Edkey, Inc. dba Arizona Conservatory for Arts and Academics — Entity ID 79981
School(s): Arizona Conservatory for Arts and Academics and Arizona Conservatory for Arts and
Academics Middle School

Renewal Executive Summary

\ I. Performance Summary

Renewal application requirements are based upon the Charter Holder’s past performance as measured
by the Board’s Academic, Financial, and Operational® Performance Frameworks. The table below
identifies areas for which the Charter Holder demonstrated acceptable performance. For “Acceptable”
academic performance, the Charter Holder was waived from submission requirements for the renewal
application. For “Not Acceptable” financial performance, the Charter Holder was required to submit
additional information as part of the renewal application.

While the Charter Holder demonstrated acceptable overall operational performance (see below), at the
time of renewal notification, the Charter Holder’s officers and directors, as identified in information
publicly available through the Arizona Corporation Commission (ACC), did not align with its officers and
directors as identified in the charter contract. Therefore, the Charter Holder was required to submit
additional information as part of the renewal application. The Charter Holder submitted a Charter
Holder Governance Request to the Board in October 2015 and an Officer/Director Change to ACC in
December 2015 to remove Michael Fontaine as a Director, bringing the Charter Holder into alignment.

Area Acceptable Not Acceptable
Academic Framework O
Financial Framework O

Operational Framework O

Il. Profile

Edkey, Inc. dba Arizona Conservatory for Arts and Academics operates two schools, Arizona
Conservatory for Arts and Academics, serving grades 9—12 and Arizona Conservatory for Arts and
Academics Middle School, serving grades 6—8, both in Phoenix. The graph on the subsequent page
shows the Charter Holder’s actual 100" day average daily membership (ADM) for fiscal years 2012—
2016.

! The Operational Performance Framework does not require additional submissions for charter holders that have
“Not Acceptable” operational performance.
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Edkey, Inc. dba Arizona Conservatory for Arts and
Academics
Total Charter Enrollment FY 2012-FY 2016
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The graph below shows the Charter Holder’s actual 100th day ADM for fiscal years 2012—2016 broken
down by school site.

Edkey, Inc.dba Arizona Conservatory for Arts and Academics—
Arizona Conservatory for Arts and Academics and
Arizona Conservatory for Arts and Academics Middle School
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The academic performance of Arizona Conservatory for Arts and Academics and Arizona Conservatory for
Arts and Academics Middle School is represented in the table below. The Academic Dashboards for the
schools can be seen in appendix: B. Academic Dashboards.

school Name Opened Current 2012 Overall | 2013 Overall | 2014 Overall
P Grades Served Rating Rating Rating
Arizona Conservatory for Arts | 4 9 /500, 9-12 83.44/ A 75/8 84.38/ A
and Academics
Arizona Conservatory for Arts
— 88.44/ A 76.88/ A 68.75/ B
and Academics Middle School 08/10/2009 6-8 / / /

The demographic data for Arizona Conservatory for Arts and Academics and Arizona Conservatory for Arts
and Academics Middle School from the 2014-2015 school year is represented in the charts below.?
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The percentage of students who were eligible for Free and Reduced Lunch, classified as English
Language Learners, and classified as students with disabilities in the 2014-2015 school year is

represented in the table below.?

Arizona Conservatory for Arts

Arizona Conservatory for Arts

Category and Academics and Academics Middle School
Free and Reduced Lunch 46% 61%
English Language Learners * *
Special Education 5% 6%

Edkey, Inc. dba Arizona Conservatory for Arts and Academics has not been brought before the Board for
any items or actions in the past 12 months.

2 Information provided by the Research and Evaluation Division of the ADE.
3 Information provided by the Research and Evaluation Division of the ADE. If the percentage of students in a non-ethnicity-
based demographic group is not reported or is 0% or 100%, the percentage for that demographic group was redacted.

ASBCS, May 9, 2016

Slats

Page 3




lll. Success of the Academic Program

The academic performance of the schools operated by the Charter Holder meets the Board’s Academic
Performance Expectations set forth in the Performance Framework adopted by the Board. Therefore,
the Charter Holder was not required to submit a Demonstration of Sufficient Progress.

