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Rocky Mountain Classical Academy, CO
Initial credit analysis

Summary
Rocky Mountain Classical Academy, CO (Ba1 stable) benefits from a more than decade long
operating history within a favorable service area in Colorado Springs' Falcon School District
49. The area's student population continues to grow, and audited fiscal 2019 results reflect
an improved cash position of 156 days with net revenues providing a narrow 1.17x coverage
of debt service obligations and close to 1.2x coverage of projected maximum annual debt
service (MADS), inclusive of estimated lease payments on separate space for home school
students. While District 49 and the Colorado Springs area are generally supportive of charter
schools, Rocky Mountain Classical Academy will face continued competition from other
charters in a dynamic market. Although the school’s enrollment has grown, its competitive
position is somewhat weak, with most students performing below grade level, especially in
math, and math test scores fall below other charter schools and the district.

Projected net revenues in fiscal 2020 provide essentially sum sufficient coverage of estimated
maximum annual debt service and lease payments at 1.1x, although coverage is expected
to improve with additional funding for full day Kindergarten and the school’s share of the
district’s mill levy override receipts. Nevertheless, continued enrollment growth will be
required to comfortably meet increased salary and benefit costs and improve coverage to
projected levels of around 1.2x. The school is also highly leveraged, with debt to operating
revenues of 3.5x.

On October 22, 2019, we assigned an initial Ba1 with a stable outlook.

Credit strengths

» Favorable market area with continued population and student growth

» Additional revenues derived from district’s mill levy override and full-day Kindergarten
funding

» Improved cash position

Credit challenges

» Weaker academic performance with math scores falling below competing charter schools
and district

» Narrow debt service coverage of MADS

» High leverage

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1199795
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Rating outlook
The stable outlook reflects our expectation that enrollment levels will remain stable given slight enrollment growth of home school
students in fiscal 2020. We also expect that net revenues will grow modestly supported by additional state funding for full day
Kindergarten and the school’s receipt of a portion of the district’s mill levy revenues.

Factors that could lead to an upgrade

» Improved academic performance relative to competition

» Strengthened financials with higher coverage and liquidity

» Stronger enrollment growth

Factors that could lead to a downgrade

» Failure to improve academic performance or failure to receive designation as Performance Plan under the state’s Performance
Framework

» Enrollment growth that falls below projections

» Weakened debt service coverage or liquidity

Key indicators

Exhibit 1

Rocky Mountain Classical Academy 2015 2016 2017 2018 2019

Scale & Demand

Part-time home school enrollment 345 412 469 446 460

Full time enrollment 955 1,086 1,145 1,167 1,188

Total enrollment 1,300 1,498 1,614 1,613 1,648

Full time equivelent enrollment 1,064 1,229 1,325 1,335 1,336

Operating Performance and Liquidity

Operating Revenue  ($000) 7,857 9,720 10,801 11,139 12,347

Annual Change in Operating Revenue (%) 23.7% 11.1% 3.1% 10.8%

2-year Operating Cash Flow Margin (%) 22.1% 30.9% 30.4% 27.2% 24.7%

Unrestricted Cash and Investments ($000) 2,200 3,215 3,811 4,464 5,085

Days' Cash on Hand 116 133 140 154 156

Leverage and coverage

Total Debt ($000) 28,050 27,855 27,645 40,287 42,565

Cash and Investments to Pro Forma Debt (%) 7.8% 11.5% 13.8% 11.1% 11.9%

Debt Service Coverage (x) 1.75 1.33 1.29 1.14 1.17

Source: Rocky Mountain Classical Academy Audited Financial Statements and Moody's Investors Service

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Profile
Rocky Mountain Classical Academy is a charter school authorized by El Paso County School District 49 (Falcon) (Aa2) in the City of
Colorado Springs (Aa2). The school initially opened in fiscal 2007, offering a Core Knowledge curriculum to 348 students. It now serves
full time students in grades PreK through 8th and offers a home school program serving grades K-12. As of the 2019 October count,
the school’s enrollment equals 1,186 students in the full-time program, with 519 part-time students in the home school program.
The school has a combined funded pupil count of 1,352, up slightly from 1,336 in the prior year largely due to growth in home school
enrollment. The school’s campus is located on close to 13 acres of land in a growing residential area with an appraised value of $32.6
million.

Detailed credit considerations
Scale and demand: PreK - 8 Charter School with additional Home School enrollment benefits from favorable market and
good demand, although school does not outperform district or state averages
We expect that Rocky Mountain Classical Academy (RCMA) will continue to benefit from a favorable service area in Colorado Springs,
with ongoing student population growth. In addition to 1,186 full-time students in grades PreK - 8, the school also benefits from
additional revenues and operating flexibility derived from a growing K-12 home school program, served at a separate campus, which
has grown to 519 students in fiscal 2020, and for which the school receives 50% of state per pupil funding for each enrolled student. In
combination, the school's Full Time Equivalent (FTE) figure stands at 1,352 students for fiscal 2020. We expect modest growth in this
figure going forward supported by ongoing housing development and a favorable local economy enhanced by a strong military, defense
and federal employment base.

