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CHARTER SCHOOL ADVISORS

Charter School Advisors (CSA) supports and assists charter schools  
by providing hands-on, solution-oriented advice on each school’s best 
facility finance options. These may include tax-exempt bonds, the 
Community Development Financial Institution Bond Guarantee Program, 
New Markets Tax Credits, Qualified School Construction Bonds, Qualified 
Zone Academy Bonds, the U.S. Department of Agriculture Guarantee 
Program and commercial bank loans. CSA is a registered Municipal Advisor 
with the Securities and Exchange Commission and the Municipal Securities 
Rulemaking Board. For more information about CSA, visit  
www.csadvisors.org.

LOCAL INITIATIVES SUPPORT CORPORATION

Local Initiatives Support Corporation (LISC) is dedicated to helping 
community residents transform distressed neighborhoods into healthy and 
sustainable communities of choice and opportunity—good places to work, 
do business and raise children. LISC mobilizes corporate, government and 
philanthropic support to provide local community-based organizations with:

■■ loans, grants and equity investments
■■ local, statewide and national policy support
■■ technical and management assistance

LISC is a national organization with a community focus. Our program staff 
are based in 30 cities and rural areas in 43 states where LISC-supported 
community development takes shape. In collaboration with local community 
groups, LISC staff help identify priorities and challenges, delivering the 
most appropriate support to meet local needs. 

LISC is Building Sustainable Communities by achieving five goals: 

■■ Expanding Investment in Housing and Other Real Estate
■■ Increasing Family Income and Wealth
■■ Stimulating Economic Development
■■ Improving Access to Quality Education
■■ Supporting Healthy Environments and Lifestyles

Since 1980, LISC has marshaled $14.7 billion from over 3,000 investors, 
lenders and donors. In urban and rural communities nationwide, LISC has 
helped to finance the construction or rehabilitation of 330,000 affordable 
homes and 53 million square feet of retail, community and educational 
space—totaling $44.1 billion in development.

For more information about LISC, visit www.lisc.org.

CHARTER SCHOOL FINANCING

Charter School Financing (CSF) at LISC supports high-quality public charter 
schools in distressed neighborhoods. In 2003, LISC intensified its national 
effort in charter school facilities financing. LISC pools low-interest loan and 
grant funds, and leverages them for investment in charter school facilities in 
order to create new or renovated school facilities for underserved children, 
families and neighborhoods nationally. Since making its first charter school 
grant in 1997, LISC has provided $165 million in grants, loans or guarantees 
for 174 schools across the country. CSF is supported by the Bill & Melinda 
Gates Foundation, the JPMorgan Chase Foundation, the U.S. Department of 
Education and the Walton Family Foundation.

LISC CSF assembled a National Advisory Board to provide oversight and 
leadership of its strategic mission, resource development, public policy 
activity and other issues relevant to the attainment of its mission to help 
charter schools with their facility needs. The Advisory Board is comprised of 
members representing the community development, education, finance and 
philanthropic communities.
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EXECUTIVE SUMMARY

THE 2015 BOND STUDY INCLUDES:
■■ Updated bond information for the expanded universe of 818 charter 

school tax-exempt bond issues, including data on par amount, issuer, 
jurisdiction, rating, credit enhancement and underwriter. It further 
identifies which transactions remain outstanding, have matured or been 
refunded, or have defaulted.

■■ Cost and pricing information for virtually all transactions, including 
coupon, yield, spread to the triple-A Municipal Market Data Index 
(MMD) for select maturities, underwriter’s discount (UD) and costs of 
issuance (COI).

■■ Repayment performance of charter school borrowers and details of 
the disclosed reasons why borrowers failed to meet debt service 
requirements on defaulted transactions.

■■ Trends evident in the charter school bond sector.

MARKET OVERVIEW
■■ Of the $10.4 billion in par issued, $8.2 billion, or 79%, remains 

outstanding. Another $1.9 billion, or 18%, has either matured or been 
refunded, and $346.9 million, or 3.3%, has defaulted. 

■■ Of the 818 charter school transactions, 571 issuances remain 
outstanding (70%). Another 206 have either matured or been refunded 
(25%) and 41 have defaulted. The defaulted issues represent 5% of the 
total transactions.

■■ Most of the debt originated in the sector’s first five years, 80%, has 
been refunded.

■■ Of the 818 bond issues, 140, or 17%, had ratings based on the strength 
of some form of credit enhancement, 296, or 36%, had ratings based 
on the school’s credit and, 382, or 47%, were unrated.

■■ While charter school bonds have been issued for schools in 29 states 
and the District of Columbia, five states—Arizona, Colorado, Florida, 
Michigan and Texas—account for 60% of both the number of issues 
and the total par originated in the sector. 

Charter School Bond Issuance: A Complete History, Volume 3 (2015 Bond Study) is the latest LISC-published report on the subject, providing 
charter school capital market professionals with comprehensive data and analysis. These publications continue to provide greater transparency 
and information to all sector participants—investors, underwriters, rating agencies, bond and underwriter’s counsel, conduit issuers, states and 
municipalities, as well as charter schools and their authorizers. They are also designed to improve underwriting standards so that creditworthy 
charter schools can access the tax-exempt bond market at affordable rates and reasonable terms. 

With the addition of record annual volume in each of the past three years through December 31, 2014, the tax-exempt charter school bond 
sector has grown to over 800 transactions, totaling more than $10.4 billion of original par issuance. These record years resulted in annual 
increases of 40%, 18% and 41%, respectively, and contrast considerably with the flat volume levels of the broader tax-exempt bond market 
during the same period, reflecting the increased demand for affordable, long-term charter school facility financing. 

The number of charter schools (6,700 nationwide, the number of children enrolled in them approaches three million, approximately 5% of all 
public school students) now exceeds the nationwide total number of hospitals, as well as the number of public and private colleges. In order for 
the charter school sector to attain a scale comparable to specialized sectors of the municipal market, such as health care or higher education, 
there needs to be general agreement among market participants regarding credit criteria and underwriting standards. Charter School Bond 
Issuance: A Complete History, Volume 2 (2012 Bond Study) examined the academic, operational and financial drivers of credit strength 
and risk for charter schools, together with the metrics for measuring them. It also recommended more consistent and specific underwriting 
standards. 

The 2015 Bond Study seeks to further improve transparency and strengthen the sector by providing extensive data and analysis, including 
detailed information on pricing, underwriting and ratings. It also offers an in-depth examination of the reasons behind each of the 41 defaulted 
transactions identified as of December 31, 2014, because despite the greatly improved underwriting standards the sector has implemented, 
the number of defaulted transactions has increased significantly since the 22 reported in the 2012 Bond Study. Lessons learned from these 
defaults will help further advance sector underwriting. 
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■■ Two states recently made charter schools eligible for their state-
sponsored credit enhancement programs. In 2012, Utah gave charter 
schools access to the state’s moral obligation (MO) pledge, resulting 
in double-A ratings for charter schools that borrow with the pledge, 
lowering borrowing costs dramatically. In 2014, charter schools began 
to access the Texas Permanent School Fund (PSF), which provides 
additional security in the form of a reserve fund that results in triple-A 
ratings for bonds issued by or on behalf of participating borrowers. State 
credit enhancement programs, such as the PSF, represent one of the 
most effective, and least costly options, for facilities financing available. 
These programs significantly reduce tax-payer dollars spent on facility 
debt service by effectively substituting the state’s generally far superior 
credit rating for that of the charter school, resulting in a significantly 
lower interest rate and reduced debt service payments.

■■ The utilization of these state-sponsored credit enhancement programs, 
particularly the PSF, was responsible for dramatically changing the 
annual rating distribution landscape in 2014. For the first time in sector 
history, triple-A ratings were the most prevalent for the year based on a 
par amount totaling $450 million. 

■■ Standard & Poor’s continues to dominate the charter school 
sector, assigning 99% of the bond ratings in 2013 and 2014. This 
overwhelming market share is atypical of the municipal bond market. 
Having only one active rating agency in a municipal sector leaves the 
industry vulnerable to changes in rating criteria. S&P will likely continue 
to provide the bulk of charter school ratings, however, it would not be 
surprising to see other rating agencies become more active market 
participants. Moreover, having another agency apply a fresh look at 
charter schools could solidify the sector’s evolving underwriting criteria.

ISSUANCE & PRICING 
■■ Record annual charter school tax-exempt bond volume was recorded 

in 2012 ($1.1 billion), 2013 ($1.3 billion) and 2014 ($1.9 billion). 
Total sector issuance through December 31, 2014 stood at over 800 
transactions, totaling more than $10.4 billion. These record volume 
years resulted in annual increases of 40%, 18% and 41%, respectively, 
and contrasts with the declining (2013) to flat (2014) volume levels of 
the overall tax-exempt market. 

■■ The historic median spread to the triple-A MMD for the 726 available 
data points stood at 233 basis points. This median has been declining 
since 2012 due to the lower interest rate environment, as well as the 
more widespread use of municipal credit enhancement, resulting in 
higher-rated debt and lower debt service. 

■■ Costs of issuance and underwriter’s discount, measured as a 
percentage of par, continue to decline from previous years. The historic 
median COI and UD were 4.7% and 1.8%, respectively.  

■■ The percentage of all transactions which were rated at issuance 
stands at 53%, but the past few years have seen the rated proportion 
regularly exceed 60%, with a sector high of 73% in 2011. Of all rated 
transactions, 77% were assigned investment grade ratings at the time 
of issuance. 

■■ Transaction size continues to rise due to higher construction and real 
estate costs and large charter management organizations (CMO) 
financing multiple facilities. While average issue size for all transactions 
was $12.7 million, the average for 2014 was $19.6 million. 

REPAYMENT PERFORMANCE
■■ There have been 41 monetary defaults in the 818 analyzed transactions 

with original par totaling $346.9 million, representing an overall default 
rate of 5.0% in terms of the number of transactions and 3.3% of the 
total $10.4 billion in par originated.

■■ As of December 31, 2014, there were four monetary defaults on the 
336 charter school bonds with investment grade ratings (1.2%), six 
defaults among the 100 issues with non-investment grade ratings 
(6.0%), and 31 defaults among the 382 unrated issues (8.1%).

■■ In terms of par originated and number of issues, default rates for rated 
issues were 1.6% and 2.3%, respectively, and default rates for unrated 
issues were significantly higher at 6.8% and 8.1%, respectively.

■■ Defaulting schools tended to have lower enrollments, accessed the 
market without credit ratings, and borrowed at relatively high cost of 
funds based on spreads to MMD. All of the schools whose bonds went 
into default were stand-alone schools; no evidence was found that any 
school affiliated with the larger and more sophisticated charter school 
networks has ever defaulted.

■■ The median time lapse between issuance and default was 4.5 years. 
Fourteen defaults, or 34%, occurred within three years of issuance and 
another 10, or 24% of the defaults, occurred between three and five 
years of issuance. Of the 17 defaults that occurred past the five-year 
mark, ten of them were Michigan transactions. 
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■■ This report confirms the findings of the 2012 Bond Study, that academic 
quality is the fundamental credit factor in charter school underwriting. 
It drives enrollment, financial strength and charter renewal. Simply 
put, there is a high correlation between defaults and low academic 
achievement. Thirty, or 73%, of the 41 defaults, were linked directly 
to subpar academics. Another eight defaults, or 20%, cited declining 
enrollment and/or strained financials as the primary cause, with the 
school’s academic reputation possibly a contributing factor in the 
declines. Governance issues were cited as the reason for the remaining 
three defaults. 

■■ Generally, recovery to bondholders as a percentage of par continues 
to be relatively low. For the 14 school facilities that have been 
foreclosed on and sold, recovery to bondholders as a percentage of 
bonds outstanding has ranged from a low of 4% to a high of 78%, 
with a median of 52%. Final payment resolution is pending on eight 
transactions as the trustee is awaiting sale of the mortgaged property 
in order to forward net proceeds to affected investors. In the ten 
cases where schools are still operating and debt is still outstanding, 
bondholders have chosen to enter into forbearance agreements with 
the school in hopes of a turnaround in which the schools’ strained 
cash flows improve to the point where principal and interest payments 
can resume in full. Another three schools have restructured their 
debt resulting in a haircut of between 22% and 60% to bondholders. 
One final school, Katy Creative Arts, has emerged from a forbearance 
agreement, paid all past due amounts and is no longer considered to be 
in default. 

■■ As with any new sector, there is a learning curve in terms of 
understanding the key drivers of risk in the charter sector. It is 
unlikely that many of these defaulted transactions would have been 
underwritten using today’s credit standards. 
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METHODOLOGY

This publication includes a comprehensive record of all available tax-
exempt charter school bond issuances issued to finance school facilities 
from September 1998 (the first charter school bond transaction) through 
December 31, 2014. Data sources include the Municipal Securities 
Rulemaking Board’s (MSRB) Electronic Municipal Market Access (EMMA), 
Securities Data Corporation (SDC), Thompson Municipal Market Monitor 
(TM3) and Bloomberg L.P., as well as reputable website searches. This 
study also includes borrower information from conduit issuers and other 
frequent issuers of charter school bonds. Data was also obtained from 
underwriters, rating agencies and investors. 

We are confident that virtually the entire universe of public offerings of 
tax-exempt transactions for charter school facilities executed through 
December 31, 2014 has been identified, along with a significant number 
of transactions where no official statement was published. Tax-exempt 
transactions often include a small taxable series (to cover COI beyond the 
federally proscribed 2% limit), whose dollar amount is included in the par 
amount for each offering. The data, however, do not include fully taxable 
offerings, such as U.S. Department of Agriculture guaranteed debt, or tax 
credit bonds, such as Qualified School Construction Bonds or Qualified 
Zone Academy Bonds, unless they were a small piece of a larger, primarily 
tax-exempt issuance. In addition, there are a handful of privately-placed 
offerings, including direct placements with banks, which do not have official 
statements and are more difficult to trace; therefore, not all of them are 
included. 

MARKET OVERVIEW

Utilizing Bloomberg and EMMA, issuance status was determined for all 809 
bond offerings, including those which were outstanding, those which were 
matured or refunded (refunded), and those which have either experienced a 
monetary default or been restructured in a manner that altered the original 
repayment terms of the bond issuance (defaulted).

“Enhanced” and “unenhanced” ratings are provided for each bond issue 
both at issuance and as of the first quarter of 2015 (current). For the 
purposes of this study, an “enhanced” rating reflects the presence of 
credit enhancement pledged directly to bondholders as an additional or 
substitute security pledge to the revenues from the charter school itself. 
An “unenhanced” or “underlying” rating is a rating based solely on the 
credit strength of the charter school rather than that of any other security. 
A glossary is available in Appendix A. The long-term bond rating scales 
employed by the three major rating agencies are included in Appendix B 
for reference. 