\ IV. Viability of the Organization

The Charter Holder did not meet the Board’s Financial Performance Expectations based on the fiscal
year 2013 and 2014 audits and was required to submit a Financial Performance Response. The table
below includes the Charter Holder’s financial data and financial performance for the last three audited

fiscal years and reflects the ten charter contracts the Board has with Edkey, Inc. (“Edkey”).

Statement of Financial Position

Financial Data

Cash $3,238,403 |  $2,939,625 |  $3,367,275
Unrestricted Cash $2,138,195 $1,861,396 $2,859,619

Other Liquidity $932,073 $1,636,993 $1,628,996

Total Assets $90,842,322 $93,785,443 $85,298,542

Total Liabilities $92,316,935 $93,994,108 $83,762,489

Current Portion of Long-Term Debt &

Capital Leases $1,190,804 $524,119 $8,493,870

Net Assets

Statement of Activities

($1,474,613)

($208,665)

$1,536,053

Revenue $43,338,666 | $39,015,367 | $31,223,956
Expenses $44,604,614 | $40,760,085 | $32,060,241
Net Income ($1,265,948)|  ($1,744,718) ($836,285)

Change in Net Assets

Financial Statements or Notes

Depreciation & Amortization Expense

($1,265,948)

$3,112,301

(51,744,718)

$2,573,247

($836,285)

$1,841,109

Interest Expense

$5,051,895

$3,913,539

$2,965,826

Lease Expense

$559,723

Financial Performance

| a5 | 2014 | 2013 [syrcumulative

$511,710

$585,415

Going Concern No No No N/A
Unrestricted Days Liquidity 25.12 31.33 51.10 N/A
Default No No No N/A

Net Income ($1,265,948) ($1,744,718) ($836,285) N/A
Cash Flow $298,778 ($427,650) $646,202 $517,330
Fixed Charge Coverage Ratio 1.10 1.06 0.38 N/A
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The Charter Holder’s Financial Performance Response has been provided in the meeting materials
(appendix: D. Supplemented Financial Response).* Staff’s final evaluation of the Financial Performance
Response resulted in two “Acceptable” and one “Not Acceptable” determinations (appendix: C. Financial
Response Evaluation). An analysis of Edkey’s financial performance, focusing on those measures where
Edkey failed to meet the Board’s target and using information from the Charter Holder’s Financial
Performance Response and related documents, is provided below.

Net Income

Edkey indicated the net loss was the “direct result of our continued expansion during this period.” For
2017, Edkey is refinancing its 2006 Bond, which will result in a savings of approximately $400,000 per
year. Based on pro forma financial information, Edkey anticipates improved performance from 2015 to
2017.°

Fixed Charge Coverage Ratio (FCCR)
Edkey indicated the net loss impacted its performance on the FCCR. For 2015, Edkey meets the Board'’s
FCCR target.

Cash Flow

Property and equipment purchases of approximately $16.5 million from continued expansion impacted
Edkey’s cash flow. Edkey indicates, “As we grow our enrollment due to our increased capacity, we will
see that net loss decrease, and we will reduce our capital spending program, thus improving our cash
flow position.” For 2015, Edkey has positive cash flow.

\ V. Adherence to the Terms of the Charter

For fiscal year 2015, the Charter Holder meets the Board’s Operational Performance Standard set forth
in the Performance Framework adopted by the Board and, to date, has no measures rated as “Falls Far
Below Standard” for the current fiscal year (appendix: A. Renewal Summary Review).

VI. Board Options

Option 1: The Board may approve the renewal. Staff recommends the following language provided for
consideration:

Renewal is based on consideration of academic, fiscal and contractual compliance of the Charter Holder.
With that taken into consideration as well as all information provided to the Board for consideration of
this renewal application package and during its discussion with representatives of the Charter Holder, |
move to approve the request for charter renewal and grant a renewal contract to Edkey, Inc. dba
Arizona Conservatory for Arts and Academics

Option 2: The Board may deny the renewal. The following language is provided for consideration:

Based upon a review of the information provided by the representatives of the Charter Holder and the
contents of the application package which includes the academic performance, the fiscal compliance,
and legal and contractual compliance of the Charter Holder over the charter term, | move to deny the
request for charter renewal and to not grant a renewal contract for Edkey, Inc. dba Arizona

40n March 21, 2016, Board staff emailed a copy of staff’s initial evaluation and provided a deadline by which the Charter
Holder could supplement its Financial Performance Response to address areas evaluated as “Not Acceptable”. By the deadline,
the Charter Holder submitted supplemental information.

