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W. K. Kellogg Foundation Mission

“The W.K. Kellogg Foundation supports
children, families, and communities as they
strengthen and create conditions that propel
vulnerable children to achieve success as
iIndividuals and as contributors to the larger

community and society.”
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Three Core Program Areas

Education & Learning

Food, Health & Well-being

Family Economic Security
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Mission Driven Investments (MDI) -- $100 Million

Mission-aligned, market rate investments
from the WKKF endowment in ...
Education
Food

Wealth creation
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How Do We Invest MDI $$% in Education?

Mission Fit

Accessibility

Results
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Scanned Investments
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Acelero: for-profit social enterprise dedicated to providing quality child

care, education, and services to low-income children and their families.
Commitment to superior quality: better teachers, clean,
new facilities

Business model drives better outcomes

Acelero wins contracts when previous operators have failed
Overhead efficiencies free cash for higher teacher salaries

Leverages local, state & federal funding to provide free or highly subsidized
services to vulnerable children & families

Bottom line fed by increased wrap-around services, pushing company to expand
day care offerings and enroll more families

Centers serve >2,300 children / year
Company created and sustains 400 jobs

Institutional investors led Series B round: Ironwood
Eauitv. New Tersev Communitv Caoital Boston
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Charter School Bond Market Timeline

Notes: Bond Volume 2002 - 2008 based on Thomson Financial Services data. Bond volume prior to 2002 based
on GPS estimates, given initial reported bonds in mid-1990s and the first insured bond for $20 million in 1998.

Community Development Financial Institution (CDFI) volume estimates 1997 - 2006 based on nine largest
volume lenders reported by Donovan, http://www.frbsf.org/publications/community/wpapers/2008/wp08-
02.pdf. Estimates for 2007 - 2008 based on independent unpublished research in process by Donovan and GPS.
CDFI volume likely continued to increase during 2008 in part due to difficultz/ by charter schools in accessing
more attractive long-term financing in the bond market. However, funding for CDFIs also tightened in 2008.

CDFIs report the importance of Federal Department of Education (ED) credit enhancement grants to their ability
to leverage additional charter school financing.



Charter School Tax-Exempt Bond Market

From 2007 to 2009, issuance of tax-exempt debt for charter schools declined significantly while
interest rates rose from lows of 5% to highs of over 9%.

CharterSchoolBond Volume
2007-2009
Source: RBC Capital Markets
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Credit Enhancement Opportunity

Below-Market Investments
Higher Risk Lower Risk

L?)wer Risk Higher Risk >

Market-Rate Investments

Advisory Common * Sub-debt to NA' * Linked * Funded or

Services : stockin : Bond . Deposit/ : unfunded
charter conduit Funded pledge of
i school .« CDFI/ : . Loan . assets
: bond . intermediary : . Guaranty : . Terms
i insurance : |, \iche : . »Terms  : TBD
venture | developer TBD « BMUGF
(ng:tezg? . Charter . initial focus |
E . School : '

« Terms TBD

1 Senior debt is supported by credit enhancement, which is subordinate or “junior” to it.
Source of Continuum: F.B. Heron Foundation Mission-Related Investina Continuum



Proposed Credit Enhancement Structures

$50m Foundation Commitment

- May commit portion in partnership with non-profit financial intermediaries and a
portion as public-private partnerships with states

- Financial intermediaries provide due diligence and TA capacity

- 5:1 - 10:1 leverage including matching guarantees, creating $250 - $500
million in new bond financing

- Unfunded (corporate) guarantees, 10-year term, 0% coupon; qualified as a PRI
so that foundation has option to count investment toward distribution
requirement if the guarantee is called

J Demand from high-performing charter schools for facilities financing over
the next 18-24 months exceeds $500m
- KIPP Houston (50M), Yes Prep(50M), Green Dot(47M), Aspire(30M), High Tech
High(15M), KIPP DC(35M), Civic Builders(175M), PCSD(60M)
J Focus in a few core geographies (e.g., LA, Houston, DC)

J Partner with other foundations (and public agencies, if possible) to provide
additional early-stage financing, advocacy support, or other investments

—

75 - 100% increase in total volume of publicly traded
bond deals to high-performing CMOs within 10 years
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Criteria In Selecting Target Locations

e Strong charter growth

e Presence of several high-performing charter school
grantees and other foundation partners

e Located within states in major markets
e Strong/improving charter school associations

e Existence of land for development or suitable properties
for renovation, yet relatively high costs for land and
construction

e Opportunity to leverage public resources

——————

California (LA), Texas (Houston), Washington DC as early targets
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Broad Goals of Effort

Dramatically and quickly scale high-performing, creditworthy CMOs

Greatly expand the opportunity for students and parents to have
access to high-quality schools

Provide access to low-cost capital and improve credit ratings for
high-performing CMOs

Ensure critical mass of CMO facility bond deals resulting in
increased transparency in financial markets

Engage bond insurers and commercial investment in scaling
high-performing CMOs over the long term (our support will not
displace bond insurers)

Introduce new players, including financial intermediaries,
commercial lenders, developers, underwriters, investors, and rating
agencies to CMO facilities market

Advance equitable access to bond financing at affordable
terms for nonprofits

Influence policy debate regarding charter school funding

13
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