Comprehensive data was compiled for this study from the more than 800 
rated and unrated bond offerings issued between September 1, 1998 and 
December 31, 2014. Nine of the 809 bond offerings had two series with 
distinct credit factors (i.e., two separate schools or one school with only one 
series credit enhanced); therefore the data point count increases to 818. 
These data points in CSA’s spreadsheet include the following information—
much of which can be found in Appendix C:

■■ Dated date
■■ State
■■ School
■■ Issuer
■■ Par amount
■■ CUSIP (Committee on Uniform Securities Identification Procedures)
■■ Credit enhancer, if any
■■ Rating agency, if any: Fitch Ratings (Fitch); Moody’s Investors Service 

(Moody’s); and Standard & Poor’s (S&P)
■■ Initial and Current Ratings, if applicable
■■ Maturity date
■■ Coupon of longest tax-exempt maturity
■■ Yield of longest tax-exempt maturity
■■ Type of debt (new money, refunding or combination)
■■ Spread to Municipal Market Data Index 
■■ Lead underwriter
■■ Financial advisor, if any
■■ Costs of issuance - $ and %
■■ Underwriter’s discount - $ and %
■■ Link to Official Statement
■■ Status of bonds (matured/refunded, outstanding, defaulted)
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REPAYMENT PERFORMANCE

A comprehensive list of defaulted charter school bonds was identified by 
checking for material event notices posted to Bloomberg and EMMA. A 
default is defined as any transaction whose borrower, as of December 31, 
2014, was unable to meet the principal and interest payments to investors 
that were agreed to at the time of bond issuance. Therefore, if a school has 
renegotiated its debt service terms with bondholders through a forbearance 
agreement, it is labeled a default. A technical default, on the other hand, 
would not be considered a default for analytical purposes, as the reason for 
the technical default may be unrelated to repayment ability, such as failure 
to file timely disclosure information. Other non-monetary defaults, such as 
revocation or non-renewal of a charter, may signal an eventual default, but 
they are not captured as a default in the database unless and until there is 
a missed payment to the trustee on behalf of bondholders.

ISSUANCE & PRICING

In this section, information on cost and pricing is analyzed for all of the 
bond offerings where that data has been reported. In addition, the coupon 
and yield for the longest term bond of each offering is reviewed and 
evaluated, together with the spread to the triple-A Municipal Market Data 
Index, or MMD, based on the pricing of this long-term bond compared to 
the pricing of triple-A rated municipal bonds of a similar maturity. Data 
was also gathered on underwriter’s discount and costs of issuance, which 
were calculated as a percentage of the par amount of the bonds. For 
each analysis, the number of data points is provided based on available 
information. 
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TAX-EXEMPT BOND MARKET OVERVIEW

The tax-exempt bond market continues to be an attractive source of 
financing for charter school facilities. Interest rates on these bonds are 
lower than traditional sources of financing due to their tax-exemption. 
Indeed, over the past three years, overall tax-exempt rates/yields—
including those for charter school bonds—have been at or close to record 
lows. In 2014, for example, yields were as low as 3.5% for the 30-year 
bond for Venture Academy in Utah. This transaction was rated double-A by 
S&P based primarily on credit enhancement consisting of a moral obligation 
pledge from the State of Utah. While 2014’s annual median yield for long-
term charter school bonds stood higher at 6.5%, it was significantly lower 
than in 2009 during the credit crisis—when it was 8.1%—the year with the 
highest median yield for tax-exempt charter school bonds. 

Tax-exempt bonds also allow charter schools to fix these lower rates over 
a longer, fully amortizing term, generally 30 years and in certain cases 
exceeding 40 years. Longer amortization terms allow charter schools 
to grow enrollment and revenues to full capacity without incurring large 
annual debt service expenses that can drain program resources. Moreover, 
tax-exempt bond investors focus on cash flow analysis rather than the 
traditional lending approach, which places more emphasis on the loan-to-
value (LTV) ratio of the collateral property. As such, tax-exempt borrowers, 
including charter schools, often borrow the full amount of project costs plus 
transaction costs with little, and often, no up-front equity contribution.

Because of the tax-exempt bond market’s advantages, charter schools have 
utilized this financing option extensively for their facilities. Since 1998, 

when the first bonds were issued in this sector, charter schools around the 
country have borrowed over $10.4 billion, representing over 800 distinct 
offerings. 

CHARTER SCHOOL BOND VOLUME

Since LISC’s publication of the 2012 Bond Study, charter school bond 
issuance has achieved record volume levels. The 2012 Bond Study included 
all charter school bond offerings issued between the first transaction in 
1998 and May 31, 2012. For the 31 months between June 1, 2012 and 
December 31, 2014, issuance surged with 227 executed transactions 
representing over $4.0 billion in new issuance. Prior to 2012, the sector 
record was held by 2007, with 79 transactions totaling $1 billion. The new 
annual sector high belongs to 2014, with 95 transactions totaling $1.9 
billion. Including all activity since 1998, the tax-exempt charter school 
bond sector has grown to over 800 transactions piercing the $10 billion 
threshold of total issuance.

As the chart below shows, charter school bond issuance grew steadily 
from 1998 through 2007. Issuance then fell sharply during the credit 
crisis in 2008 and 2009, rebounding in 2010 with 73 offerings totaling 
$940 million. In 2011, activity fell to 53 issues totaling $805 million then 
increased significantly the following year and each subsequent year. Charter 
school bond issuance peaked in 2014 with 95 issues totaling almost $1.9 
billion, resulting in the sector’s third consecutive year of record volume. 
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Of note is that this record volume has taken place in an overall market 
environment that contrasts sharply with the charter sector, i.e., charter 
school bond issuance experienced significant volume growth while overall 
municipal bond market activity has declined. In 2013, approximately $334 
billion in municipal bonds were issued, down from $380 billion in 2012, a 
12% year-over-year decline. In contrast, charter school bond issuance grew 
during the same period by a rate of 18%. Similarly, in 2014, total long-term 
municipal issuance was once again just over $334 billion—virtually identical 
to 2013—while charter school issuance at $1.9 billion experienced an 
increase of 41% from the prior year. Although the charter sector has seen 
spectacular growth, total charter issuance in 2014 was still less than half 
of one percent of total long-term municipal issuance that year according to 
the Bond Buyer. 

ISSUANCE STATUS

As of December 31, 2014, the number of tax-exempt charter school 
bond issues totaled 809 transactions, representing 818 distinct offerings 
(some official statements included more than one borrower and others 
had separate rated and unrated series), accounting for a total par amount 
of over $10.4 billion. Approximately 70%, or 571, of these issues, totaling 

approximately $8.2 billion, remain outstanding. Another 206, or 25%, of 
the issuances, with a total par amount just shy of $1.9 billion have either 
matured or been refunded. Forty-one issues, or 5%, representing a total 
original par amount of $346.9 million, are categorized as defaulted; they 
have either experienced a monetary default or been restructured in a 
manner which altered the original repayment terms of the bond issuance.

DOLLAR PAR AMOUNT BY YEAR

Given declining interest rates, it is not surprising that most of the debt 
originated in the sector’s first seven years has matured or been refinanced. 
Of the $1.4 billion par originated between 1998 and 2004, 70% has 
been refunded, 23% remained outstanding and 7% had defaulted, as of 
December 31, 2014. Par originated during this period accounted for only 
14% of overall issuance, but, not surprisingly, accounted for 53% of total 
sector refunding activity. Moreover, remaining par outstanding issued 
during these years equals only 3% of total sector issuance. Par issued 
during this period also represented 30% of total sector defaults.

Approximately $2.9 billion (double the amount from the first seven-year 
period) was originated over the succeeding five-year period between 2005 

Defaulted
(41)
5%

AGGREGATE CHARTER SCHOOL BOND ISSUANCE STATUS
($ in Millions)

NUMBER OF ISSUES1

818
PAR AMOUNT

$10,416.2

Matured/Refunded
(206)
25%

Outstanding
(571)
70%

Matured/Refunded
($1,873.9)

18%

Outstanding
($8,195.4)

79%

Defaulted
($346.9)

3%

1 Nine of the 809 bond offerings had two series with distinct credits for a total of 818 data points.  
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and 2009, 24% of which has been refinanced. A large majority, 69%, 
remains outstanding and 7% of the debt originated during these years 
has defaulted. Par originated during this period accounts for only 28% of 
overall issuance and accounted for 37% of total sector refunding activity. 
Moreover, remaining par equals 20% of total sector issuance while defaults 
on par issued during this period represented 59% of total sector defaults. 

For the final period between 2010 and 2014, issuance surged to over 
$6.1 billion, and all but $202 million, or 4%, remained outstanding. There 
were $37.4 million of defaults on these issues as of December 31, 2014. 
Par originated during this period accounts for 58% of overall issuance 
and accounts for only 10% of total sector refunding activity. Moreover, 
remaining par equals 71% of total sector outstanding issuance while 
defaults during this period represent 11% of total sector defaults.

STATUS BY ORIGINATION YEAR AS OF 12/31/2014

Number of Issues1 Par Amount ($ in Millions)
Year Outstanding Refunded Defaulted Total Outstanding Refunded Defaulted Total
1998 0 4 0 4 $0.0 $11.2 $0.0 $11.2
1999 2 14 3 19 4.2 67.3 8.6 80.1
2000 3 22 1 26 41.7 163.7 2.6 207.9
2001 3 23 5 31 11.3 243.3 50.0 304.6
2002 7 25 2 34 37.9 178.2 9.4 225.5
2003 9 19 3 31 106.7 148.0 19.0 273.7
2004 14 25 3 42 123.4 187.9 15.6 326.9
2005 25 14 4 43 254.9 96.2 44.8 395.9
2006 39 13 7 59 388.6 118.7 64.2 571.5
2007 59 14 7 80 796.8 173.8 72.9 1,043.5
2008 31 14 0 45 310.7 245.2 0.0 555.8
2009 16 8 2 26 280.6 57.4 22.5 360.5
2010 68 4 1 73 891.5 44.6 3.6 939.6
2011 50 2 1 53 732.8 53.5 18.9 805.2
2012 75 3 1 79 1,076.4 41.8 9.0 1,127.3
2013 75 2 1 78 1,275.6 43.3 5.9 1,324.8
2014 95 0 0 95 1,862.4 0.0 0.0 1,862.4
Total 571 206 41 818 $8,195.4 $1,873.9 $346.9 $10,416.2

1	Nine of the 809 bond offerings had two series with distinct credits for a total of 818 data points.
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NUMBER OF ISSUES BY YEAR

For greater clarity, the chart above provides the percentage of issues by 
transaction status in each year. The total number of issues originated 
annually is included on the columns for ease of reference. For example, all 
four issues originated in 1998 have matured or been refinanced, whereas 
all 95 issuances originated in 2014 are outstanding. As the chart above 
shows, 2005 is the first year that more transactions are still outstanding 
than have been refunded. 

All years prior to 2005 show significant refunding activity, as the typical 
revenue bond is structured with a ten-year call provision, i.e., bonds 
cannot be paid off and redeemed during the first ten years from the date 
of issuance. This legal provision effectively locks out current refunding 
opportunities during that first ten-year period even if rates have fallen. 
Those bonds that were issued prior to 2005 that have not been currently 
refunded are likely too small to receive a significant interest rate savings 
due to the high cost of issuance for a new, relatively small transaction, or 
the school’s credit profile has deteriorated. 

An alternative to a current refunding is an advanced refunding which occurs 
prior to a call date and is generally done when interest rates at the time are 
significantly lower than when the outstanding bonds were originally issued. 

While traditional school districts and other highly-rated borrowers often 
utilize advance refundings, only a handful of charter schools have taken 
advantage of this option. Although the process is often legally available 
to charter schools, it is difficult to achieve sufficient debt service savings 
to cover the additional cost of issuance and the negative arbitrage. In an 

advance refunding, due to the restriction on refunding before the ten-year 
period ends, proceeds must be placed in an escrow account in an amount 
sufficient for the full principal and accrued interest payment through the 
call date. Those escrowed funds generally earn significantly less than the 
interest rate on the original bonds, resulting in negative arbitrage. The wider 
the spread between the interest rate on the original bond and the escrow 
investment rate, the harder it is to achieve savings from the refunding. 
Because charter schools have historically been rated below investment 
grade or barely investment grade, their interest rates have been higher than 
traditional school district borrowers. With more charter schools accessing 
credit enhancement—resulting in higher ratings and lower interest rates—
they are more likely to take advantage of advance refunding options in the 
future as IDEA Public Schools did in 2014 when it advance refunded its 
Series 2007 Bonds. 

In terms of the number of issues that have defaulted, the highest level of 
defaults can be traced to bonds issued during the first seven-year period 
between 1998 and 2004 when 9% of transactions ended in default status 
(7 defaults out of 187 issues.) Overall, 2001 had the highest single-year 
default rate at 16.1% (5 defaults out of 31 issues) followed by 1999 at 
15.8% (3 defaults out of 19 issues.) As the Annual Issuance by Status 
chart above shows, the annual default rate has declined (although not the 
overall default rate) steadily as the sector has matured. This situation can 
be explained in part by the shorter time frame in which bonds had the 
opportunity to default, however, much of it is likely attributable to better and 
more stringent underwriting standards that often accompany a maturing 
credit sector. 
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UNDERWRITERS

Since 1998 and the launch of the charter school bond sector, a surprisingly 
high number of investment banking firms have been involved either as bond 
underwriters or placement agents. Even after combining related firms, the 
number of firms active in the sector through December 31, 2014, totaled 
74. Of these investment banks, 15 of them underwrote/placed only a single 
charter school transaction. Another nine firms underwrote/placed only two 
issues. 

As expected, most of these companies were involved in only a handful 
of transactions and few of those were done by bulge bracket firms, i.e., 
the nation’s largest broker-dealers. Rather, this sector is dominated by 
regional banks due in large part to the smaller average par amount of the 
typical transaction, as well as the relatively weaker credit profile of charter 
school borrowers. Given the upheaval in the capital markets over the past 
decade, many of these firms are no longer in business and others, while 
still operating, are no longer acting as broker-dealers in the public finance 
arena or are not active in the charter school sector. 

Today, the charter school sector is primarily served by a few firms, 
virtually all regional entities that have developed an expertise and forged 
a national footprint assisting charter schools in accessing the tax-exempt 
marketplace. It is critical that a charter school navigate the tax-exempt 
issuance process with experienced charter school partners—lawyers, 
financial advisors, feasibility consultants, rating agency analysts and 
particularly investment bankers. The accompanying chart shows the firms 
with the most experience through December 31, 2014 in underwriting and/
or placing charter school bonds. 

Sixteen underwriting firms were involved in at least a dozen transactions. 
Due to the recent changes in the capital markets, many of these entities 
have closed up shop, merged with other investment banks, or simply 
changed their focus away from charter schools and/or public finance in 
general. For example, Miller Johnson is no longer in business, A.G. Edwards 
and Wachovia are now part of Wells Fargo, and Kirkpatrick Pettis is now part 
of D.A. Davidson. Those firms you will not likely see on a new offering in 
the future are shown in red. The broker-dealer firms that are still active (as 
evidenced by at least one transaction executed in 2014) in this sector today 
are shown in green, while those which are still in the business, but who did 
not execute a transaction in 2014 are shown in orange. 
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The firms with the most charter school transactions which are still active in 
the business today are in order of activity levels: RBC Capital Markets (96); 
D.A. Davidson (89); Piper Jaffray (64); Baird (63); Dougherty (48); Herbert 
J. Sims (31); Ziegler (23); and PNC (22). 