5 For more information, see appendix: C. Financial Response Evaluation.
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Conservatory for Arts and Academics. Specifically, the Charter Holder, during the term of the contract,
failed to meet the obligations of the contract or failed to comply with state law when it: (Board member
must specify reasons the Board found during its consideration.)

ASBCS, May 9, 2016 Page 6
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Five-Year Interval Report

Five-Year Interval Report Back to reports st

ARI1ZONA STATE BoOARD FOR CHARTER ScHoOLS

Report Date:

Charter Corporate Name:

Charter CTDS:
Charter Status:
Number of Schools:

Charter Grade Configuration:

FY Charter Opened:
Charter Granted:
Corp. Type

Renewal Summary Review

Interval Report Details Hide Section
04/21/2016 Report Type: Renewal
Charter Contract Information Hi i

Edkey, Inc. dba Arizona Conservatory for Arts and Academics

07-89-71-000 Charter Entity ID: 79981
Open Contract Effective Date: 05/28/2002
2 Contractual Days:
e Arizona Conservatory for Arts and Academics: 144
6-12 e Arizona Conservatory for Arts and Academics Middle
School: 144
= Contract Expiration Date: 05/27/2017
05/13/2002 Charter Signed: 05/28/2002
Non Profit Charter Enrollment Cap 896

Charter Contact Information

Mailing Address:

Phone:
Mission Statement:

Charter Representatives:

1460 S. Horne Website: _
Mesa, AZ 85204
480-461-3200 Fax: 480-649-0747

Arizona Conservatory for Arts and Academics is a public charter arts school serving grades six
through twelve. Arizona Conservatory is dedicated to providing students who demonstrate
desire, interest, and talent in the arts with the choice to pursue a rigorous and innovative
curriculum fostering a balance between fine arts and a dynamic academic program of student
centered instruction in a college preparatory setting.

Name: Email: FCC Expiration Date:

1.) Mr. Douglas Pike doug.pike@edkey.org —

Academic Performance - Arizona Conservatory for Arts and Academics Middle School i

School Name:

School Entity ID:
School Status:
Physical Address:

Phone:

Grade Levels Served:

/SArLzonla Conservatory for Arts and Academics Middle school CTDS: 07-89-71-002
choo

90349 Charter Entity ID: 79981

Open School Open Date: 08/10/2009
2820 W. Kelton Lane Website: _

Phoenix, AZ 85053

602-266-4278 Fax: 602-978-2764

6-8

FY 2014 100th Day ADM: 203.525

Academic Performance Per Fiscal Year Hi ion

Arizona Conservatory for Arts and Academics Middle School

2012

Traditional 2013 2014

Traditional Traditional

http://online.asbcs.az.gov/reports/interval_report/981[4/21/2016 3:10:09 PM]
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Five-Year Interval Report

1. Growth

1a. SGP

1b. SGP Bottom 25%

2. Proficiency
2a. Percent Passing

2b. Composite School
Comparison

2c. Subgroup ELL
2c. Subgroup FRL

2c. Subgroup SPED

3. State Accountability
3a. State Accountability

Overall Rating

Scoring for Overall Rating

89 or higher: Exceeds Standard
<89, but > or = to 63: Meets Standard
<63, but > or = to 39: Does Not Meet

Standard

Less than 39: Falls Far Below Standard

8)
Points
Measure Assigned
Math o
Reading 75
Math
Reading 0
Points
(BRI Assigned
Math S0 b 75
.-
Math 14.9 75
Reading 11.5 75
Math NR 0
Reading NR 0
Math NR 0
Reading NR 0
Math NR 0
Reading NR 0
Points
BT Assigned
Overall Rating
88.44

Elementary School (6 to

Weight

12.5
12.5
12.5
12.5

Weight
11.25

11.25

11.25
11.25
0
0

0

0

0
0

Weight
5

100

Elementary School (7 to 8)
Points q
Measure Assigned Weight
56 75 12.5

46.5 50 12.5
65 75 12.5

63.5 75 12.5

Points q
Measure Assigned Weight
81.4 /
61.8 75 7.5
.

