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$4,000,000* 
CALIFORNIA SCHOOL FINANCE AUTHORITY (CSFA) 

EDUCATIONAL FACILITY 2019 TAXABLE LOAN 
(ENCORE EDUCATION CORPORATION) 

EXECUTIVE SUMMARY 
RESOLUTION 19-23 

*Not-to-Exceed Amount 
 

               STAFF REPORT 

     EXECUTIVE SUMMARY 

Applicant: Encore Education 
Corporation 

Par Amount 
Requested: 

Not to Exceed 
$4,000,000 

Financing Term:  

September 2019-July 2020, eleven months  

Interest Rate / Origination Fee:  

6.95% / 1.50% Origination Fee.  

Estimated Source of Funds: 

Taxable Bank Loan: $4,000,000 

Estimated Use of Funds: 

Working Capital 

Applicant Description: Encore Public Schools 

Type of Financing: Private Placement - Bank Loan through Charter Asset Management  

Project Users: Encore High School for 
the Arts – Riverside 
(Riverside) 

County Served: 

 

Riverside  

District in Which 
Project is Located: 

Riverside Unified School 
District 

Charter Authorizers: Riverside Unified School 
District 

Project Description: 

. 

Working capital for Encore High School for the Arts – 
Riverside.  

Project Name/Potential Project Sites: For working capital, main Borrower address is 16955 
Lemon Street, Hesperia, CA 92345 

 

Plan of Finance: $4,000,000 for working capital for Riverside  

 

Type of Issue: Private Placement  

Tax Status: Taxable Loan  

Maturity: July 31, 2020  

Credit Enhancement: No 

Credit Rating: N/A 

CSFA Fees: $6,000 Issuance Fee 

Other Fees: See Cost of Issuance Table in Financing Structure Section  

 

Estimated Sources of Funds: 

CSFA Taxable Bank Loan: $4,000,000 

 

Estimated Use of Funds:  

Working Capital for Encore High School for the Arts 

– Riverside: $4,000,000 
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Estimated Sources of Funds: 

Estimated Sources of Funds 

Total Loan Principal $2,500,000 

Less: Cost of 

Issuance  

($116,000) 

Total $2,384,000 
 

Estimated Use of Funds:  

Estimated Use of Funds 

Net Proceeds to 

School 

$2,384,000 

Cost of Issuance $116,000 

Total $2,500,000 
 

 

Financing Team: 

 

 

 

Financing Team: 
Bond Counsel:  Stradling, Yocca, 

Carlson & Rauth 
Lender/Purchaser:  Charter Asset 

Management  
Financial Advisor:  Delta Managed 

Solutions, Inc  
Issuer’s Counsel:  Attorney 

General’s Office 
Issuer:  School Finance 

Authority 

Public Benefits: 

By lowering the cost of borrowing for Encore Education Corporation, resources otherwise spent on outstanding 
financial obligations can instead be used in the classroom.  

CSFA Staff: 

Robby Biegler and Jose Franco  

Date of Staff Report: 

August 14, 2019 

Date of CSFA Board Meeting: 

August 28, 2019 

Resolution Number: 

19-23 

Support for Staff Recommendation: 

1. Encore working capital needs are better met with the terms of this loan than the current terms of existing 
factoring agreements. 

2. Encore has the receivables to repay their bank loan on the ten-month repayment schedule. 
3. Encore has separated the financings for the Riverside and Hesperia campuses to resolve issues of 

bondholder consent involving the bonds issued by CSFA for Encore.  
 

Staff Recommendation: 

Staff recommends the California School Finance Authority approve Resolution Number 19-23 authorizing  
a loan to CSFA in an amount not to exceed $4,800,000, the Issuance by CSFA of a promissory note  
evidencing the obligations of the CSFA in connection with such loan, and a loan from the CSFA to Encore 
Education Corporation, for working capital for use by Encore High School for the Arts – Riverside, located in 
Riverside County. 
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BACKGROUND AND HISTORY 

 
Encore Education Corporation (“Encore”) was established in 2007 as a non-profit public benefit 
corporation to manage and operate public charter schools. Currently Encore operates two public 
charter schools: Encore Jr./Sr. High School for the Performing & Visual Arts (the “Hesperia Campus”) 
and Encore High School for the Arts – Riverside (the “Riverside Campus”). Encore is governed by a 
five-member board and does not have a sole statutory member structure.  
 