These firms generally get paid via the underwriter’s discount, i.e., the fee 
paid to the underwriter to structure, price and market bonds to investors. 
The percentage of par that underwriters get paid varies. Fees are typically 
higher for unrated or below investment-grade rated transactions as there 
are fewer buyers of high-yield bonds and therefore, these transactions are 
considered harder to place with investors. Conversely, the underwriting 
fee is generally lower for highly-rated credits. The size of the transaction 
also comes into play, as the higher the par amount, the lower the 
percentage. For those transactions considered small, less than $5 million, 
the percentage generally increases as there are minimum costs of doing 
business that a firm must recoup. 

For the 746 transactions where data on underwriter’s discount was 
available, the fee ranged from well under 1% to just over 6% of the par 

amount of the bonds. Virtually all of the transactions with an underwriter’s 
discount of 5% or more were for par amounts below $4 million. The median 
and average underwriter’s discount historically have been between 2% and 
4%, with an overall median and average of 1.8% and 2.1%, respectively, 
which translates into a typical transaction dollar amount of approximately 
$171,000. 

Overall costs of issuance have shown similar declines as apparent in the 
chart on the next page. In addition to the interest a charter school pays 
for its borrowing over the life of the bond and the underwriter’s discount, 
charter schools must bear certain costs in order to access the municipal 
market, including legal fees, trustee fees, financial advisor and rating 
agency fees. The underwriter’s fee is often the single largest component of 
COI; therefore, it is not surprising that overall COI have declined over time 
as well. While the sector’s early years saw annual median COI as high as 
8.9% in 1998, the overall median through December 31, 2014 stood at 
4.7% translating into a dollar amount of approximately $450,000. In 2014, 
the median COI and average COI stood at 4.2% and 4.3%, respectively. 

TREND OF UNDERWRITER’S DISCOUNT
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PRICING

Charter schools have historically paid relatively high interest rates on their 
tax-exempt borrowings compared to traditional public school districts. 
Traditional school districts generally access the municipal market with 
markedly higher credit quality via security that relies on tax-backed 
pledges, i.e., property taxes. For aggregate issuance since 1998, the 
median fixed-rate charter school bond yield on the term bond with the 
longest maturity (averaging 28.1 years) was 6.5%—down from 7.2% since 

the 2012 Bond Study. Given the current low interest rate environment and 
recent access to credit enhancement in a few states, this metric continues 
to decline as the annual median yield for 2014 issuance was 6.0%. 

The cost of capital is measured by the spread to MMD, the interest 
rate differential measured in basis points between highly rated, triple-A 
municipal bonds and lower rated bonds. Spreads had previously peaked in 
2009, narrowing somewhat in 2010; however, spreads widened to sector 
highs in 2011 before trailing downwards over the past three years. 

TREND OF COSTS OF ISSUANCE
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Based on 726 available data points, the historic median spread for all 
charter school bonds was 233 basis points. As the chart below shows, 
overall spreads for all charter school issues began declining in 2012 after 
a significant upward swing between 2007 and 2012. A number of factors 
affect spreads, including the overall interest rate environment, the state 
in which the bonds are issued, and the positive or negative flow of dollars 
into and out of municipal market mutual funds. For the charter sector, the 
MMD spread has narrowed even further due to more rated transactions 
being issued and the recent presence of credit enhancement programs in a 

few states. While 2014 had a spread of 276 basis points for all issues, the 
median spread for unrated deals was 361 basis points as compared to 169 
basis points for rated issues. Much of this differential is due to the higher 
credit quality of many of the recent credit-enhanced transactions, which 
have dramatically lowered spreads for the rated category. This recent trend 
is in stark contrast to the spread differential between rated and unrated 
charter issues in 2009 of only 49 basis points (313 basis points spread for 
rated bonds and 362 basis points for unrated bonds).
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CHARTER SCHOOL BOND ISSUANCE BY STATE 

Since 1998, more than 800 tax-exempt bond transactions have been 
issued on behalf of charter schools in 29 states and the District of 
Columbia. During that time, Colorado was the most active state in terms 
of the number of transactions with 129, totaling almost $1.3 billion of par 
with an average of just under $10 million. Arizona and Michigan were tied 
for the second highest number of transactions, each at 123, however, total 
par amounts varied significantly with Arizona at $1.5 billion and Michigan at 
only $802 million. As a result, these two states had vastly different average 
transaction sizes of $12 million and $6.5 million, respectively. The state 
with the highest total par was Texas at $1.6 billion, or 16% of total sector 
issuance. Furthermore, Texas had the highest average par amount per 
transaction at over $24.7 million. Due to the significant uptick in issuance 
in the past two years, particularly in 2014, Texas surpassed Arizona as the 
state with the highest charter school sector volume. 

In terms of number of transactions, only a handful of states have had more 
than 50 issuances through the end of 2014: Colorado (129); Arizona and 
Michigan (123); Texas (66); and Utah (52). Florida (48) and Minnesota 
(46) are close behind. Schools in California, the District of Columbia, 
Florida, Minnesota, Pennsylvania and Utah have also been frequent 

borrowers, each with total issuance ranging between $250 million and $1.1 
billion. Combined with Colorado, Texas, Arizona and Michigan, these ten 
jurisdictions accounted for over 84% of the total sector par issued through 
2014—due mostly to the large number of charter schools located in these 
states, and the relatively favorable laws and conditions regarding charter 
school facility financing. 

As the chart below shows, charter schools in a handful of states (Texas, 
Pennsylvania, California and the District of Columbia) have issued a larger 
proportion of rated par compared to unrated par. Charter schools in Utah 
have historically issued more unrated par, but since 2013—due to access 
to its moral obligation program—more of the dollar amount issued has been 
rated than unrated. About half of the par amount borrowed by Michigan 
schools has been unrated and this may have partly contributed to the 
state’s high default rate, among other factors. Arizona and Minnesota, 
similar to Utah, have shifted from primarily unrated portfolios to profiles that 
are closer to half rated and half unrated. Although Arizona and Minnesota 
have similar proportions of rated and unrated par to Michigan, they have not 
experienced similarly high default rates due to the other factors affecting 
Michigan described on the following page.
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It is interesting to track the trends within these states. As you can see 
from the chart below, Michigan charter schools (red line) were active 
early on—often with the highest annual transaction count. Since the credit 
crisis in 2008-2009, however, far fewer transactions have been executed 
in Michigan—both in terms of absolute numbers but also in relation to 
other states. Moreover, of the top five active states, Michigan is the only 
one trending down. Indeed, Michigan recorded only one charter school 
transaction in 2014—a sharp decrease from its peak in 2007 when 14 
transactions were completed. Michigan’s decline in charter school issuance 
is due to a number of factors, including: a relatively weak state-wide 
economic recovery; a charter portfolio characterized by schools with 
small enrollments; a dearth of strong and active charter management 
organizations; and a large number of low-quality authorizers operating in 
the state. This type of state sector profile no longer fits investors’ definition 
of investment-worthy. Critical evidence of this credit profile is apparent in 
Michigan’s charter school bond default rate of 12% (15 defaulted issues out 
of 123 issues)—the highest amongst all states, accounting for over 37% 
of all identified charter school bond defaults. As discussed previously, the 
larger proportion of unrated par to rated par may also be contributing to 
Michigan’s high default rate. 

Arizona holds the record for the most transactions closed in any single year 
at 16, in 2010 and again in 2014. Texas—while issuing the highest dollar 
volume in recent years, as well as overall, has also experienced an increase 
in the number of transactions—more than doubled its issuance from the 
five transactions executed in 2013 to 11 in 2014. It is likely, however, that 
a number of the 2014 deals were delayed from earlier years as schools 
awaited the ability to access the highly-rated credit enhancement guaranty 
through the Texas Permanent School Fund (rated triple-A), which was 
only available to charter schools starting in 2014. Utah has also seen a 
significant increase in the number of transactions over the 2013-2014 
period (four in 2013 and nine in 2014) due to the new state-sponsored 
credit enhancement program (rated double-A) that investment grade rated 
charter schools now have access to for their facility borrowings.

Outside of the most active states, other jurisdictions whose issuance 
is trending upward include California (doubling from six in 2013 to 
12 in 2014), Florida (up from three in 2013 to seven in 2014), and 
Massachusetts—where many of the transactions are executed via private 
placements/direct bank purchases by the Massachusetts Development 
Finance Authority (up from two in 2013 to five in 2014). 
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TOTAL PAR AMOUNT ISSUED BY STATE ($ in Millions)

State # of Transactions1 % of Total Transactions Total Par Amount Issued % of Total Par Issued 

Texas 66 8.1% $1,633.1 15.7%

Arizona 123 15.1% 1,490.9 14.3%

Colorado 129 15.9% 1,283.0 12.3%

Florida 48 5.9% 1,069.2 10.3%

Michigan 123 15.1% 802.0 7.7%

California 41 5.0% 658.9 6.3%

Pennsylvania 31 3.8% 577.9 5.5%

Utah 52 6.4% 538.8 5.2%

Minnesota 46 5.7% 435.5 4.2%

District of Columbia 13 1.6% 283.6 2.7%

Massachusetts 21 2.6% 248.4 2.4%

New York 15 1.8% 224.6 2.2%

Illinois 15 1.8% 215.1 2.1%

Georgia 9 1.1% 122.0 1.2%

New Jersey 10 1.2% 112.1 1.1%

North Carolina 10 1.2% 108.9 1.0%

Indiana 6 0.7% 94.2 0.9%

Delaware 8 1.0% 84.1 0.8%

Ohio 4 0.5% 69.3 0.7%

Idaho 12 1.5% 61.1 0.6%

Louisiana 3 0.4% 53.7 0.5%

South Carolina 4 0.5% 53.6 0.5%

Missouri 6 0.7% 52.6 0.5%

Wisconsin 3 0.4% 32.6 0.3%

Nevada 3 0.4% 26.1 0.3%

Maryland 2 0.2% 24.7 0.2%

New Mexico 3 0.4% 24.1 0.2%

Arkansas 3 0.4% 22.6 0.2%

Rhode Island 2 0.2% 10.1 0.1%

Oregon 1 0.1% 3.4 0.0%

Total 812 100% $10,416.2 100%

1	Six separate issues with different credit characteristics and/or ratings were combined if the same offering statement was utilized
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Average issue size by state has been relatively uniform, with most states 
(17) ranging from $10 million to $20 million per transaction. The outlier at 
the low end is Oregon at $3.4 million, based on only a single offering. Nine 
other states—Arkansas, Colorado, Idaho, Michigan, Minnesota, Missouri, 
Nevada, New Mexico and Rhode Island—had an average par amount below 
$10 million. At the higher end, three jurisdictions had average par amounts 
above $20 million: the District of Columbia at $21.8 million; Florida at 

$22.3 million; and Texas with the highest average par amount at $24.7 
million. For 2014, however, the average par amount for Texas transactions 
was significantly higher at $46.6 million. 

With more large CMOs accessing the tax-exempt market, particularly in 
Texas, the average par for many states is expected to grow steadily beyond 
typical inflationary increases that would affect construction costs and 
acquisition pricing. 
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RATINGS ANALYSIS

Through December 31, 2014, 436 of the 818 charter school bond offerings 
analyzed in this report, or 53%, had been assigned ratings by one of the 
three major rating agencies: Fitch, Moody’s and S&P. Of these 436 rated 
transactions, 336, or 77%, were rated investment grade (IG) at the time 
of issuance while the remaining 100, or 23%, were initially rated non-
investment grade (non-IG). However, the percentage of rated transactions 
has varied over the years from 0% in 1998—the first year of charter school 
bond issuance when all four originated transactions were unrated—to a 
high of 76% in 2011 when 40 of 53 issuances were assigned ratings to 
55% in 2014, with just under half of these deemed investment grade. 

On a total par basis, the $7.0 billion of rated par represents 67% of 
total issuance between 1998 and 2014 with $5.3 billion, or 51%, rated 
investment grade. Rated par as a percentage of annual issuance has also 
varied from 0% in 1998 to a high of 81% in 2011, although it has been 
relatively stable over the past three years at approximately two-thirds. 

The percentage of rated par is higher than the percentage of the number 
of rated transactions, as many more of the larger transactions were issued 
on behalf of stronger and more sophisticated borrowers. As such, these 
borrowers were better positioned to achieve investment grade ratings on 
their bonds, thereby broadening their potential investor base. Of the 25 
transactions that exceeded $50 million through December 31, 2014, 21 
had been assigned initial ratings, including 17 that were investment grade. 
See Appendix B for the municipal bond rating scales employed by the 
three rating agencies. 
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Overall, and in each year prior to 2014, the most common initial charter 
school bond rating—by a wide margin—has been in the triple-B investment 
grade category, i.e., “BBB+/Baa1,” “BBB/Baa2” and “BBB-Baa3.” Of the 
436 ratings assigned at the time of issuance, 200, or 46%, were in this 
category. Moreover, virtually all of the ratings above the triple-B category 

were based on some form of credit enhancement in which the credit 
quality of the charter school borrower was substituted by the rating of a 
bond insurer, bank or state credit enhancement program. While there is 
often a material difference when calculating ratios based on the number 
of issuances versus the dollar amount issued, in this case, the par amount 
assigned triple-B ratings, $3.2 billion, is also 46% of all rated par. 

While triple-B had been the most common rating category through the first 
16 years of charter school issuance, only a handful of ratings were in the 
higher “BBB+”/”Baa1” category and the same holds true for the middle 
category of “BBB”/”Baa2.” The overwhelming majority of triple-B ratings 
and indeed, of all investment grade rated transactions, received the lowest 
investment grade rating of “BBB-/Baa3.” 

The following charts show the distribution of ratings assigned at issuance in 
the broad rating categories. In the case where there were two distinct rating 
categories assigned by two different agencies, the lower category was 
used. Where all three rating agencies assigned ratings, the more prevalent 
rating category was used. Use of multiple rating agencies was more 
common in earlier years when some of the bond insurers were active in this 
sector. Today, it is rare for a charter school bond transaction to be assigned 
ratings from more than one agency due to a number of reasons, including: 
(1) investors don’t require more than one rating; (2) the additional costs 
(both upfront and ongoing); and (3) the additional work involved for school 
staff and contracted personnel. 
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Rated issuance for 2014, however, resulted in a significant divergence 
from the historical rating distributions seen in prior years. While the 
most common rating in terms of number of issuances was still triple-B 
with 13 transactions, representing a par amount of $211.2 million, there 
were nine transactions rated triple-A totaling $450 million as shown in 
the chart below. For the first time in the sector’s history, triple-A was the 
most common rating in terms of the par amount issued in a given year. 
This change was wholly attributable to the State of Texas granting charter 

schools eligibility and access to the state’s triple-A rated PSF. Texas joins 
Utah and Colorado in allowing charter schools access to their respective 
“AAA”, “AA” and “A” rated credit enhancement programs. 

It is unclear whether we will continue to see similar annual rating 
distributions to that of 2014 or we will revert back to the historical 
distribution of triple-B ratings being dominant. As of the publication date 
of this report, the available charter school PSF capacity was close to its 
maximum of approximately $900 million. 
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RATINGS BY AGENCY 

While all three major rating agencies have assigned credit ratings to charter 
school bonds, market share among these organizations has changed 
significantly since 1999, when the first transaction was rated. While 
Moody’s assigned more ratings in the early years, it effectively exited the 
sector in 2008. Fitch then stepped up its sector participation and was fairly 
active in the market until 2012, when it changed its criteria. It has not 
been active in the sector since, effectively leaving S&P as the sole active 
rating agency for charter school bonds. Indeed, in 2013 and 2014, 106 
transactions were assigned bond ratings and 105 of these ratings were 
assigned by S&P. 