10.6 75 7.5
7.4 75 7.5
NR 0 0
NR 0 0

90.3 /

71.4 75 7.5
NR 0 0
NR 0 0

Points :
Measure Assigned Weight
N -
Overall Rating
76.88 100

Elementary School (6 to 8)
Points .
Measure Assigned Weight
50 75 12.5
46.5 50 12.5
63 75 12.5
42 50 12.5
Points :
Measure Assigned Weight
72.7 /
61.4 75 7.5
89.6 /
78.5 75 7.5
6.1 75 7.5
5.6 75 7.5
NR 0 0
NR 0 0
70 / 50.8 75 7.5
85/ 70.9 75 7.5
NR 0 0
NR 0 0
Points :
Measure Assigned Weight
B 75 5
Overall Rating
68.75 100

Academic Performance - Arizona Conservatory for Arts and Academics

School Name:
School Entity ID:
School Status:
Physical Address:

Phone:

Grade Levels Served:

1. Growth

1a. SGP

Arizona Conservatory for Arts and Academics School CTDS:

79982
Open

2820 West Kelton Lane
Phoenix, AZ 85053

602-266-4278

Charter Entity ID:
School Open Date:
Website:

Fax:

FY 2014 100t Day ADM:

Academic Performance Per Fiscal Year

Arizona Conservatory for Arts and Academics

9-12
2012
Traditional
High School (9 to
Points
Measure Assigned
Math 55 75

http://online.asbcs.az.gov/reports/interval_report/981[4/21/2016 3:10:09 PM]

12)
Weight
15

2013
Traditional
High School (9 to 12)

Points
Assigned

50

Measure

41

Weight

7.5

Hide Section

07-89-71-001
79981
09/09/2002

602-978-2764
209.445

2014
Traditional
High School (9 to 12)

Points
Assigned

75

Measure

52

Weight

7.5




Five-Year Interval Report

Reading 61 75 15 44 50 7.5 54 75 7.5
Math NR 0 0 50 75 7.5 7.5
1b. SGP Bottom 25% . -
Reading NR 0 0 64.5 75 7.5 51.5 75 7.5
3 0 P i . P : . P . .
2. Prof]C]ency Measure Ass(,)i]gnnt; 4 | Weight |  Measure Ass(,)i]gnnt; 4 | Weight | Measure Asgilgnnt; 4 | Weight
Math ol 75 | 1375 | Ot 75 10 |66.2/58 75 | 10
2a. Percent Passing . = 2 ;
2b. Composite School Math 9.2 75 11.25 4.1 75 7.5 7.4 75 7.5
Comparison Reading 12.9 75 11.25 5.9 75 7.5 8.5 75 7.5
Math NR 0 0 NR 0 0 NR 0 0
2c. Subgroup ELL :
Reading NR 0 0 NR 0 0 NR 0 0
Math NR 0 0 ol 75 | 375 | 80! 75 | 7.5
2c. Subgroup FRL - 1 ; » 1 ;
Reading NR 0 0 73.6 75 3.75 76.1 75 7.5
23.1 /
Math NR 0 0 75 7.5 NR 0 0
2c. Subgroup SPED 11.1
Reading NR 0 0 NR 0 0 NR 0 0
1 Point: q Point: q Point .
3. State Accou ntab]l]ty Measure As;)i1gnn; 4 | Weight [ Measure AS;‘gnn; 4 | Weight | Measure Ass(.)ilgnn: 4 | Weight
3a. State Accountability -- 5 B 75 5 _- 5
. Poi . Poi . Poi .
4. Graduation Measure As:i]gnr:; d Weight | Measure As:i]gnr:; d Weight | Measure As?ilgnntz d Weight
4a. Graduation OGN - DEORNNGTN c SN
Overall Rating Overall Rating Overall Rating Overall Rating
Scoring for Overall Rating
89 or higher: Exceeds Standard
<89, but > or = to 63: Meets Standard
<63, but > or = to 39: Does Not Meet 83 -44 100 75 100 84' 38 100
Standard
Less than 39: Falls Far Below Standard

Financial Performance Hide Section

Charter Corporate Name: Edkey, Inc. dba Arizona Conservatory for Arts and Academics
Charter CTDS: 07-89-71-000 Charter Entity ID: 79981
Charter Status: Open Contract Effective Date: 05/28/2002
Financial Performance Hide Section