The Hesperia Campus opened in August 2008, and the charter was renewed for a term of five years 
beginning July 1, 2016. The current term runs through June 30, 2021. The Riverside Campus opened 
in August 2015 and their charter was approved for a five-year term beginning July 1, 2015 and runs 
through June 30, 2020. The School has already begun the renewal process with the Riverside 
Unified School District and anticipates renewal in Winter 2020. 
 
CSFA issued $17.4 million in bonds in 2016 to acquire the Hesperia Campus facility. Initially, Encore 
intended this current request for a loan to include both their Hesperia and Riverside Campuses. 
Encore, however, needed bondholder consent to incur additional debt. After conversation with the 
bondholders of the 2016 issuance, Encore decided to split their financings: $4,000,000 million loan 
for the Riverside Campus and a $4,000,000 issuance of Revenue Anticipation Notes (“RANs”) for 
the Hesperia Campus.  
 
The current charter for the Riverside campus ends June 30, 2020, before final maturity of the loan. 
While Encore Riverside is preparing to apply for its new charter, and expects renewal (generally in 
the fall/winter) 100% of the intercepted funds to repay the Riverside Loan are from 2019-20 
apportionments (through June 2020). While the maturity date adds a cushion of 10 days to allow 
receipt of the final June 2019-20 Second Principal Apportionment of State Aid Funding and 2019-20 
Education Protection Account, Quarter Four apportionment payments in early July from the State 
Controller’s Office Intercept in late June, there are no intercepts or payments due from any 2020-21 
revenues (the July 2020 Advance Apportionment is not intercepted and is not required for full 
repayment). While Encore anticipates renewal of its charter, non-renewal of the Riverside charter 
would not impact either the CAM Loan or the RANs. 
 

FINANCING STRUCTURE FINANCING STRUCTURE  

PROJECT DESCRIPTION 

 
Encore wishes to obtain a taxable bank loan from CSFA through Charter Asset Management (CAM)  
for working capital. The loan would fund working capital needs at Encore’s Riverside Campus for the 
first several months of the 2019-20 fiscal year. The loan would subsequently be repaid from SCO 
intercepts of Local Control Funding Formula (“LCFF”) State Aid and Education Protection Account 
Advanced Apportionments payable to Encore Riverside between February 2020 and June 2020.   
 
Encore had significant budget deficits that drove their net asset balance negative. Causes for the 
deficit included: 

1. One-time legal settlement for $1 million, split across the Riverside and Hesperia schools  – 
paid out over five years (the $1 million cost had to be all recorded in 2017-18); 

2. Staff cost increased substantially in preparation for additional enrollment/Average Daily 
Attendance growth; 

3. Enrollment growth not hitting targets, leading to loss of revenue; 
4. When staffing cuts were made to address enrollment drops, departmental heads replaced 

loss of staff with overtime and substitutes, which increased staff costs overall; 
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In Spring 2018, Encore imposed a corrective action plan to “rightsize” staffing, moved 
overtime/substitute authority back to head office only, and staff agreed to 4% across-the-board  
pay cut. 
 
For 2019-20, enrollment improved and staffing costs have been kept in line, resulting in substantial 
budget surplus for the 2018-19 year just ending and projected for the 2019-20 year.  The School has 
now opened for the 2019-20 school year at expected target enrollment levels and anticipates aligning 
closely with the 2019-20 approved July 1 Budget. 
 
Currently the school is meeting their working capital needs through factoring. With this loan, Encore 
intends to: 

 Expedite the process of paying off all short term borrowing, estimated by June, 2021, and 
restore cash on hand to levels sufficient to avoid working capital borrowing (at least 45 days 
of cash-on-hand assuming stable ADA); 

 Until cash reserves can be built up, minimize the borrowing cost of all required working 
capital.  
 