One active rating agency in a municipal sector is unusual and certainly 
not desirable as it leaves the industry vulnerable to one agency’s changes 
in criteria. For at least the near term, it appears that S&P will continue 
to provide the bulk of charter school ratings, however, it would not be 
surprising to see another rating agency become a more active participant 
as the sector continues to mature. Moreover, having another rating agency 
apply a fresh outlook on the sector would likely further develop the sector’s 
evolving underwriting criteria.
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ENHANCED VS. UNENHANCED BONDS 

In order to achieve higher credit ratings that translate into lower interest 
rates, many tax-exempt borrowers have utilized credit enhancement to 
further secure their bond offerings. Credit enhancement can involve the 
substitution of a stronger third-party’s credit, such as state MO programs, 
bond insurance and letters of credit, or it can involve specific collateral 
pledged for repayment of the bonds, such as additional debt service 
reserves or partial guarantees. Such enhancement reduces repayment risk 
and thus lowers interest rates. 

Due to the credit market dislocation that took place from 2008 to 2010, 
many of the credit enhancers that participated in the tax-exempt bond 
market prior to that period were either downgraded, as was the case for 
every bond insurer active in 2007, or limited their enhancement to higher-
quality borrowers, as was the case with banks providing letters of credit. 
These changes in the landscape of private credit enhancers had the effect 
of excluding virtually the entire charter school sector from these forms of 
private credit enhancement. 

As discussed earlier, of the 336 investment grade ratings assigned 
through December 31, 2014, 140 transactions, or 42%, were based on the 
presence of credit enhancement, including bond insurance, bank letters 
of credit and state MO programs, as well as state-sponsored guaranty 
programs. With the exit of bond insurers and commercial banks from the 
charter school bond market after the credit crisis of 2008, the vast majority 
of credit enhanced offerings over the last five years have come from either 
state guaranty or MO programs. Under MO programs, states are legally 
authorized, although not required, to make an appropriation out of general 

revenues to replenish a debt service reserve fund that has been drawn upon 
to meet debt service payments to bondholders in the event a borrower is 
unable to make its scheduled payments. State-sponsored guaranty or MO 
programs effectively substitute the credit strength of the state, municipality 
or guarantor for that of the charter school, typically resulting in higher bond 
ratings, which in turn lead to significant interest savings for the borrower.

In 2014, charter schools in Texas began to access the PSF, a state-
sponsored reserve funded primarily from oil and gas receipts. Under current 
statute, Texas charter schools may access the available capacity of the PSF 
in proportion to the number of school children enrolled in charter schools. 
Through December 31, 2014, eight charter schools had executed PSF-
guaranteed debt transactions, representing over $432 million. 

Bonds backed by the PSF are rated at the highest triple-A level from all 
three major rating agencies. The PSF is authorized to guaranty bonds 
up to a par amount of three times the value of the reserves. While the 
PSF’s value is constantly changing, as of March 31, 2015, its remaining 
guaranty capacity for all schools was over $20 billion. Including approved 
transactions in process, however, the allowable portion available to charter 
schools was close to its maximum. Members of the Texas legislature have 
introduced legislation (House Bill 3018) that would statutorily change how 
the portion accessible to charter schools is calculated. If enacted, it would 
have the effect of substantially raising the limit to approximately  
$3.5 billion from about $900 million. 

Dallas-based Life School was the first charter school to access the PSF 
program in May 2014 with a $92.2 million issuance. The 30-year rate 
on the tax-exempt bonds was 4% (with a yield of 4.13%)—a significant 
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savings from rates for low investment grade ratings in the triple-B category. 
In addition to new money charter school financings in Texas, there have 
been a few refinancings as well, since the Texas statute allows charter 
schools that have previously borrowed via tax-exempt bonds to refinance 
their higher-interest rate bonds with PSF-enhanced bonds.

Two states, Colorado and Utah, offer an active MO program (also known as 
a debt service reserve fund replenishment program) for charter schools. 
Indiana was one of the earlier states to statutorily allow use of the State 
of Indiana’s and the City of Indianapolis’ MO pledge for charter schools; 
however, the statute has not been actively implemented on behalf of the 
state’s charter schools. 

Colorado’s program has existed since 2003 and raises the expected rating 
to the “A” level. Since 2003, 43 Colorado charter school transactions, 
representing over $580 million of par issuance, have been credit enhanced 
by this additional security feature, raising ratings from the low triple-B 
investment grade category to the “A” mid-range investment grade category. 

Charter school participation in Utah’s MO program began in late 2012. 
Because the State of Utah has the highest possible triple-A credit ratings 
from each of the three major rating agencies, these MO-backed bonds are 
also assigned high ratings (generally one full notch lower than the state’s 
general obligation bonds, i.e., a double-A). Therefore, borrowers utilizing 
this program receive significant savings on interest costs resulting from 
the highly-rated bonds. As an example, Ogden Preparatory Academy, the 
first charter school to participate in the program, estimated that savings 
on its $17.8 million bond issuance approximated $182,000 per year or 
$5.5 million over the life of its financing. As of 12/31/14, seven other Utah 
charter schools, with a par total of $98 million, have utilized the state’s  
MO pledge. 

For both active state MO programs, eligibility criteria for program 
participation by charter school borrowers include a requirement that their 
respective bond issuance be assigned an underlying investment grade 
rating. These state MO programs represent one of the more effective and 
least costly credit enhancement options available to charter schools, and 
more states are allowing charter schools access to some variation of state-
sponsored credit enhancement as a way to reduce tax-payer dollars spent 
on facility debt service without the need for additional state appropriations. 

Finally, Arkansas also has a credit enhancement program whereby the 
Arkansas Development Finance Authority (ADFA) guarantees certain bonds 
from a dedicated source of revenues funded by interest earnings derived 
from investments of the State of Arkansas. Two charter school transactions 
have participated in the program, totaling $8.3 million. Jacksonville 
Lighthouse Charter School was able to secure the ADFA guaranty on $4.5 
million of its Series 2012A Bonds, resulting in an assignment of an “A” 
rating by S&P. The school also issued $4.2 million of unenhanced and 
unrated Series 2012B Bonds at the same time, which carries a significantly 
higher interest rate. Even with the ADFA enhancement on just two-thirds of 

the combined offering, the blended overall cost of capital for the school was 
significantly lower than it would have been on an unrated basis. 

There are several other credit enhancement programs that have been 
utilized in conjunction with tax-exempt bond issues, including the U.S. 
Department of Education’s Credit Enhancement Program for Charter 
School Facilities grant funds deployed by several grant recipients, the 
Massachusetts Development Finance Agency’s partial guaranty, a guaranty 
from the Bill and Melinda Gates Foundation, and a zero-percent subordinate 
loan from the Charter School Financing Partnership in concert with a 
Program-Related Investment from the Walton Family Foundation. The vast 
majority of these credit enhancement vehicles are used strictly as credit 
enhancement rather than credit substitution; therefore their presence does 
not typically change the assigned bond rating. 

CHANGES IN RATINGS

Of the 291 transactions that were assigned underlying ratings and 
that continue to be rated, the overwhelming majority, 201, or 69%, 
currently have the same rating as at the time of bond issuance. Of the 90 
transactions that saw a change in rating, downgrades outpaced upgrades 
by a wide margin. Indeed, only 11 transactions saw upgrades while 79 
experienced a downgrade. Of the downgrades, 22 saw downgrades within 
a rating category, e.g. “BBB” to “BBB-” while the balance, 57, saw a more 
significant downgrade to a different rating category, e.g. “BBB-” to “BB+.” 
The most common downgrade occurred 19 times, which was an initial 
rating of “BBB-” changed to a rating of “BB+”—the lowest investment 
grade rating to the highest non-investment grade rating. The bulk of these 
changes were attributable to Fitch’s 2012 change in sector credit criteria 
which resulted in the downgrade of 23 charter school ratings. 

RATINGS CHANGES FROM INITIAL RATINGS
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REPAYMENT PERFORMANCE

DEFAULT RATES

With the tax-exempt charter school bond sector well into its second 
decade with more than 800 transactions issued to date, there is significant 
repayment performance data available to analyze and from which to derive 
conclusions. Of the 818 tax-exempt bond issuances totaling $10.4 billion 
that have financed charter school facilities through December 31, 2014, 
41 transactions, or 5.0% of the 818 transactions, have experienced a 
monetary default in which investors did not receive full and timely debt 
service payments. In terms of the dollar amount of debt originated, $346.9 
million of bonds have defaulted, representing an overall default rate of 3.3%.

Despite materially improved underwriting standards for the charter school 
bond sector, the default rates based on both the number of transactions 
and the dollar amount almost doubled since the database from LISC’s 2012 
Bond Study report was analyzed in May 2012. At that time, 22 defaults were 
identified, representing $172.6 million, or 2.7%, of total par issuance. In the 
31 months since then, another 19 transactions have defaulted comprising 
$174.2 million of original par. These 19 transactions, however, comprise 
17 different schools as two of the defaults involved schools with two parity 
series outstanding. 

Because most of the defaults occurred on bonds issued prior to 2006, the 
improved underwriting standards would not have caught up with those 
transactions. Moreover, a number of these transactions were flagged as 
troubled, such as the $18.9 million of 2011 Fulton Science Academy bonds; 
however, the bonds had not yet gone into monetary default and therefore 
were not counted in the 2012 list of defaults. 

In terms of default rates, there is a clear distinction between transactions 
that were assigned a rating at issuance (either investment grade or non-
investment grade), and those that accessed the market on an unrated 
basis. Only four of the 41 defaulted bond issues, or 10%, were assigned 

an investment grade rating at issuance, and another six, or 15%, had 
been assigned a non-investment grade rating. The transactions that were 
investment grade rated at the time of issuance represent a default rate of 
1.2% in terms of the number of issues and less than 1% in terms of par 
originated.

For the unrated universe of charter school bonds, a more complicated 
story emerges. As might be expected, the 31 defaults for unrated issues 
represent a significantly higher default rate of 8.1% in terms of the number 
of issues and 6.8% of par originated. As highlighted in the 2012 Bond 
Study, adoption of best practices in disclosure and underwriting could 
reduce this percentage considerably and prevent schools that are not in a 
strong enough academic or financial position from borrowing through the 
tax-exempt market.

CHARTER SCHOOL BOND DEFAULT RATES

Number of Issues Par Amount ($ in Millions)
Rating Category1 Defaults Total Rate Defaults Total Rate
Investment Grade Rating 4 336 1.2% $49.4 $5,313.8 0.9%
Non-Investment Grade Rating 6 100 6.0% $63.3 $1,660.8 3.8%
Rated Issues 10 436 2.3% $112.6 $6,974.6 1.6%

Unrated Issues 31 382 8.1% $234.2 $3,441.6 6.8%
Total 41 818 5.0% $346.9 $10,416.2 3.3%

1	Rating at issuance.

It is important to note that a default in this analysis is defined as 
any transaction whose borrower, as of December 31, 2014, was 
unable to meet the principal and interest payments to investors that 
were agreed to at the time of bond issuance. Therefore, if a school 
has renegotiated its debt service terms with bondholders through 
a forbearance agreement, we have labeled it a default. A technical 
default, on the other hand, would not be considered a default for 
our analytical purposes, as the reason for the technical default 
may be unrelated to repayment ability, such as failure to file timely 
disclosure information or missing a financial ratio benchmark. A 
revocation or non-renewal of a charter is often defined as a bond 
default in the legal documents and may signal an eventual default, 
but they are not captured as a monetary default unless and until 
there is a missed payment to bondholders.
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DEFAULTS BY ISSUANCE YEAR

Since 1998 through 2014, an average of 2.4 charter school transactions 
have defaulted annually. Only three of these years saw zero defaults: 
■■ 1998 — the inaugural charter school bond issuance year only saw a 

total of four transactions; 
■■ 2008 — during the credit crisis, a time characterized by “investors 

flight to quality” resulting in an extraordinary 44% dip in issuance 
relative to 2007; and 

■■ 2014 — the most recent year of issuance when a default so soon after 
the closing of the bonds would be highly unlikely. 

The years with the most defaulted transactions (seven in each year), were 
the most active years in terms of issuance. The year with the highest par 
amount of defaults was 2007 ($72.9 million), just above the 2006 total 
($64.2 million). In terms of percentages, 1999 has the highest default 
rate at 15.8% representing 3 of 19 borrowers failing to meet their debt 
obligations. 

DEFAULTS BY STATE

Charter school bonds have been issued in 29 states and the District 
of Columbia. The volume of issuance varies greatly among these 30 
jurisdictions, with five states—Texas, Arizona, Colorado, Florida and 
Michigan—accounting for 60% of volume through December 31, 2014. 
Given these differences in issuance volume, as well as the variation in 
charter school laws and operating environments in the 30 jurisdictions, the 
locations of the schools associated with the defaulted bonds were analyzed 
to determine if any states had significantly higher default rates.

As the chart on the following page depicts, 14 of the 30 jurisdictions have 
experienced at least one charter school default. Of these states, eight had 
only a single default: Delaware, Georgia, Idaho, Missouri, New Mexico, 
Pennsylvania, Texas and Wisconsin. However, this single default represents 
widely differing percentages of total issuance for each state. In the case of 
Wisconsin, the defaulted issue was one of only three charter school bond 
issues in the state, a default rate of 33%. Similarly, in New Mexico, one of 
the three charter schools that have issued tax-exempt bonds defaulted. 

In contrast, Texas has had significant charter school bond issuance, 66 
transactions through 2014, and the single defaulted transaction represents 
a default rate of only 1.5%. Of the states where a default has occurred, 
Texas has the lowest default rate. That single default has since been made 
current, curing all missed payments. 

DEFAULTED CHARTER SCHOOL BONDS BY YEAR OF ISSUANCE
($ in Millions)
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State intercept mechanisms are a charter school bond security 
feature available in certain jurisdictions whereby the state sends 
a portion of the charter school’s per pupil revenue—usually equal 
to periodic debt service or a percentage of the school’s revenue—
directly to the bond trustee rather than the school. These intercepts 
can be beneficial to investors from a cash flow perspective as they 
ensure that debt service is paid prior to other expenses, and they 
are particularly useful when per pupil revenue due from school 
districts is slowed or interrupted. However, they do not mitigate 
the fundamental risks associated with charter school bonds as the 
mechanism is only available if the school is open and is owed state 
or school district funds. 
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Of the remaining six states with defaults, the two states with the highest 
default rates differed significantly on the number of transactions issued. 
New York’s two defaults out of 15 issuances represents a default rate of 
13% based on the number of transactions and just over 10% based on par 
issued. Michigan’s 15 defaulting bonds, with a par amount of approximately 
$110.0 million, represents 12% of the number of issues and 14% of the 
par originated. Four states, Arizona, Colorado, Florida and Minnesota, had 
significantly higher charter school bond issuance and default rates ranging 
between 2% and 9% of the number of issues. There were no defaults in the 
remaining 16 jurisdictions, including states with fairly significant issuance. 
Of particular note are Utah and California, with 52 and 41 issuances, 
respectively, each without a single reported default through December 31, 
2014. 