Initially opened in fiscal 2007 with 348 students, the school has a longer operating history and has received three charter renewals
from Falcon School District 49, which serves as the district's authorizer. The school offers a Core Knowledge curriculum and also
provides character education.

With the exception of science, however, the school does not academically outperform district or state averages. Math scores are
particularly weak, with fewer than 20% of students testing at grade level. The school has purchased Singapore math, a new math
curriculum, in an effort to improve students' performance in math. In fiscal 2018, the school's state Performance Framework was
designated as “Improvement Plan,” the first of three escalating plans requiring reform efforts. Positively, this designation was removed
in fiscal 2019, in which the school received its highest yet Performance Framework score.

Student retention rates are somewhat weak, averaging around 80%, although reportedly students from military families who make up
around 28% of enrollment contribute to a higher level of student turnover. Teacher retention rates are also somewhat weak at around
70%, although this results from some intentional staff replacements in fiscal 2019 to improve academic performance.

While the school's home school figures grew in fiscal 2020, the school lost full-time enrollment across grade levels in fiscal 2020
compared with fiscal 2019 figures. While the school operates in a favorable environment, both politically and demographically, it
will have to strengthen its academic outcomes to remain competitive with the district and competing charter schools over time. The
school did succeed in expanding PreK enrollment in fiscal 2020 from 65 to 88 students, which may help support future enrollment
increases.

Operating performance and liquidity: stable operating performance and stronger liquidity supported by favorable growth in
state and local revenues
We expect that the school's finances will remain stable, supported by continued state aid and local revenue growth and conservative
budgeting practices with reasonable budget assumptions. Over the past five years, financial performance has been generally stable,
with annual operating cash flow, prior to debt service payments, averaging close to $3 million. Operating cash flow in fiscal 2018
declined somewhat to just under $2.3 million, largely reflecting costs associated with math curriculum purchases and training. As of
fiscal 2019, the school's two-year average operating cash flow margin equaled a favorable 24.7%.

Stable financial results have to a large degree been supported by robust growth in state per pupil funding as Colorado increased school
funding emerging from the recession. Over the past four years, state per pupil funding has increased an average of close to 2.8%
annually, with per pupil funding increasing 4.5% for fiscal 2020. Going forward, the school's financial projections, prepared by an
outside consultant, assume 3% annual growth in per pupil revenues. While realistic, these increases could be reduced if the state's
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economy is negatively impacted by economic slowing or should growth rates in consumer price indices, on which base funding is
based, remain low.

Positively, in addition to existing state funding, the school will benefit from two additional revenue sources beginning in fiscal 2020.
The first is the state's approval in May 2019 of full-day kindergarten funding. The school estimates that this will increase funding for
kindergarten students from 0.58 full-time equivalent students to 1.0 full-time equivalent students, providing between $350,000 and
$400,000 in additional annual revenue.

The school will also now receive a proportionate share, based on student enrollment, of the district's mill levy override, approved by
voters in 2014 and 2016. Previously, the district had been sharing a portion of this revenue with the school, but under state legislation
approved in June 2018, this sharing is now mandatory. In fiscal 2019, the school received $385,000 from this revenue source, although
projections conservatively assume around $157,000 annually in additional revenue from the school's share of the mill levy override.
Significantly, these additional revenues allowed the school to award a 9% salary increase to teachers in fiscal 2020, although 2%
annual compensation increases are assumed thereafter. While the school provides free on-site day care for teachers, annual salary
increases of 2% could be a constraining factor given rising housing costs in the Colorado Springs area.

LIQUIDITY
Days' cash on hand has consistently exceeded 100 days, supported by the school's 5% targeted reserve level. In fiscal 2019, available
cash in the school's General Fund of $5 million, equaled 156 days' cash. Five-year projections reflect this figure growing to close to $8
million or over 200 days' cash by fiscal 2023.

Leverage and coverage: high leverage typical of single site charter school with narrow coverage of MADs by current
enrollment
Given slow amortization, with 13% of principal repaid over ten years, we expect that the school will remain highly leveraged with
relatively narrow debt service coverage at around 1.2x. In fiscal 2019, net revenues provided 1.17x coverage of debt service of $2.7
million, and favorably, projected maximum annual debt service (MADS) is expected to remain in line with this figure.

Going forward, debt service is projected to improve to close to 1.3x beginning in fiscal 2020. Stress scenarios provided by the outside
consultant however, show that were increases in state aid to stop, funded pupil count would have to increase from 1,352 currently
to 1,523 to maintain sum sufficient coverage of 1.0x. Although an assumption of no increases in per pupil funding from fiscal 2020
to fiscal 2024 is fairly extreme, the analysis does demonstrate that the school's marketing efforts to increase student enrollment are
important.