Edkey, Inc. dba Arizona Conservatory for Arts and Academics

Fiscal Year 2014 Fiscal Year 2015

Near-Term Measures

Going Concern No Meets No Meets

Unrestricted Days 31.33 Meets 25.12 Does Not Meet

Liquidity

Default No Meets No Meets
Sustainability Measures (Negative numbers indicated by
parentheses)

Net Income ($1,744,718) Does Not Meet (51,265,948)  Does Not Meet

http://online.asbcs.az.gov/reports/interval_report/981[4/21/2016 3:10:09 PM]



Five-Year Interval Report

Eixgd Charge Coverage 1.06 Does Not Meet 1.10 Meets
atio
Cash Flow (3-Year $6,619 Does Not Meet $517,330 Meets
Cumulative)

Cash Flow Detail &y 5014 Fy2013  FY2012  FY2015 FY2014  FY 2013

by Fiscal Year

($427,650) $646,202 ($211,933)  $298,778 ($427,650) $646,202

Does Not Meet Board's Financial Performance Expectations

Operational Performance Hide Section

Charter Corporate Name: Edkey, Inc. dba Arizona Conservatory for Arts and Academics

Charter CTDS: 07-89-71-000
Charter Status: Open

Operational Performance

Charter Entity ID:

Contract Effective Date:

Click on any of the measures below to see more information.

79981
05/28/2002

Hide Section

Measure 2015 2016

1.a. Does the delivery of the education program and operation reflect the
essential terms of the educational program as described in the charter Meets --
contract?

Educational Program - Essential Terms No issue identified
1.b. Does the charter holder adhere with applicable education o »
requirements defined in state and federal law?

Services to Student with Disabilities No issue identified

Instructional Days/Hours No issue identified

Data for Achievement Profile No issue identified

Mandated Programming (State/Federal Grants) No issue identified
2.a. Do the charter holder’s annual audit reporting packages reflect sound Meets »
operations?

Timely Submission Yes Yes

Audit Opinion Unqualified Unqualified

Completed 1st Time CAPs

No issue identified

Second-Time/Repeat CAP

No issue identified

Serious Impact Findings

No issue identified

Minimal Impact Findings (3+ Years)

No issue identified

2.b. Is the charter holder administering student admission and attendance
appropriately?

Meets

Estimated Count/Attendance Reporting

No issue identified

Tuition and Fees

No issue identified

Public School Tax Credits

No issue identified

Attendance Records

No issue identified

Enrollment Processes

No issue identified

2.c. Is the charter holder maintaining a safe environment consistent with
state and local requirements?

Meets

Facility/Insurance Documentation

No issue identified

Fingerprinting

No issue identified

2.d. Is the charter holder transparent in its operations?

Meets

Academic Performance Notifications

No issue identified

Teacher Resumes

No issue identified

Open Meeting Law

No issue identified

http://online.asbcs.az.gov/reports/interval_report/981[4/21/2016 3:10:09 PM]



Five-Year Interval Report

Board Alignment

No issue identified

Inconsistency in
Reporting

2.e. Is the charter holder complying with its obligations to the Board?

Meets

Timely Submissions

No issue identified

Charter Governance
Notification

Limited Substantiated Complaints

No issue identified

Favorable Board Actions

No issue identified

2.f. Is the charter holder complying with reporting requirements of other
entities to which the charter holder is accountable?

Meets

Arizona Corporation Commission

No issue identified

Arizona Department of Economic Security

No issue identified

Arizona Department of Education

No issue identified

Arizona Department of Revenue

No issue identified

Arizona State Retirement System

No issue identified

Equal Employment Opportunity Commission

No issue identified

Industrial Commission of Arizona

No issue identified

Internal Revenue Service

No issue identified

U.S. Department of Education

No issue identified

3. Is the charter holder complying with all other obligations?

Meets

Judgments/Court Orders

No issue identified

Other Obligations

No issue identified

OVERALL RATING

Meets Operational
Standard

Last Updated: 2016-04-21 15:02:23
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Arizona Conservatory for Arts and Academics Middle School

Academic Performance

Edit this section.