Schools in Michigan are responsible for more than a third of the 41 
defaults, based on the 15 transactions that could not meet scheduled debt 
service requirements. Michigan’s high default rate is due to a number of 
factors, including a state sector profile that is characterized by mostly 
small, stand-alone schools that were less able to weather the state’s 
economic downturn and the associated effects of reduced education 
funding. Moreover, many of these schools accessed the market early on in 
the sector’s history, when underwriting criteria had not evolved into today’s 
more discerning standards. In Michigan, charter schools are able to access 
the tax-exempt bond market directly without a conduit issuer. The ability 
to bypass a conduit issuer eliminates an important layer of due diligence. 
These factors contribute to Michigan’s high percentage of unrated issuance.

REASONS FOR DEFAULT

In order to improve underwriting for future charter school transactions, 
it is important to review the reasons why 39 schools (representing 41 
transactions) failed to meet their debt obligations, and in too many cases, 
so soon after the bonds were issued. Indeed, five of the defaults occurred 
within a year of the sale of the bonds. While the time between bond 
issuance and missed payments for the 41 defaulted transactions ranged 
from just a few months to 13 years, the median stood at just 4.5 years. 
Interestingly, if defaulted Michigan transactions are excluded from the 
analysis, the median goes down to 3.5 years. 
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What went wrong for these schools so soon after numerous public 
finance professionals had given their formal or informal approval for these 
borrowers to access the tax-exempt bond market? Research into why 
these transactions defaulted reveals, overwhelmingly, non-renewal by the 
authorizer due to sub-par academic results caused the defaults. Thirty, or 
73%, of the 41 defaults were linked directly to poor academic performance, 
including failure to make Annual Yearly Progress for at least the year in 
which the default occurred. In many of these cases, weak academics were 
accompanied by declining revenues and financial difficulties. Another 
eight cases, or 20%, cite declining enrollment and/or strained financials 
as the primary reason, with the school’s academic reputation possibly a 
contributing factor. 

Academic performance is a fundamental factor in charter school 
underwriting. It drives enrollment, financial strength and charter renewal. It 
is impossible to assess credit strength or risk without a measure for, and 
disclosure of, this key factor. 

The remaining three defaults, or 7.3%, represent unique situations. In 
one, the school failed to obtain authorizer approval for the initial bond 
issuance, and the bonds were unwound and partially refunded. In another, 
the school’s charter was revoked due to “a gross violation of attendance 
keeping” leading to an “unprecedented overstatement of enrollment.” In the 
third case, the authorizer voted not to renew the school’s charter within six 
weeks of the bonds being issued—a clear indication that appropriate due 
diligence with the authorizer was lacking. 

Details of each default, including school name, issuer, underwriter, 
authorizer, year school opened, year of issuance, year of default, rating, 
if any, and recovery, if applicable, can be found in the Bond Default 
Details section. 

UNDERWRITERS OF DEFAULTED TRANSACTIONS

Underwriting firms are often the financing team’s quarterback to help a 
borrower through the complicated tax-exempt bond issuance process. 
Underwriters are hired by borrowers, assess the charter school’s general 
creditworthiness and work with the various parties throughout the process, 
including bond counsel, borrower’s counsel, issuer, trustee and the school 
itself. While investor appetite ultimately determines which transactions get 
executed, underwriting firms—and their senior investment bankers—are the 
gatekeepers to the bond market. 

Today’s leading charter school bankers are extremely knowledgeable in 
the sector as a result of many years of experience in underwriting charter 
school bonds. Unfortunately, that was not always the case. We have listed 
defaults by underwriter in the table below.

STATED REASONS FOR DEFAULT
(Number of Issues)

Academics
(30)
73%

Financial/
Enrollment

(8)
20%

Governance
(3)
7%

DEFAULTS BY UNDERWRITER

Firm
# of  

Transactions
# of  

Defaults 
Default  

%

Miller Johnson 45 9 20.0%

Herbert J. Sims 31 7 22.6%

D.A. Davidson 89 5 5.6%

Dougherty 48 4 8.3%

Kirkpatrick Pettis (now D.A. Davidson) 43 3 7.0%

Piper Jaffray 64 2 3.3%

Fifth Third Securities 17 2 11.8%

Gates Capital 8 2 25.0%

Baird 63 1 1.6%

A.G. Edwards 26 1 3.8%

John G. Kinnard 7 1 14.3%

Westhoff, Cone & Holmstedt 5 1 20.0%

Wedbush 4 1 25.0%

Merchants Capital 3 1 33.3%

JP Morgan 2 1 50.0%

RBC 96 0 0.0%

Ziegler 23 0 0.0%

PNC 22 0 0.0%

BB&T 14 0 0.0%

Lawson 14 0 0.0%

Coastal Securities 12 0 0.0%

Stifel Nicolaus 12 0 0.0%
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While four of these firms had only a single default out of fewer than four 
underwritten transactions, in most cases, the high firm default rate is truly 
meaningful and points to weak underwriting due diligence, particularly 
those transactions executed in the early years of the sector. For example, 
Herbert J. Sims was lead on 31 deals with a 23% default rate. Another 
firm, Miller Johnson & Kuehn, and its successor firms with similar names, 
e.g. Miller Johnson Steichen Kinnard and John G. Kinnard combined to 
underwrite 45 transactions with a 20% default rate. Virtually all of the firms 
on the accompanying list with high default rates are either no longer in the 
municipal business or are no longer active in the charter school sector. 

RECOVERY

Once charter school bonds go into monetary default, a number of outcomes 
are possible. The 41 transactions that have defaulted are in various stages 
of bondholder recovery, including the following:

School remains open and:

1.	 Operates under a forbearance agreement: In ten cases, 
bondholders have entered into forbearance agreements in which they 
have altered the school’s repayment schedule in the hopes that the 
school’s cash flows will improve to enable borrowers to resume full 
principal and interest payments. These ten transactions represent eight 
schools, as two of the schools have two parity bond transactions each 
that have defaulted. 

2.	 Repays all past due amounts: Katy Creative Arts School (West 
Houston Charter Alliance), represents the only school that has thus far 
emerged from a forbearance agreement and paid back all past due 
amounts. While the school is no longer considered “in default,” it is 
included in all report analyses as a defaulted transaction. 

3.	 Bonds are restructured with bondholders “taking a 
haircut”: Three schools remain open after refunding bonds defeased, 
i.e., legally retired, the original defaulted bonds. In these instances, 
investors took less than 100% of the amount owed to them, with 
recovery rates ranging from 39% to 78%.

School shuts down and:

1.	 Property is occupied by another charter school: In five 
transactions, the original schools that accessed the bond market have 
closed; however, the facilities that were financed—and represent the 
collateral for bondholders—are now occupied by substitute charter 
schools that have taken on the debt service obligations in the form of 
rent to the trustee. 

2.	 Property is put on market for sale: Eight collateral properties 
are being marketed for sale with no buyer yet identified. Recovery 
rates will hinge largely on the proceeds of the sale of the property. In 
a handful of cases, the sale of the property has taken so long that the 
property tax exemption has expired and the trustee is required to pay 
property taxes—along with other maintenance costs—thereby reducing 
the ultimate recovery amount to bondholders. 

3.	 Property is sold, and bonds are canceled: Fourteen school 
facilities have been foreclosed on and sold, with ultimate bondholder 
recovery in 13 of the cases ranging from a low of 4% (Sankofa Shule 
in Michigan) to a high of 78% (Seed Daycare in Minnesota), with a 
median of 52% (excluding one transaction where the actual recovery 
percentage was not available). 

As with any new sector, there is a learning curve in terms of understanding 
the key drivers of risk. It is unlikely that many of these defaulted 
transactions would have been underwritten with today’s more rigorous 
underwriting credit standards.

STATUS OF DEFAULTED TRANSACTIONS
(Number of Defaults)

Still Operating — 
Forebearence

(11)
27%

Closed and Property Sold
(14)
34%

Replacement Schools
(5)

12%

Closed — 
Building For Sale

(8)
20%

Restructured
(3)
7%
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TRENDS

Stronger Underwriting Criteria: Bond market participants, including 
investment bankers, legal counsel, rating agencies and investors continue 
to recalibrate their underwriting criteria as the sector evolves. The most 
critical example of stronger criteria is the greater focus that is being placed 
on the importance of academic performance. Prior to the publication of 
extensive research on disclosure practices and default rates in LISC’s 2012 
Bond Study—which showed a high correlation between defaults and low 
academic results—charter school disclosure statements did not consistently 
provide detailed information on academic performance. Since the 2012 
report, offering documents have consistently provided more comprehensive 
academic data disclosure, i.e., multiple years of school performance data 
on state standardized tests together with district, state and comparable 
neighboring schools. 

Record Volume Expected to Continue: The charter school bond 
market continues to grow more rapidly than the municipal bond market as a 
whole. While charter school volume set annual records in 2012 (an increase 
in par of 40%), 2013 (an increase of 18%), and again in 2014 (another 
increase of 41%) to $1.9 billion, the overall municipal market was flat in 
2014 and down more than 12% in 2013. With charter schools currently 
numbering more than 6,700 and approximately 400 new charter schools 
opening every year—a roughly 7% annual rate of expansion for the past 
few years—coupled with the recent benchmark of one million names on 
charter school waiting lists, and the expansion and replication of successful 
existing schools, the facility demands of both new and expanding schools 
will likely mean material growth in annual bond issuance in this sector for 
some time to come. 

Back-to-back years of billion-dollar-plus issuance is a positive trend for the 
charter school bond sector, demonstrating that more investors are willing 
to lend to this sector and more schools are being deemed sufficiently 
creditworthy to access the long-term capital market. However, this record 
level of issuance still pales in comparison to traditional school districts. 
Typically backed by a general obligation pledge, traditional public school 
district issuance often exceeds $50 billion annually. If charter schools were 
able to access the bond market in proportion to traditional school districts 
based on the number of children enrolled, charter school bond issuance 
should be more in the order of $2.5 billion per year. 

More Participants Entering Market: As demand increases 
for facility financing, many more participants are entering the market, 
including investors, investment bankers, Community Development Financial 
Institutions, Real Estate Investment Trusts, turn-key real estate developers 
and financial advisors. More financing products and more competition is 
generally good for the sector. 

Transaction Size Continues to Rise: The average dollar amount 
of individual charter school bond transactions continues to increase due 
to two main factors: (1) higher real estate and construction costs and (2) 
more borrowing from large charter school networks borrowing $50-million-
plus to finance multiple facilities. Overall, from 1998 through 2014, the 
average transaction size was over $12.8 million, however, as the chart 
below shows, the average transaction size has been steadily climbing over 
the years with 2014’s average at just under $20 million. 

AVERAGE TRANSACTION PAR BY YEAR
($ in Millions)
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More CMO-Affiliated Schools Going to Market: Some of the 
most successful charter schools are affiliated with CMOs. Due to their 
success, many of these CMOs are expanding existing schools, as well 
as applying for new charters. As a result of their academic achievement, 
it is understandable that authorizers are more likely to approve those 
organizations that have a proven track record. In 2014, more than a third of 
issuance was attributable to CMO-affiliated schools. 

More States Allowing Charter Schools Access to State-
Sponsored Credit Enhancement: More states are now including 
charter schools in programs designed to facilitate access to the tax-exempt 
bond market. While investment grade charter schools in Colorado have 
had access to the state’s MO pledge as a source of credit enhancement 
since 2003, Utah now provides a similar program for its charter schools 
with the first charter school benefitting from the new program in late 2012. 
In addition, the Texas State Board of Education gave its approval to allow 
charter schools to access the state’s PSF, which is rated triple-A by the 
three major rating agencies. Efforts are also underway to allow charter 
schools access to state-sponsored credit enhancement in other states, 
including Arizona, California and New York. 

Bond Ratings Now Span the Full Investment Grade Rating 
Spectrum: With charter schools now eligible for several state-sponsored 
credit enhancement programs, including the PSF (rated triple-A), Utah’s MO 
program (rated double-A) and Colorado’s MO program (rated “A”), charter 
school bond ratings now span the full investment grade rating spectrum. 
This shift has moved the sector from that of predominantly low investment 
grade or below investment grade to one characterized by highly-rated 
transactions. As a result, the rating distribution in 2014 was unlike any 
other year in this sector as the most common rating by par amount was 
triple-A—all due to the PSF. 

Greater Focus on Quality of Authorizers: Despite the sector’s 
improving underwriting standards, market participants are starting to 
place greater emphasis on the quality of, and communication with, charter 
school authorizers. The authorizing standards of these entities vary widely 
from almost non-existent approval standards and oversight to approvals 
of only strong, high-quality applications and regular oversight. Moreover, 
many of the better authorizers provide continued due diligence and 
training, and have warning systems in place to improve those schools not 
meeting appropriate benchmarks. In contrast, weak authorizers often lack a 
dedicated charter school staff and may only authorize a handful of schools, 
at times just one. Ongoing surveillance efforts are virtually non-existent 
with these small, low-capacity authorizers. Understanding the quality of 
a school’s authorizer is a critical, but often overlooked, credit factor. The 
National Association of Charter School Authorizers, with LISC, released 
Charter Lenders and Charter Authorizers: Can We Talk? in 2015 to help 
lenders and investors understand the importance of open communications 
with a borrower’s authorizer.

Defaults Have Risen: While market participants have made strides to 
better understand what comprises a good charter school risk profile, the 
number and percentage of defaults has risen in the past few years—mostly 
from transactions that were executed prior to 2006. The vast majority of 
these defaults were due to subpar academic performance. 

http://www.qualitycharters.org/assets/files/Documents/Policy/Lenders&AuthorizersReport_final.pdf
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BOND DEFAULT DETAILS

Of the 818 charter school bond transactions that have been analyzed in 
this publication, 41 monetary defaults have occurred, constituting $346.9 
million in original bond par amount. These 41 transactions are associated 
with 39 distinct borrowers, as two schools (Palm Bay Academy in Florida 
and Bradford Academy in Michigan) had two separate parity bond series 
issued during different years that defaulted. While many private placements 
have been included in this report, it is possible that certain unidentified 
privately-placed bonds have gone into default. Because these private 
transactions are not publicly traded, they are often not subject to the same 
public disclosure requirements and therefore, cannot be easily tracked. 

As previously noted, these monetary defaults represent 5.0% of the number 
of transactions and 3.3% of the total par amount issued. While these 
numbers may sound reasonable to some market participants—particularly 
given the relative newness of the sector, they are still high when compared 
to overall municipal market statistics. Of course, many public finance 
transactions are tax-backed and far less risky, however, there are still a 
myriad of revenue bond sectors whose default rates are considerably lower. 
Although most of the charter school defaults occurred on early transactions, 
i.e. prior to 2006, using underwriting criteria that were not fully developed, 
more defaults than expected have occurred. While underwriting standards 
have improved markedly over the past few years, and standards may 
continue to fluctuate as more information is gathered, it is critical to 
understand why these 41 transactions defaulted in order to better develop 
the market towards maturation. 

Key details of these defaulted bonds that were disclosed on EMMA and 
Bloomberg are listed below. 