DEBT STRUCTURE
All of the school's outstanding debt is fixed rate, and following issuance, the Series 2019 bonds will constitute the school's only
outstanding debt. Debt service is level with a final maturity in fiscal 2055 assumed to be paid from the debt service reserve, which will
be cash funded from bond proceeds at the time of closing. Following issuance, pro forma cash to debt as of fiscal 2019 will equal 11.9%,
with debt to revenues equal to approximately 3.5x.

The Series 2019 bonds will be issued by the Colorado Educational and Cultural Facilities Authority on behalf of the RMCA Building
Corporation under an Indenture of Trust dated as of November 14, 2019. The proceeds of the 2019 Bonds will be loaned to the Charter
School’s Building Corporation for the purpose of refinancing the 2017 Charter School Refunding and Improvement Revenue Bonds,
paying costs of issuance, and establishing a new debt service reserve fund. The Building Corporation will lease the facility to the Charter
School pursuant to the terms of the lease agreement between the Building Corporation and RMCA.

Bond covenants are satisfactory, requiring a minimum of 45 days' cash and 1.1x debt service coverage if cash meets or exceeds 75 days.
If cash is below 75 days, 1.2x debt service coverage is required. As noted previously, these minimum requirements are strengthened
by the board's target of reserves equal to 5% of expenditures. If the school fails to meet any of these requirements, a consultant
must be hired. The additional bond requirement equals either 1.2x coverage of debt in the prior fiscal year or a consultant's report
demonstrating that coverage will equal 1.2x in each of the following three years following issuance. This requirement does not apply
to refunding debt, which may be issued as long as MADS does not increase by more than 10%. The bonds are additionally secured by a
reserve fund equal to MADS, and in the event of default, a dead of trust and first mortgage in the property, which is assessed at $32.6
million.
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In common with all Colorado leases under the Taxpayer Bill of Rights (TABOR), the school's annual lease payments made to the RMCA
Building Corporation under the Lease Agreement are subject to annual appropriation, although the risk of non appropriation, assuming
sufficient funds, is relatively low as the school would have to vacate the building in the event of non payment. Positively, the Series
2019 refunding bonds are expected to be issued through the Colorado Educational Facilities Authority and will benefit from the state
intercept, under which the state treasurer will direct all state payments due to the school first to the Trustee for the payment of debt
service prior to their release on a monthly basis to the school.

DEBT-RELATED DERIVATIVES
The school does not have any debt related derivatives.

PENSIONS AND OPEB
RMCA participates in the School Division Trust Fund of the Public Employees Retirement Association (PERA) pension plan. The School
Division is a statewide defined benefit cost-sharing plan in which nearly every Colorado school district participates. Like other schools
in Colorado, RMCA has historically made its statutorily required contributions, but these requirements have significantly trailed
actuarial costs for many years, leading to very elevated unfunded pension liabilities across the sector.

The state passed Senate Bill 18-200, a pension reform bill, during its 2018 legislative session. The reforms, which took effect at the start
of fiscal 2019, are credit positive for schools because they will lower accrued liabilities and improve pension funding trajectories. The
state will also contribute directly to the School Division Trust Fund to bolster school district pension funding for the first time, a key
example of costs for a deeply underfunded teacher pension system shifting up to the state level. Other major reforms include higher
employee contributions and caps on future cost-of-living adjustments (COLAs). Senate bill 18-200 also includes contingencies that call
for further benefit changes and contribution increases if PERA's funding unexpectedly worsens.

Reflecting the school’s participation in PERA’s School Division, Moody’s three-year adjusted net pension liability (ANPL) through fiscal
2019 for the school equaled $23.6 million, or 1.9x revenue. Liability reductions for the School Division resulting from recent benefit
reforms are expected to improve the trajectory of pension funding over the long term, and direct state support will improve annual
government contributions to PERA’s School Division. Nonetheless, pensions will continue to pose a credit challenge to Colorado
schools for the foreseeable future.

In fiscal 2019, the school's pension contribution of $780,000 equaled a modest 0.06% of revenues. In addition to debt and pension
costs, the school also has annual lease payments of around $200,000 due on classroom space for home school students, who meet
once weekly. However, this is an annual lease and can be adjusted for actual home school enrollment.

Charter renewal risk and government relations: history of charter renewals supported by good relations with authorizer
and strong board with two community member seats
RMCA has successfully renewed its charter three times for five-year extensions, most recently in July 2018, when the district granted an
extension for a five-year term expiring June 30, 2023. The school enjoys a good working relationship with its authorizer, Falcon District
49, working cooperatively with the district during its Improvement Plan in fiscal 2018.

The school is governed by a 7-member board, consisting of 5 parents and 2 community members. Positively, no board member may be
an employee, contractor or vendor to the school. Parent board members are elected for three-year, staggered terms by school parents,
and there has been a history of seamless member turnover. The board has contracted with an independent CFO who reports regularly
to the board.
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