Borrower Authorizer Location Purpose Amount 

Encore High 
School for 
the Arts -- 
Riverside  

Riverside 
Unified School 

District  

3800 Main Street, 
Riverside, CA 92501 

Working 
Capital 

$4,000,000 

Total Estimated Project Costs $4,000,000 

While the not-to-exceed amount for the loan is $4,000,000, the actual loan amount will most likely 
be $2,384,000, proceeds of that amount will be spent as such: 

Certificated Salaries  $      657,897  

Classified Salaries          542,490  

Benefits          387,123  

Materials & Supplies            36,582  

Services and Operations          759,909  
Total Use of Net Proceeds  $    2,384,000  

Charter Asset Management is a Los Angeles-based private sector business that provides charter 
schools financial assistance primarily by purchasing state-guaranteed apportionments at a discount 
and collecting those funds once they have been distributed by the state; this is commonly referred 
to as factoring. Encore has already factored with CAM and is applying for this loan to help move 
away from the high costs of factoring.  
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FINANCING STRUCTURE  

 

CSFA Term Sheet 

Encore Education Group 

Board Meeting Date: August 28, 2019 

 

Loan Amount: Not-to-Exceed $4,000,000 

Type of Offering: Private Placement   

Underwriter: Loan Originates with Charter Asset Management  

Expected Credit Rating: N/A  

Interest Rate and Fee: 6.95%* and 1.50% Origination Fee 

Maturity: July 10, 2020 

Collateral:  LCFF Advance Apportionment 

Closing Date: September 10, 2019* 

Conduit Transaction: N/A 

*Please note the Interest Rate and Closing Date are subject to change.  

 
The loan would be for a seven-month term and taxable, originating from CAM to CSFA, with a 
corresponding loan made from CSFA to Encore Education Corporation as Borrower. Given this 
structure, no underwriting or placement of the loan would be required. Expected maturity is July 10, 
2020, with monthly repayments of principal and interest beginning in September 2019.  

 
Security and Source of Payment 
 
The loan would be approximately ten months and taxable, originating from CAM to CSFA, with a 
corresponding loan made from CSFA to Encore as Borrower.  
 
The Interest Rate will be 6.95% (taxable), with an Origination Fee of 1.50%. Expected maturity is 
July 10, 2020, with monthly repayments of principal and interest beginning in February 2020.  
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Preliminary Sources and Uses and Preliminary Cost of Issuance  

Below are the preliminary estimated sources and uses, and detailed information about the expected 
costs of issuance for Board consideration. Please note these figures are subject to change between 
the time the Board packets are distributed and the time the Board meets, and are further subject to 
final pricing. Members will be provided updated figures should significant changes occur before the 
Board meeting date. 

 
Estimated Sources & Uses  

Sources: Series 2019                Total 

Loan Proceeds    

Total Loan Agreement: $2,500,000 $2,500,000 
Total: $2,500,000 $2,500,000 

   

Uses: Series 2019 Total 

Project Fund Deposits:    

Net Proceeds to School: $2,384,000 $2,384,000 

 Total: $2,384,000 $2,384,000 

Delivery Date Expenses:    

Costs of Issuance: $116,000 $116,000 

 Total: $116,000 $116,000 

     

Total: $2,500,000 $2,500,000 

 
Estimated Cost of Issuance  

 

Expense Amount 

Loan Origination Fee  $37,500.00 

CSFA Issuance Fees $6,000.00 

Issuer's Counsel Fees $8,000.00 

Financial Advisor Fee $23,500.00 

Bond Counsel Fees $25,000.00 

Borrower's Counsel Fees $7,500.00 

Trustee Fees $1,500.00 

Trustee’s Counsel Fee $6,000.00 

Contingency Fees $1,000.00 

Total $116,000.00 

PUBLIC BENEFITS 

PUBLIC BENEFITS 

 

By lowering the cost of borrowing for Encore Education Corporation, resources otherwise spent on 
outstanding financial obligations can instead be used in the classroom. A comparison of the costs of 
the loan to Encore and the costs of factoring is included as Appendix D. Additionally, Appendix D 
includes outstanding factoring amounts owed by Encore through the end of the loan. 
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SALES RESTRICTIONS  

 
The following restrictions will apply: 
 

1. There will be a single Promissory Note for the full amount of the loan;  
2. The loan will be initially privately placed with and thereafter held by a single Qualified Institutional 

Buyer (QIB);  
3. The initial Holder of the Promissory Note will be required to execute an Investor Letter in the form 

set forth as an attachment to the Loan Agreement;  
4. Subsequent transfers of the Promissory Note will be limited to a single QIB at any one time;  
5. Transfer restrictions shall be conspicuously noted on the Promissory Note and described in detail 

in the loan documents; and  
6. Loan payments will be made via the intercept mechanism outlined in Section 17199.4 of the 

Education Code.  

 

OTHER PROJECT DATA  

 
Permits and Approvals 
 
The Encore Board has approved this loan and CSFA staff was provided a copy of the Resolution. 
 