Arizona Charter Schools

Desert Technology School, Lake Havasu City 
Bonds Issued: 	 $3.585 million
Issuer: 	 Pima County Industrial Development Authority
Underwriter/Agent: 	 Dougherty
Authorizer:	 State Board of Charter Schools (initial chartering  
	 entity was Higley Elementary School District #60)
Year Opened:	 1998
Year Bonds Issued:	 2004
Year Defaulted:	 2008
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 Unknown
Reason for Default: The School defaulted on its bonds and filed for Chapter 
11 Bankruptcy on January 15, 2008. This action was triggered by the area’s 
significant economic downturn that caused a decline in enrollment leading 
to insufficient cash to fund operations. Rather than allow the school to shut 

down immediately and become ineligible for May 2008 and June 2008 
state aid payments, the trustee—with bondholder consent—used pledged 
cash collateral to keep the School running through the end of the academic 
year. According to the 12/2/08 trustee notice, the property was for sale 
with a list price of $900,000 and finally sold in 2011 for an undisclosed 
price to the Leona Group, which runs the Havasu Preparatory Charter 
School. 

Life School College Preparatory School, Mesa (2 facilities) and  
Gilbert (1 facility)
Bonds Issued: 	 $12 million
Issuer: 	 Pima County Industrial Development Authority
Underwriter/Agent:	 Wedbush Morgan 
Authorizer:	 Arizona State Board for Charter Schools (initial  
	 sponsor was Arizona State Board of Education,  
	 second sponsor was Higley School District)
Year Opened:	 1995 	
Year Bonds Issued:	 2001
Year Defaulted:	 2007
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 60.9%
Stated Reason(s) for Default: Life School College Prep, which later changed 
its name to Franklin Arts, was plagued by mismanagement. The Borrower 
was cited by its Sponsor in 2007 for “gross violation of attendance keeping” 
which resulted in an “unprecedented overstatement of enrollment”. In 
fact, the School never reached its intended target, i.e. enrollment was 
only 755 for the School Year 2006-2007 versus projections found in the 
official statement that stated 1,885 for School Year 2002-2003. While the 
sponsor threatened revocation, the school remains open but management 
has changed and the collateral property was sold to the new management 
entity in 2008 for net proceeds of $8,133,679. (The trustee subsequently 
distributed $8,090,852 to bondholders, i.e. $6,990,695 for principal and 
the balance for accrued and unpaid interest.) 

Notes: 
(1)	 Soon after issuance of the bonds, a technical default was discovered 
as it was revealed that the Borrower failed to adequately disclose the 
existence of a prior lien on pledged revenues, i.e. $1.7 million of Interim 
Financing Notes in the school year prior to bond issuance. 

(2)	 After distributing the proceeds of the sale of the property, the trustee, 
on behalf of Bondholders, sued the school’s former directors for the 
negligent management and underreporting of enrollment. The trustee won, 
however, the fees and costs associated with that lawsuit exceeded the suit’s 
monetary recovery. 

(3)	 This was the first of only four charter school bond issuances 
underwritten by Wedbush Morgan Securities, Inc.
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Premier and Air Academy Charter High School, Laveen and Phoenix 
Bonds Issued: 	 $10.895 million
Issuer: 	 Pima County Industrial Development Authority
Underwriter/Agent:	 Dougherty 
Authorizer:	 Arizona State Board for Charter Schools
Year Opened:	 2001
Year Bonds Issued:	 2005
Year Defaulted:	 2008
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: Premier and Air Academy Charter High 
Schools are joint and several obligors on the amounts due on the Series 
2005 Bonds. While Premier continues to operate its school, Air Academy 
voluntarily surrendered its charter to the Arizona State Board of Charter 
Schools effective 7/31/08. Prior to that action, the State Board had 
approved withholding 10% of monthly state aid apportionment funds from 
the Academy due to the failure to submit an audit for fiscal year 2007. The 
collateral property was then leased to another charter school, West Valley 
Arts and Technology Academy d/b/a/ Riverbend Prep, which eventually 
purchased the building for $4.2 million. The financing for the collateral 
property transfer was achieved via a bond exchange for the purchase price. 
The sale proceeds represented 39.4% of the outstanding bonds. Premier 
is still legally obligated for the full amount (60.6%) remaining and debt 
service is due and payable in accordance with the existing bond terms. 
Although a state intercept mechanism is in place for these bonds on behalf 
of Premier, monies are insufficient to satisfy debt service in full. 

Colorado Charter Schools

Brighton Charter School, Brighton 
Bonds Issued: 	 $10.195 million
Issuer: 	 Colorado Educational and Cultural Facilities Authority
Underwriter/Agent:	 D.A. Davidson
Authorizer:	 Brighton School District 27J
Year Opened:	 1998 	
Year Bonds Issued:	 2006
Year Defaulted:	 2009
Rating at Issuance:	 Not Rated
% Principal Repaid:	 N/A
Stated Reason(s) for Default: The original obligor, Brighton Charter School, 
had its charter revoked due to management and faculty mismanagement/
scandal and “failed academic achievement” according to the authorizer. 

Brighton Charter School closed effective 6/30/2010, however, the school 
district/authorizer approved a new charter school, Eagle Ridge Academy, 
as tenant in the collateral property effective the following month. The 
new school entered into a lease/purchase agreement for the facility and 
assumed payment of the bonds. 

Challenges, Choices and Images Charter School, Denver
Bonds Issued: 	 $18.43 million
Issuer: 	 Colorado Educational and Cultural Facilities Authority 
Underwriter/Agent:	 D.A. Davidson 
Authorizer:	 Denver School District #1
Year Opened:	 2000	
Year Bonds Issued:	 2007
Year Defaulted:	 2008
Rating at Issuance:	 Not Rated
% Principal Repaid:	 ~ 70%
Stated Reason(s) for Default: The School surrendered its charter in 2008 
after a series of problems, including poor academic performance, financial 
irregularities—including the co-mingling of funds with a day care center, 
and the revelation that several employees had criminal pasts. The school 
was converted into a contract school, renamed Amandla Charter Academy, 
and then applied for its own charter. Bondholders received 70% of the par 
amount of bonds. 

Denver Arts and Technology Academy, Denver 
Bonds Issued: 	 $8.415 million
Issuer: 	 Colorado Educational and Cultural Facilities Authority 
Underwriter/Agent:	 Kirkpatrick Pettis
Authorizer:	 Denver School District #1
Year Opened:	 2000	
Year Bonds Issued:	 2003
Year Defaulted:	 2009
Rating at Issuance:	 Not Rated
% Principal Repaid:	 ~70%
Stated Reason(s) for Default: The School surrendered it charter at the end 
of the 2008-2009 School Year due to financial stress caused by rapidly 
declining enrollment (half capacity) which was directly attributable to 
ongoing academic problems. The District, however, approved a new charter 
school, Cesar Chavez Academy—Denver to open and occupy the collateral 
property, first renting and then eventually purchasing the facility for  
$5.5 million. This price represents a recovery rate of principal of 
approximately 70%. 
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Northeast Academy Charter School, Denver
Bonds Issued: 	 $5.21 million
Issuer: 	 Colorado Educational and Cultural Facilities Authority 
Underwriter/Agent: 	 D.A. Davidson 
Authorizer:	 Denver School District #1
Year Opened:	 2004	
Year Bonds Issued:	 2007
Year Defaulted:	 2013
Rating at Issuance:	 Not Rated
% Principal Repaid:	 TBD
Stated Reason(s) for Default: The School surrendered its charter at the end 
of the 2012-2013 School Year due to poor academic performance that 
resulted in a non-renewal recommendation by its authorizer. The District, 
however, approved a new charter school, Monarch Montessori of Denver 
Charter School, to open and occupy the collateral property. As part of the 
agreement with bondholders, the sinking fund schedule was amended. 

Pioneer Charter School, Fort Collins
Bonds Issued: 	 $4.99 million
Issuer: 	 Colorado Educational and Cultural Facilities Authority 
Underwriter/Agent: 	 Kirkpatrick Pettis
Authorizer:	 Poudre School District No. R-1
Year Opened:	 2001
Year Bonds Issued:	 2003
Year Defaulted:	 2007
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 55%
Stated Reason(s) for Default: The School’s charter was revoked by its 
authorizer in February of 2007 (effective at the end of School Year 
2006-2007) due to the authorizer’s determination that the school was 
not financially viable. This fiscal stress was caused by low enrollment and 
exacerbated by irregular bond-related financial management including 
confusion over monies earmarked for prepaid interest and construction. 
In addition, the Debt Service Reserve Fund was not promptly invested by 
the trustee in an interest bearing account. Another charter school, Liberty 
Common, first rented and then eventually purchased the facility for $2.8 
million. This price represents a recovery rate of principal of approximately 
55%. 

Delaware Charter Schools

Delaware College Preparatory Academy, Wilmington
Bonds Issued: 	 $3.61 million
Issuer: 	 City of Wilmington 
Underwriter/Agent: 	 Gates Capital
Authorizer:	 Red Clay Consolidated School District
Year Opened:	 2008	
Year Bonds Issued:	 2010
Year Defaulted:	 2014
Rating at Issuance:	 Not Rated
% Principal Repaid:	 TBD
Stated Reason(s) for Default: The school lost enrollment after its founding 
leader departed. With the decline in student count, financials became tight 
particularly when unanticipated facility-related repairs became necessary. 
In order to give the school working capital, the bondholders agreed to enter 
into a forebearance agreement which amended the principal and interest 
components of the debt service schedule. The school continues to operate 
in the collateral property. 

Florida Charter Schools

Charter Schools of Boynton Beach, Boynton Beach
Bonds Issued: 	 $9 million
Issuer: 	 City of Boynton Beach 
Underwriter/Agent: 	 Piper Jaffray
Authorizer:	 Palm Beach County School Board
Year Opened:	 2002	
Year Bonds Issued:	 2012
Year Defaulted:	 2014
Rating at Issuance:	 “BBB-” (Standard & Poor’s)
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The authorizer revoked the charter in August 
2014 due primarily to poor academic performance. Specifically, the School 
scored two consecutive “F” grades which triggered the finding of the 
“existence of an immediate and serious danger to the health, safety, and/
or welfare of the charter school’s students”. According to the 1/9/2015 
trustee notice, the property was for sale with a list price of $6 million and 
had received purchase offers. 

Note: 
(1)	 At issuance, the official statement detailed the significant decline in 
academic performance with a State of Florida rating of “A” in 2006-2007, a 
“B” in 2007-2008, and then a “C” rating for the subsequent three years. 
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Palm Bay Academy, Palm Bay
Bonds Issued: 	 $12.18 million (Combined)
Issuer: 	 Florida Development Finance Corporation 
Underwriter/Agent: 	 D.A. Davidson
Authorizer:	 Brevard County School Board
Year Opened:	 2006
Year Bonds Issued:	 2006 and 2007
Year Defaulted:	 2009
Rating at Issuance:	 “BB-” (Standard & Poor’s)
% Principal Repaid:	 TBD
Stated Reason(s) for Default: The school lost enrollment in 2009 and 
2010. With the decline in student count, financials became tight and in 
2009, debt service was paid in part by utilizing various trustee-held funds 
including the Surplus Reserve and the Construction Account in the Bond 
Fund. In order to give the school some breathing room until enrollment 
turned around, the bondholders agreed to enter into a forebearance 
agreement which amended the principal and interest components of the 
debt service schedule. The school continues to operate in the collateral 
property. 

Patriot Charter School, Palm Bay
Bonds Issued: 	 $21.1 million 
Issuer: 	 City of Palm Bay 
Underwriter/Agent: 	 Gates Capital 
Authorizer:	 Brevard County School Board
Year Opened:	 2006
Year Bonds Issued:	 2006
Year Defaulted:	 2009
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: From the onset, the school faced financial 
stress due to its failure to meet aggressive enrollment projections. The 
school stopped making payments in January 2009. The authorizer 
terminated the charter effective at the end of the 2010-2011 School Year 
due to poor academic results and low student demand. The collateral 
property is currently leased to Odyssey Charter School.

Notes: 
(1)	 These bonds were issued prior to the opening of the Patriot Charter 
School.

(2)	 This was the first of eight charter school transactions underwritten by 
Gates Capital. 

Georgia Charter Schools

Fulton Science Academy, Alpharetta
Bonds Issued: 	 $18.93 million 
Issuer: 	 City of Alpharetta 
Underwriter/Agent: 	 Merchant Capital 
Authorizer:	 Fulton County School Board
Year Opened:	 2002
Year Bonds Issued:	 2011
Year Defaulted:	 2012
Rating at Issuance:	 “BBB” (Fitch Ratings)
% Principal Repaid: 	 77%	
Stated Reason(s) for Default: Just seven weeks after Fulton Science 
Academy (FSA) accessed the bond market with the sale of $18.9 million 
in Series 2011 revenue bonds, its authorizer denied its charter renewal 
application due to governance issues. A subsequent request for a state-
authorized charter was also denied. Because most of the bond proceeds 
had not yet been disbursed for construction purposes, bondholders were 
able to get approximately two-thirds back from trustee-held funds. The 
collateral property eventually sold in early 2013 resulting in a net principal 
recovery to bondholders of approximately 77.3%. FSA is still open and 
operating; however, it became a private, independent school on July 1, 
2012. 

Notes:
(1)	 This transaction underscored the importance of checking with the 
authorizer on its opinion of a charter school, and specifically the likelihood of 
charter renewal. 

(2)	 This was the third of three charter school transactions underwritten by 
Merchant Capital.

Idaho Charter Schools

North Star Charter School, Eagle
Bonds Issued: 	 $11.775 million 
Issuer: 	 Idaho Housing and Finance Association 
Underwriter/Agent: 	 Robert W. Baird 
Authorizer:	 Meridian School District
Year Opened:	 2003
Year Bonds Issued:	 2009
Year Defaulted:	 2013
Rating at Issuance:	 “BB” (Standard & Poor’s)
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: Due to declining high school enrollment, 
combined with significant reductions in state aid, the School defaulted 
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on its bonds in 2013. Despite bondholders agreeing to a forebearance 
agreement that year, the school’s financial stress continued. In 2014, 
bondholders agreed to an exchange of the 2009 bonds for 2014 bonds. 

While the par amount of the new Series 2014 Bonds totaled $12,043,156—
slightly more than the outstanding principal amount of the Series 2009 
Bonds, almost half of the new bonds were capital appreciation bonds 
issued on a subordinated basis to the balance of the 2014 Bonds. At the 
time of the exchange, the par amount plus accrued interest was roughly 
54% of the original 2009 par amount. North Star continues to operate as a 
charter school in the collateral property. 

Michigan Charter Schools

Bradford Academy, Southfield
Bonds Issued: 	 $28.02 million (combined)
Issuer: 	 Michigan Public Educational Facilities Authority 
Underwriter/Agent: 	 Herbert J. Sims (2007)   
	 Firth Third Securities (2009) 
Authorizer:	 Bay Mills Community College Board of Regents
Year Opened:	 2003	
Year Bonds Issued:	 2007 and 2009
Year Defaulted:	 2013
Rating at Issuance:	 Series 2009 – “BBB-” (Standard & Poor’s);  
	 Series 2007 – Not Rated 
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The School defaulted on its bonds in 2013 
due to financial stress resulting from a sharp decline in enrollment 
reportedly caused by subpar academic performance and staff turnover. 
During the same year, the School entered into a forbearance agreement 
with bondholders. Bradford Academy continues to operate in the collateral 
property.

