclosures to ensure that there is nothing still missing.  Mr. Taylor further mentions that as part of this strategy they were providing borrowers such as Hawthorn access to Emma as a means of verification that disclosures submitted to the trustee were being publically posted in a timely manner, and to provide the opportunity for borrowers to submit filings directly to Emma to decrease reliance on the trustee.  Mr. Taylor goes on to acknowledge that Hawthorn, as the borrower, is ultimately responsible to ensure full compliance to continuing disclosure.

Mr. Damschen mentioned that there have been other issues with continuing disclosure and that the Authority may need to consider evidence of adherence to continuing disclosure requirements as part of the requirements for access to the State credit enhancement program, citing the Securities and Exchange Commission’s MCDC initiative as evidence that continuing disclosure is being scrutinized at a higher level now than it has in the past.

Mr. Damschen further explained the MCDC initiative, including  theincluding the reasons for the initiative, and ramifications for municipal borrowers.  Mr. Taylor and Mr. Damschen went on to discuss ideas for ensuring better adherence to continuing disclosure including more involvement from Municipal advisors, giving access directly to borrowers to post continuing disclosure, and using automated tools such as US Bank’s PIVOT platform.

Mr. Robertson (Lewis Young Robertson & Burningham) offered comment on the need to understand what schools are currently doing to ensure compliance, adopting best practices to other schools, and suggested that it would be better to focus on improving compliance processes going forward rather than dwelling on past failures.

Mr. Damschen explained that it is imperative that schools who have had late filings disclose these failures when issuing new bonds, which has not always been the case in the past. Mr. Damschen asked Hawthorn management who their oversight officer is as designated in Hawthorn’s disclosure procedures document.  Dr. Swensen replied that this would be the audit committee of the board which is made up of the Board Chair and Finance Chair.

Mr. Damschen commented that the role of the trustee is not to track compliance but that boards should maintain and keep updated their own timelines and reminders for compliance and not become overly reliant on their trustee in their role as the dissemination agent.

Mr. Dean asked about the collateral for the bond and whether both school campus locations were related to these bonds or just one.  David Robertson (Lewis Young Robertson & Burningham) added this is only purchasing the South Jordan campus. Mr. Hunter responded that the bond was issued on parity with previous debt, and that revenues from both locations as well as the property both locations would secure the debt on a parity basis with Hawthorn’s previous debt. 

Mr. Jones asked Hawthorn about declining enrollment between 8th and 9th grade.  Dr. Swensen responded that because the school does not offer grades 10 through 12, that some students have chosen to go to their destination high school prior to the 10th grade so that they can be part of athletic programs or other programs.  

Mr. Jones also asked about expenses incurred in 2015 which he reported were much higher than in previous years.  Dr. Swensen explained that this was due to the opening of their second campus and that many expenses were actually incurred in 2014 but due to delays in the billing from vendors, many of those expenses were paid in 2015. Mr. Jones further asked about the school’s academic performance.  Dr. Swensen highlighted the schools areas of strength and also discussed areas where they recognize they need to grow and do better.

Mr. Hunter read the bond resolution, highlighting that the resolution set the bond parameters at a maximum par amount of $15 million, maximum maturity of 31 years, maximum weighted average interest rate of 5.5%, and asked the authority to take action to adopt the parameters of the bond resolution.

Mr. Dean made motion to adopt the bond resolution.  Motion was seconded by Mr. Jones. Vote was taken and the motion passed unanimously with Mr. Damschen, Mr. Jones and Mr. Dean all voting in favor.  None opposed.

3. Discussion

Mr. Damschen laid out the context for the discussion by explaining that there was a complaint made directly before the last meeting of the Aauthority, that there was a municipal advisor who had violated the terms of the Municipal Advisor RFQ contract by subcontracting certain portions of the MA’s scope of work which had been specifically disallowed without prior approval from the Authority.

Mr. Damschen discussed the circumstances that led up to the incident as well as how he and Treasurer Ellis had reprimanded this Municipal Advisor and asked that he discontinue this practice going forward.  Mr. Damschen further attested that to his knowledge there had been no further incidence of this practice by this municipal advisor.

Mr. Dean commented that since the allegation had been made that this was an ongoing issue, he asked whether or not we could determine if indeed that has been the case.  He furtherAnd asked if this were an ongoing problem, what would be the remedy that the Authority should pursue?.

Mr. Biesinger added comment that he was party to the reprimand from Treasurer Ellis and Mr. Damschen, and believed that it should be okay for a CMO to charge a fee during the financing since they have certain expertise, as long as it was clearly disclosed as a separate line item from the Municipal Advisor fee.  Mr. Damschen added that he didn’t want the Authority involved in any way with a business manager or CMO fee since the Authority does not vet CMOs like it does Municipal Advisors.  He commented that if a CMO would like to do part of the work that was included in the scope of work of the Municipal Advisor, that the MA should request an exception from the Authority as outlined in the RFQ. 

Mr. Damschen and Mr. Dean pressed Mr. Beisinger (since he had admitted to being the MA in question) to answer whether or not this outsourcing to CMO’s had occurred since the reprimand from him and Treasurer Ellis.  Mr. Beisinger responded that there had been no reoccurrence.  Mr. Damschen asked the Mr. Beisinger provide attestation in writing to the Authority that there were no further incidences of unauthorized outsourcing of the scope of work .work.

Mr. Dean asked to have a conversation at a future meeting about staffing of the Authority.  Mr. Damschen agreed that this should happen. 

Motion was made by Mr. Jones to Adjourn at 12:19pm. 