TEFRA 
 
N/A 
 
Eligibility Review 
 
Applicant meets all of CSFA’s eligibility criteria. 
 

1. Project is a charter school in the State of California. 
2. The Borrower is capable of meeting the obligations of the relevant financing agreements. 
3. The Borrower and financing agreements have been vetted and meet all legal requirements. 
4. Payments made by the Borrower to CSFA under the financing agreements are adequate to pay 

CSFA expenses connected to the financing and to make all scheduled proposed payments. 
5. The proposed financing is appropriate for the project.  

 
Borrower Financial Data  
 
Pursuant to Section 17183.5 of the CSFA Act, financing through the Authority is to be provided only to 
projects demonstrated by the participating party to be financially feasible. In demonstration of feasibility, 
the participating party may take into account all of its funds, and may base future projections upon historical 
experience or reasonable expectations, or a combination thereof.  Nothing in Section 17183.5 shall be 
construed to imply that any project is required to produce revenue in order to be financed under this 
chapter. Pursuant to this provision, Appendix B contains financial and operational information for Encore 
High School for the Arts – Riverside. 
 
Due Diligence Undertaken to Date 
 
No information was disclosed to question the financial viability or legal integrity of the Borrower. Standard 
opinions of counsel (i.e., that the borrowing entity has been duly organized, is in good standing, is a 
501(c)(3) organization (as applicable), has the full authority to enter into all documents which are valid and 
binding, etc.) will be delivered at closing.
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STAFF RECOMMENDATION 

 
Staff recommends the California School Finance Authority approve Resolution Number 19-23 
authorizing a loan to the Authority in an amount not to exceed $4,000,000, the issuance by the Authority 
of a promissory note evidencing the obligations of the Authority in connection with such loan, and a loan 
from the Authority to Encore Education Corporation, for working capital for use by Encore High School 
for the Arts – Riverside, located in Riverside County, providing the terms and conditions for such loans 
and promissory note and other matters relating thereto, and authorizing the execution of certain 
documents in connection therewith. 
 

1. Applicant / Borrower: Encore Education Corporation  
2. Project: Working Capital 
3. Amount of Financing: $4,000,000 
4. Maturity: July 10, 2020  
5. Repayment/Security: The loan will be repaid from State Controller’s Office intercepts of LCFF 

State Aid and Education Protection Account apportionments payable to the Borrower’s Riverside 
charter school between February 2020 and June 2020. All apportionments would be based on 
the 2019-20 first  and second Principal Apportionment as certified by the California Department 
of Education 

6. Interest Rate: 6.95% 
7. Fees: Origination fee of 1.50%. 
8. Not an Unconditional Commitment: The CSFA resolution shall not be construed as 

unconditional commitment to finance the Project, but rather CSFA’s approval pursuant to the 
resolution conditioned upon entry by CSFA and the Borrower into a financing agreement, in form 
and substance satisfactory to CSFA and its counsel. 

9. Limited Time: The Board’s approval expires one year from the date of its adoption. Thus, CSFA 
and Encore Education Corporation must enter into the financing agreement no later than one 
year from such date.  

10. Financing Agreement Covenants: N/A 
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APPENDIX A: GOVERNANCE AND MANAGEMENT 

 
Board of Directors 

 
Lenny Esposito Board President Business Owner, Riverside 

 
Suzanne Cherry Vice President  Retail Manager, Apple Valley 

 

Kelly Ahmed Board Member Doctor, Apple Valley 
 

Rob Gabler 
 

Board Member Fireman, Riverside  

Paula Gharib 
 

Board Member Retired Schoolteacher 

Kathy Nielsen 
 

Alternate Board Member Retired Media Manager, 
Victorville 
 

Mari Miller 
 

Alternate Board Member School Records Manager, 
Apple Valley 
 

 
 

Officers 
 
 
Denise Griffin Chief Executive Officer and Founder 

 

John Griffin Chief Operating Officer 
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APPENDIX B: 
FINANCIAL PROJECTIONS, ENROLLMENT AND COVERAGE RATIOS 
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APPENDIX C: MONTHLY LCFF REVENUE SUBJECT to SCO INTERCEPT 
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APPENDIX D:  
COST of LOAN vs. FACTORING & FACTORING SCHEDULE THROUGH LIFE of CSFA 

LOAN 

 

 