Capitol Area Academy, Lansing
Bonds Issued: 	 $3.28 million 
Issuer: 	 Capitol Area Academy (no conduit issuer) 
Underwriter/Agent: 	 Miller Johnson & Kuehn
Authorizer:	 Central Michigan University
Year Opened:	 1999	
Year Bonds Issued:	 1999
Year Defaulted:	 2011
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The School defaulted on its bonds and filed 
for bankruptcy on May 11, 2011, ceasing operations at the end of School 
Year 2010-2011. This action was triggered by poor academic performance 
and financial stress. The collateral property was sold in March 2015 for 

$575,000. While an interim distribution has been made, the final recovery 
as a percentage of original par issued is subject to final receivership 
expenses and is likely to be just under 50%. 

Notes:
(1)	 The School had no operating history at the time of debt issuance. 

Center Academy, Flint
Bonds Issued: 	 $3.96 million 
Issuer: 	 Center Academy (no conduit issuer) 
Underwriter/Agent: 	 Miller Johnson & Kuehn
Authorizer:	 Central Michigan University
Year Opened:	 1999
Year Bonds Issued:	 1999
Year Defaulted:	 2012
Rating at Issuance:	 Not Rated
% Principal Repaid:	  ~39.2%
Stated Reason(s) for Default: The authorizer voted to terminate the School’s 
charter in 2012 due to poor academic performance. As a result, the School 
closed at the end of the 2011-2012 School Year and the bonds defaulted. 
In 2013, the collateral property sold for $360,000. This recovery combined 
with amortized principal netted bondholders approximately 39% of original 
par issued. 

Notes: 
(1)	 The Bonds were issued less than two months after the start of the 
School’s first year of instruction. 

Concord Academy, Antrim
Bonds Issued: 	 $2.81 million 
Issuer: 	 Concord Academy (no conduit issuer)  
	 Underwriter/Agent: Miller Johnson Steichen Kinnard
Authorizer:	 Lake Superior State University	
Year Opened:	 1998	
Year Bonds Issued:	 2001
Year Defaulted:	 2012
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 TBD 
Stated Reason(s) for Default: The authorizer voted to terminate the School’s 
charter in 2012 due to poor academic performance and mismanagement. 
As a result, the School closed at the end of the 2011-2012 School Year and 
the bonds defaulted. For the next three subsequent academic years, the 
facility was leased to another charter school—Bay City Academy. That lease 
expires in July 2015. According to the last trustee notice dated November 
25, 2014, the listing on the collateral property expired without any offers 
and the trustee expects to relist the facility in the spring of 2015. 
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Crescent Academy, Southfield
Bonds Issued: 	 $7.09 million 
Issuer: 	 Dr. Charles Drew Academy (no conduit issuer) 
Underwriter/Agent: 	 Herbert J. Sims 
Authorizer:	 Bay Mills Community College
Year Opened:	 2004
Year Bonds Issued:	 2006
Year Defaulted:	 2007
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 39.4%
Stated Reason(s) for Default: Only four months after the Bonds were issued, 
the authorizer stated its intent to revoke the School’s charter due to the 
“illegality of the bond issue” and demanded that the bonds be unwound 
due to violations of Michigan law as well as the School’s charter. The bonds 
were unwound in 2008 pursuant to a partial refunding bond issuance 
for $3.2 million resulting in a recovery rate of approximately 40%. The 
authorizer’s intent to revoke was canceled and Crescent Academy continues 
to operate in the collateral property. 

Notes:
(1)	 In March 2011, the underwriter settled all claims with the bondholder, 
which had sued the firm (and other transaction participants) for failing 
to conduct proper due diligence, misrepresentation of material facts, and 
egregious and irreconcilable conflicts of interest, among other charges. 
Details of the agreement were not disclosed. 

Detroit Academy of the Arts and Sciences, Detroit
Bonds Issued: 	 $30.9 million 
Issuer: 	 Michigan Municipal Bond Authority 
Underwriter/Agent: 	 J.P. Morgan
Authorizer:	 Oakland University (originally Central Michigan  
	 University)
Year Opened:	 1997
Year Bonds Issued:	 2001
Year Defaulted:	 2013
Rating at Issuance:	 Ba1 (Moody’s Investors Service)
% Principal Repaid: 	 ~63.5%
Stated Reason(s) for Default: The School defaulted in 2013 due to strained 
financials caused by lower than projected enrollment as the high school 
grades were eliminated due to poor academic results. In 2013, bondholders 
agreed to an exchange of the 2001 bonds for 2014 bonds. While the par 
amount of the new Series 2013 Bonds totaled $25,450,000—slightly 
more than $10.5 million was forgiven for a recovery of total principal of 
approximately 63.5%. The School continues to operate as a charter school 
in the collateral property. 

Notes: 
(1)	 The bonds that financed this school were part of the first and only 
charter school tax-exempt bond transaction (financing two separate 
schools) involving J.P. Morgan as placement agent. (Through the end of 
2014, J.P. Morgan had not underwritten or placed any additional tax-exempt 
charter school bonds.)

Detroit West Preparatory Academy, Redford
Bonds Issued: 	 $5.875 million 
Issuer: 	 Detroit West Preparatory Academy (no conduit issuer) 
Underwriter/Agent: 	 Piper Jaffray
Authorizer:	 Central Michigan University
Year Opened:	 1995
Year Bonds Issued:	 2013
Year Defaulted:	 2014
Rating at Issuance:	 “BB-” (Standard & Poor’s)
% Principal Repaid: 	 N/A
Stated Reason(s) for Default: The School defaulted in 2014 due to the 
decision of the authorizer to terminate the charter due to poor academic 
performance and concerns over financial viability. In 2014, bondholders 
agreed to an exchange of the 2013 Bonds for 2014 Bonds issued by the 
Detroit Service Learning Academy for the same par amount as the original 
2013 Bonds. 

Discovery Elementary School, Fennville
Bonds Issued: 	 $1.82 million 
Issuer: 	 Discovery Elementary School (no conduit issuer) 
Underwriter/Agent: 	 Miller Johnson Steichen Kinnard
Authorizer:	 Grand Valley State University
Year Opened:	 1996	
Year Bonds Issued:	 2001
Year Defaulted:	 2009
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 ~5.8%
Stated Reason(s) for Default: The School decided to cease operations at 
the end of the 2008-2009 School Year which triggered the bond default 
in October of 2009. A sluggish economy caused a significant decline in 
enrollment, which led to insufficient cash to fund operations. In 2013, the 
collateral property was sold at auction for $67,000 for net proceeds to 
bondholders of $60,031. All of those proceeds were allocated to interest 
due on the bonds. The percentage of original principal issued was less than 
6%, which is equal to the amount of principal amortized prior to default. 

Notes:
(1)	 In 2010, the facility went on the tax rolls due to the ownership 
reverting to the for-profit trustee, reducing overall recovery to bondholders. 
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Dr. Charles Drew Academy, Ecorse
Bonds Issued: 	 $6.19 million 
Issuer: 	 Dr. Charles Drew Academy (no conduit issuer) 
Underwriter/Agent: 	 Herbert J. Sims 
Authorizer:	 Central Michigan University
Year Opened:	 2005	
Year Bonds Issued:	 2006
Year Defaulted:	 2014
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The School defaulted in 2014 due to the 
decision of the authorizer to terminate the charter due to low test scores. 
The School ceased operations at the end of the 2013-2014 School Year. 
According to the latest trustee notice dated April 30, 2015, the trustee 
anticipates “disposition of the School and the real estate on which it is 
located by sale or lease as soon as an economically feasible transaction 
can be reached with a new user”. 

Gaudior Academy, Inkster
Bonds Issued: 	 $3.075 million 
Issuer: 	 Gaudior Academy (no conduit issuer) 
Underwriter/Agent: 	 Herbert J. Sims 
Authorizer:	 Eastern Michigan University
Year Opened:	 1996	
Year Bonds Issued:	 2004
Year Defaulted:	 2014
Rating at Issuance:	 Not Rated 
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The School defaulted on the Bonds in 
November of 2014 due to financial stress caused by low enrollment tied to 
poor academic performance. After the School’s authorizer decided to close 
the School at the end of the 2014-2015 School Year, enrollment declined 
further to just 21 students. Without sufficient per pupil funding to continue 
operating, the School shut down on February 13, 2015. The decision by 
the authorizer to terminate the charter was due specifically to declining 
academic results. Indeed, Gaudior Academy was the authorizer’s lowest 
performing school. The trustee is in the process of liquidating the assets 
securing the bonds. 

Kalamazoo Advantage Academy, Kalamazoo
Bonds Issued: 	 $5.555 million 
Issuer: 	 Kalamazoo Advantage Academy (no conduit issuer) 
Underwriter/Agent: 	 Herbert J. Sims 
Authorizer:	 Grand Valley State University
Year Opened:	 1998	
Year Bonds Issued:	 2003

Year Defaulted:	 2008
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 ~24.2%
Stated Reason(s) for Default: The authorizer voted to terminate the 
School’s charter in 2008 due to poor academic performance and faltering 
enrollment. As a result, the School closed at the end of the 2007-2008 
School Year and the bonds defaulted. In 2010, the collateral property sold 
for net proceeds of $745,753. This recovery combined with previously 
amortized principal netted bondholders approximately 24% of original par 
issued. 

Nataki Talibah Schoolhouse of Detroit, Detroit
Bonds Issued: 	 $6.415 million 
Issuer: 	 Michigan Public Educational Facilities Authority 
Underwriter/Agent: 	 Fifth Third Securities
Authorizer:	 Central Michigan University
Year Opened:	 1995
Year Bonds Issued:	 2007
Year Defaulted:	 2014
Rating at Issuance:	 Not Rated 
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The School defaulted on its bonds in late 
2014 due to financial stress tied directly to a precipitous drop in enrollment 
of more than 50% within three academic years. Bondholders agreed to 
multiple remissions of trustee-held funds to assist the School in continuing 
operations through the end of the current school year. According to the 
January 8, 2015 trustee report, the School was planning on “winding down 
its operations” in June 2015 once the current academic year is completed. 

Sankofa Shule Public School Academy, Lansing 
Bonds Issued: 	 $2.555 million 
Issuer: 	 Sakofa Shule Public School Academy  
	 (no conduit issuer) 
Underwriter/Agent: 	 Miller Johnson & Kuehn
Authorizer:	 Central Michigan University
Year Opened:	 1995	
Year Bonds Issued:	 2000
Year Defaulted:	 2007
Rating at Issuance:	 “Ba1” (Moody’s Investors Service) 
% Principal Repaid: 	 ~4.2%
Stated Reason(s) for Default: The authorizer voted to terminate the School’s 
charter in 2007 due to poor academic performance, steep enrollment 
decline, fiscal mismanagement and high teacher turnover. As a result, the 
School closed at the end of the 2006-2007 School Year and the bonds 
defaulted. In 2014, the collateral property sold at auction for $134,200. This 
recovery combined with previously amortized principal netted bondholders 
approximately 4% of original par issued. 
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Sauk Trail Academy (now operating as Hillsdale Preparatory School), 
Hillsdale 
Bonds Issued: 	 $2.48 million 
Issuer: 	 Sauk Trail Academy (no conduit issuer) 
Underwriter/Agent: 	 Miller Johnson Steichen Kinnard 
Authorizer:	 Hillsdale County Intermediate School District
Year Opened:	 1997	
Year Bonds Issued:	 2001
Year Defaulted:	 2004
Rating at Issuance:	 Not Rated 
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The School defaulted on its bonds in 2004 
due to financial stress tied directly to inadequate enrollment resulting from 
“reputational problems associated with its previous administration”. Since 
then, bondholders have agreed to a series of forebearance agreements 
that lower debt service requirements. The School—now known as Hillsdale 
Preparatory Academy—however, remains unable to make payments 
sufficient to remedy the past due amounts or to make full current 
payments. 

Minnesota Charter Schools

Agricultural and Food Sciences Academy (AFSA), Vadnais Heights 
Bonds Issued: 	 $8.9 million 
Issuer: 	 City of Vadnais Heights 
Underwriter/Agent: 	 Dougherty 
Authorizer:	 Northeast Metropolitan Intermediate School District  
	 #916
Year Opened:	 2002	
Year Bonds Issued:	 2004
Year Defaulted:	 2009
Rating at Issuance:	 Not Rated 
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The School defaulted on its bonds in 
December 2009 due to financial stress caused in part by cuts in state 
education funding. In 2010, the School entered into a forebearance 
agreement with bondholders to defer principal payments. According to 
the latest trustee notice dated February 5, 2014, the School “desires to 
affirm the repayment schedule, as amended, and to resume payments of 
principal”. 

Minnesota Business Academy, St. Paul
Bonds Issued: 	 $6.58 million
Issuer:	 City of St. Paul 
Underwriter/Agent:	 Dougherty 
Authorizer:	 St. Paul Area Chamber of Commerce
Year Opened:	 2000
Year Bonds Issued:	 2005
Year Defaulted:	 2006
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 50%
Reason for Default: The Series 2005 bonds refunded prior bonds and gave 
the School some debt service relief, which was necessary after significantly 
lower enrollment counts (caused in large part by gang-related issues) 
affected its financial position. The School voluntarily chose to shut down at 
the end of the 2005-2006 School Year, and as a result, the bonds went into 
default. In June, 2007, the facility was sold to the Church of Scientology 
for $3.5 million. Bondholders ultimately received fifty cents on the dollar or 
$3.29 million. 

Village School of Northfield, Northfield
Bonds Issued: 	 $1.32 million
Issuer:	 City of Northfield 
Underwriter/Agent:	 John G. Kinnard 
Authorizer:	 Northfield Independent School District #659	
Year Opened:	 1997
Year Bonds Issued:	 1999
Year Defaulted:	 2007
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 ~19%
Stated Reason(s) for Default: The authorizer voted to terminate the 
School’s charter in 2006 due to the School’s refusal to fully implement 
the State’s standardized curriculum. The School closed at the end of the 
2006-2007 School Year and the bonds defaulted. After more than three 
years listed for sale, the collateral property finally sold for $227,340. This 
recovery combined with previously amortized principal netted bondholders 
approximately 19% of original par issued. 

Notes:
(1) 	 During the lengthy time the collateral property was listed for sale, the 
trustee received at least six offers that ultimately did not get executed. The 
uses for these other offers included another charter school, as well as a 
church, hockey facility, dental office, and daycare center. Stated reasons for 
withdrawal of offers include “failure to obtain parking concessions from City” 
and “renovation costs too high”. 

(2) 	 As a result of the charter school ceasing operations and the affiliated 
landlord’s decision to deliver a deed in lieu to the Trustee, the project lost its 
property tax-exemption status and property taxes began to accrue in 2008. 
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Seed Daycare/Harvest Preparatory Charter School, Minneapolis
Bonds Issued: 	 $7 million
Issuer:	 City of Minneapolis 
Underwriter/Agent:	 Miller Johnson Steichen Kinnard
Authorizer:	 Minneapolis Public Schools 
	 Special School District #1
Year Opened:	 1998
Year Bonds Issued:	 2006
Year Defaulted:	 2009
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 ~78.2%
Stated Reason(s) for Default: The Borrower defaulted on the Bonds in 
2009 due to financial stress caused primarily by cuts and delays in state 
education funding. A forebearance agreement was entered into in 2007 
to defer principal payments, and while the principal payment default was 
cured, the replenishment of the Debt Service Reserve Fund did not occur. 
In 2014, however, the bonds were refunded, resulting in a repayment of 
most of the outstanding Series 2006 Bonds. The proceeds of the refunding 
bonds combined with previously amortized principal netted bondholders 
approximately 78% of original par issued. 

Missouri Charter Schools

Derrick Thomas Academy, Kansas City
Bonds Issued: 	 $10.615 million 
Issuer: 	 Kansas City Industrial Development Authority 
Underwriter/Agent: 	 Herbert J. Sims
Authorizer:	 University of Missouri – Kansas City
Year Opened:	 2002	
Year Bonds Issued:	 2007
Year Defaulted:	 2013
Rating at Issuance:	 Not Rated 
% Principal Repaid:	 TBD
Stated Reason(s) for Default: The School defaulted on its bonds and filed for 
Chapter 7 Bankruptcy in 2013. This action was triggered by a non-renewal 
decision by the authorizer due to “failing to consistently deliver a quality 
educational program to students” (the school was placed on probation three 
times before the non-renewal). The School closed at the end of the 2012-
2013 School Year. According to the last trustee statement dated August 14, 
2013, the sale of the collateral property has been delayed pending relief 
from the automatic stay imposed by the bankruptcy proceeding. 

New Mexico Charter Schools

Academy for Technology and the Classics (ATC), Santa Fe
Bonds Issued: 	 $6.735 million 
Issuer: 	 Santa Fe County 
Underwriter/Agent: 	 Kirkpatrick Pettis
Authorizer:	 University of Missouri – Kansas City
Year Opened:	 2001	
Year Bonds Issued:	 2006
Year Defaulted:	 2012
Rating at Issuance:	 Not Rated 
% Principal Repaid:	 TBD
Stated Reason(s) for Default: The Borrower defaulted on its obligations 
in 2012. This action came after concerns by the School District about 
management and a temporary suspension of the charter, along with 
significant financial stress related to facility costs. As the school rents 
the collateral property from its related Foundation, it considered moving 
to a vacant school district facility to save money. At the same time, the 
bondholders offered a forebearance agreement that allowed for lower 
facility costs and the option to purchase the facility. According to the last 
trustee report dated June 6, 2012, the school continues to operate in the 
facility. 

New York Charter Schools

Central New York Charter School for Math and Science, Syracuse
Bonds Issued: 	 $6.6 million
Issuer:	 Onondaga County Industrial Development Authority
Underwriter:	 Miller Johnson Steichen Kinnard
Authorizer:	 State University of New York 
Year Opened: 	 2000
Year Bonds Issued:	 2002 
Year Defaulted: 	 2005
Rating at Issuance:	 Not Rated
% Principal Repaid:	 ~44.8%
Stated Reason(s) for Default: The state authorizer closed the school due 
to poor academic performance at the end of the 2004-2005 School Year. 
The collateral property was ultimately sold at auction in 2007 for $2.5 
million or $2.375 million net of expenses. Bondholders ultimately received 
approximately 45% of the original par amount of the bonds. 
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New Covenant Charter School, Albany
Bonds Issued: 	 $16.605 million
Issuer:	 Albany City Industrial Development Authority
Underwriter:	 Herbert J. Sims
Authorizer:	 State University of New York
Year Opened:	 1999
Year Bonds Issued:	 2005
Year Defaulted:	 2007
Rating at Issuance:	 Not Rated
% Principal Repaid:	 ~19.3%
Stated Reason(s) for Default: Reduced revenues, due to a significant drop 
off in enrollment and higher than expected expenses, caused the school 
to default on the Bonds in 2007. While the School was able to negotiate 
a forbearance agreement with bondholders, the school was closed at the 
end of the 2009-2010 academic year due to subpar academics, high 
staff turnover and stressed financials. The collateral property eventually 
sold to the Albany City School District for $2.5 million in 2014 resulting 
in bondholders ultimately receiving approximately 19% of the original par 
amount of the bonds.

Notes:
(1)	 The School’s charter was revoked prior to the start of the 2000-2001 
School Year due to concerns over “management of funds and payment of 
operating expenses”. A remedial action plan was required by the School’s 
authorizer to rescind the revocation. 

Pennsylvania Charter Schools

Leadership Learning Partners Charter School, Philadelphia
Bonds Issued: 	 $10.7 million
Issuer:	 Philadelphia Redevelopment Authority
Underwriter:	 Westoff, Cone & Holmstedt
Authorizer:	 Philadelphia School District
Year Opened: 	 2000
Year Bonds Issued:	 2005 
Year Defaulted: 	 2014
Rating at Issuance:	 “BBB-” (Standard & Poor’s)
% Principal Repaid:	  TBD
Stated Reason(s) for Default: Due to declining test scores and financial 
stress, the School defaulted on the bonds in 2014 and shut down suddenly 
thereafter in December 2014—in the middle of the school year. The trustee 
is in the process of liquidating the assets securing the bonds. 

Notes: 
(1)	 The IRS revoked the School-related LLPCS Foundation’s status as 
a 501(c)(3) organization in 2010 due to failure to submit Form 990 but 
reinstated the designation in 2012. The Foundation is the legal borrower in 
the bond transaction.

(2)	 This transaction represented the fourth of five charter school 
transactions underwritten by Westoff Cone & Holmstedt.

(3)	 The School was involved in various lawsuits with the Philadelphia 
School District over enrollment caps and related financial payments. While 
the School won these lawsuits, the relationship was strained and resulted in 
a difficult operating environment. 

Texas Charter Schools

West Houston Charter Alliance (Anstoi Classical Academy), Katy 
Bonds Issued: 	 $2.83 million
Issuer:	 Danbury Higher Education Authority
Underwriter:	 Miller Johnson Steichen Kinnard
Authorizer:	 Texas Board of Education
Year Opened: 	 1996
Year Bonds Issued:	 2002	  
Year Defaulted: 	 2005
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 100%
Stated Reason(s) for Default: The School financials were under significant 
stress after it closed its high school and enrollment declined, resulting in 
a 2005 payment default. A forebearance agreement was entered into that 
lowered debt service payments. This arrangement gave the School time to 
stabilize. Indeed, as of 2014, the School has caught up on all debt service 
payments and has replenished the Debt Service Reserve Fund which had to 
be tapped in order to make a portion of the missed payments. While many 
of the defaulted charter school transactions have resulted in forebearance 
agreements, this one is the only one to date where the school has 
rebounded, paying down all due and unpaid principal and interest. 
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Wisconsin Charter Schools

Academy of Learning and Leadership, Inc., Milwaukee 
Bonds Issued: 	 $8.65 million
Issuer:	 Milwaukee Redevelopment Authority
Underwriter:	 A.G. Edwards
Authorizer:	 City of Milwaukee
Year Opened: 	 2003
Year Bonds Issued:	 2007 
Year Defaulted: 	 2012
Rating at Issuance:	 Not Rated
% Principal Repaid: 	 TBD
Stated Reason(s) for Default: The Academy of Learning and Leadership 
(ALL) closed at the end of School Year 2009-2010 after its authorizer had 
put it on probation in 2008 due to “lack of progress meeting the City’s 
expectations for the academic performance of students”. A forbearance 
agreement was agreed to through April 25, 2014, due in part to the 
existence of New Markets Tax Credits as part of the financing. While 
the facility was leased to another charter school for the next academic 
year, that school chose to move out and not exercise its purchase option. 
As of the latest trustee report of March 13, 2015, a sales and purchase 
agreement for $4.11 million had been entered into for the property. 

OUTLOOK 

Many of the transactions described above were executed prior to 2006. As 
with most new credit sectors, underwriting standards have improved over 
time. With a more rigorous underwriting process from investment bankers, 
issuers, lawyers, and rating agencies and financial advisors when utilized—
particularly from an academic performance perspective—it is likely that 
most of these transactions would not be deemed appropriate candidates 
for the tax-exempt bond market today. While we expect to continue to see 
charter school bond defaults, it is expected that with the overall portfolio 
getting stronger, the default rate will gradually decline. 
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APPENDIX A: GLOSSARY

Advance Refunding: refinancing an existing bond series with a 
new financing by escrowing sufficient proceeds from the new bonds 
to fully redeem the prior series on the first applicable call date in the 
future. While the prior series remains outstanding until the call date, 
they are considered legally defeased and secured by the escrow, which 
is typically composed of United States Treasury obligations. 

Authorizer: the legal sponsor of a charter school—often a school 
district, university, or state board of education—whose responsibilities 
include approving initial charters and determining renewals for existing 
charters. There is a wide variation among authorizers on oversight 
activities, i.e., the ongoing monitoring of accountability measures. 

Bond Rating: an independent assessment of credit quality, i.e., 
measuring the likelihood of full and timely payment. Municipal bond 
ratings are generally provided by one of the three independent rating 
agencies: Fitch Ratings; Moody’s Investors Service and Standard & 
Poor’s. 

Bond Yield: the return an investor will realize on a bond investment; 
it is often the same as the interest rate, but only if the investor pays 
the face value of the bond (if the investor pays more for the bond [i.e., 
a premium], the yield will be less than the interest rate and conversely, 
if the investor pays less than the par amount of the bond [i.e., a 
discount], the yield will be lower than the stated interest rate).

Charter Management Organization (CMO): a not-for-profit 
organization that manages and operates multiple charter schools with 
a shared educational program and mission. 

Costs of Issuance: the costs incurred by a borrower in order 
to access the tax-exempt bond market, including fees paid to the 
underwriter, various legal counsel, financial advisor, trustee and rating 
agency. 

Coupon: the stated interest rate associated with a particular bond 
maturity.

Credit Enhancement: additional security pledged to bondholders 
to enhance the creditworthiness of a particular bond transaction; in 
many cases, the borrower’s credit is substituted by that of the higher-
rated credit enhancer’s.

Current Refunding: the refinancing of an existing bond series 
with proceeds from a new series of bonds in order to fully redeem the 
prior series at the time the new bonds are issued; generally done for 
savings on debt service payments. 

CUSIP: acronym for Committee on Uniform Security Identification 
Procedures, which issues a nine character alphanumeric code that 
allows for the precise identification of securities based on individual 
borrower, project and maturity date.

Defeased Bonds: bonds that are legally retired, but may still be 
outstanding until the first available call date. These outstanding bonds 
are generally secured by an escrow account rather than pledged 
revenues. 

Education Management Organization (EMO): a for-profit 
entity that manages and operates multiple charter schools for a fee.

Electronic Municipal Market Access (EMMA): a website 
that posts detailed disclosure information on tax-exempt bond 
transactions.

Financial Advisor (FA) or Municipal Advisor: a consultant 
with a fiduciary responsibility to the borrower that advises on capital 
financing matters, including the most appropriate type of debt 
product (e.g. tax-exempt bonds, New Markets Tax Credits, CDFI 
loans, alternative loans), structure, timing to market, interest rates, 
rating agency strategies, terms, fairness of pricing, as well as the best 
transaction partners, e.g. legal team, underwriter, issuer, rating agency, 
etc. Since 2014, all financial advisors who deal with governmental 
entities, including charter schools, are required to be registered with 
the Securities and Exchange Commission and the Municipal Securities 
Rulemaking Board. 

General Obligation Bonds: debt obligations where the legal 
security is the full faith and credit of the borrower, often with the 
pledge of unlimited taxation to repay the bonds. 

Investment Grade Rating: a credit assessment in the form 
of a rating that indicates that a municipal or corporate bond has a 
relatively low risk of default. Ratings vary by firm (Fitch, Moody’s and 
S&P) but generally vary from the highest rating of “AAA”/”Aaa”/”AAA” 
to “BBB-“/”Baa3”/”BBB-.” Credit ratings for bonds below these 
designations are considered “non-investment grade” or “junk bonds”. 
(See Appendix B for more details.)

Moral Obligation (MO) Program: a promise by a governmental 
entity—typically a state—to restore funds to the Debt Service Reserve 
Fund (DSRF) once it has been tapped in the event a borrower is unable 
to meet its scheduled debt service payment; the “promise” is not 
legally binding, however, in order to appropriate monies to replenish 
the DSRF, legislative approval must be in place. 
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APPENDIX A: GLOSSARY

Official Statement (OS): the primary marketing and disclosure 
document used when a government or not-for-profit organization 
accesses the tax-exempt bond market. 

Par Amount: the principal amount of bonds.

Placement Agent: intermediaries, generally investment banking 
firms that typically act in an underwriting capacity, that “place” the 
bonds directly with investors identified early on in the process rather 
than offer—or sell—the bonds to the general public. 

Private Placement: a transaction where bonds are sold directly to 
investors rather than via a public offering.

Refunded Bonds: bonds that are fully paid off prior to their 
maturity date with proceeds from a new bond issuance, generally 
undertaken for interest rate savings.

Revenue Bonds: bonds where the legal security, or source 
of repayment, is a pledge of specific revenues, typically from an 
enterprise system (e.g., water sewer system charges, highway tolls or 
charter school per pupil tuition.)

Spread to MMD: on any given day, the difference in yield 
between the highest-rated tax-exempt paper sold that day and 
another tax-exempt transaction issued that same day.

Texas Permanent School Fund (PSF): established in 1854 
for the benefit of public schools and financed by oil and gas receipts, 
the PSF is a state-sponsored credit enhancement program that 
guarantees full and timely debt service on education-related bonds. 
Charter schools gained the ability to access the PSF in 2014. 

Trustee: an entity, generally a bank’s trust department, that acts in 
a fiduciary role on behalf of bondholders to administer the provisions 
of the bond transaction.

Underlying Rating: a rating based solely on the borrower’s ability 
to pay with no regard to credit enhancement.

Underwriter: an investment banking firm that purchases the initial 
issuance of bonds from the borrower and markets and resells them to 
investors.

Underwriter’s Discount: fee paid to the underwriting firm/
investment bank that represents the difference between the price paid 
to the borrower and the amount received from reselling the securities 
(e.g., tax-exempt bonds), to investors. 
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Rating Description Fitch Ratings Moody’s Investor Services Standard & Poor’s

INVESTMENT GRADE

Highest Quality 
Minimal Risk 	 AAA Aaa 	 AAA

High Quality 
Very Low Risk

	 AA	+ Aa1 	 AA	+
	 AA Aa2 	 AA

	 AA	- Aa3 	 AA	-

Upper Medium Grade Quality 
Low Risk

	 A	+ A1 	 A	+
	 A A2 	 A

	 A	- A3 	 A	-

Lower Medium Grade Quality 
Some Speculative Characteristics

	 BBB	+ Baa1 	 BBB	+
	 BBB	 Baa2 	 BBB

	 BBB	- Baa3 	 BBB	-
NON-INVESTMENT GRADE

Speculative 
Substantial Risk

	 BB	+ Ba1 	 BB	+
	 BB Ba2 	 BB

	 BB	- Ba3 	 BB	-

Highly Speculative 
High Risk

	 B	+ B1 	 B	+
	 B B2 	 B

	 B	- B3 	 B	-

Substantial Risks 
In Poor Standing

	 CCC	+ Caa1 	 CCC	+
	 CCC Caa2 	 CCC

	 CCC	- Caa3 	 CCC	-
	 CC Ca 	 CC

	 C C 	 C

In Default

	 DDD

	 DD – 	 D

	 D

APPENDIX B: LONG-TERM BOND RATING SCALES
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