Arizona Conservatory for Arts and Academics Middle School

1. Growth

Math
la. SGP -

Reading

Math
1b. SGP Bottom 25% -

Reading

2. Proficiency

Math
2a. Percent Passing

Reading
2b. Composite Math
School .
Comparison Reading

Math
2c. Subgroup ELL =

Reading

Math
2c. Subgroup FRL

Reading

Math
2c. Subgroup SPED :

Reading

3. State Accountability
3a. State Accountability

Overall Rating

Scoring for Overall Rating

89 or higher: Exceeds Standard

<89, but > or = to 63: Meets Standard
<63, but > or = to 39: Does Not Meet
Standard

Less than 39: Falls Far Below Standard

2012
Traditional
Elementary School (6 to

8)
Points

Measure Assigned

Weight

O
75 12.5
12.5
12.5
Measure Points Weight
Assigned
82/
60.2 75 11.25
-
14.9 75 11.25
11.5 75 11.25
NR 0 0
NR 0 0
NR 0 0
NR 0 0
NR 0 0
NR 0 0
Points ;
Measure Assigned Weight
e -
Overall Rating
88.44 100

2013
Traditional
Elementary School (7 to 8)

Points :
Measure Assigned Weight
56 75 12.5

46.5 50 12.5
65 75 12.5

63.5 75 12.5

Points :
Measure Assigned Weight
81.4/
61.8 75 7.5
R

10.6 75 7.5
7.4 75 7.5
NR 0 0
NR 0 0

90.3 /

71.4 75 7.5
NR 0 0
NR 0 0

Points ;
Measure Assigned Weight
A0
Overall Rating
76.88 100

2014
Traditional
Elementary School (6 to 8)

Points .
Measure Assigned Weight
50 75 12.5

46.5 50 12.5
63 75 12.5
42 50 12.5

Points .
Measure Assigned Weight
72.7 /
61.4 75 7.5
89.6 /

78.5 75 7.5
6.1 75 7.5
5.6 75 7.5
NR 0 0
NR 0 0

70 / 50.8 75 7.5

85/ 70.9 75 7.5
NR 0 0
NR 0 0
Points ;

Measure Assigned Weight
B 75 5
Overall Rating
68.75 100

http://online.asbcs.az.gov/schools/information/1526/arizona-conservatory-for-arts-and-academics-middle-school#academic-performance-tab[4/15/2016 3:42:54 PM]
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Arizona Conservatory for Arts and Academics

Academic Performance

Edit this section.

Arizona Conservatory for Arts and Academics

1. Growth
Math
1a. SGP
2 Reading
Math
1b. SGP Bottom 25% -
Reading
2. Proficiency
Math
2a. Percent Passing
Reading
2b. Composite Math
School .
Comparison Reading
Math
2c. Sub ELL
¢. subgroup Reading
Math
2c. Subgroup FRL
Reading
Math
2c. Subgroup SPED
Reading

3. State Accountability
3a. State Accountability

4. Graduation

4a. Graduation

Overall Rating

Scoring for Overall Rating

89 or higher: Exceeds Standard

<89, but > or = to 63: Meets Standard
<63, but > or = to 39: Does Not Meet
Standard

Less than 39: Falls Far Below Standard

2012
Traditional
High School (9 to 12)
Points A
Measure Assigned Weight
55 75 15
61 75 15
NR 0 0
NR 0 0
Points :
Measure Assigned Weight
69 /
55 4 75 13.75
9.2 75 11.25
12.9 75 11.25
NR 0 0
NR 0 0
NR 0 0
NR 0 0
NR 0 0
NR 0 0
Points :
Measure Assigned Weight
e -
Measure Az:iigr,nrmtz d Weight
e
Overall Rating
83.44 100

2013
Traditional
High School (9 to 12)
Points A
Measure Assigned Weight
41 50 7.5
44 50 7.5
50 75 7.5
64.5 75 7.5
Points :
Measure Assigned Weight
61.4 /
56.8 75 10
89.2 /
80.6 75 10
4.1 75 7.5
5.9 75 7.5
NR 0 0
NR 0 0
64.7 /
48.1 75 3.75
87.1/
73.6 75 3.75
23.1/
1.1 75 7.5
NR 0 0
Points :
Measure Assigned Weight
B 75 5
Measure Asgiignr:: d Weight
T
Overall Rating
75 100

2014
Traditional
High School (9 to 12)
Points :
Measure Assigned Weight
52 75 7.5
54 75 7.5
| EE
51.5 75 7.5
Points :
Measure Assigned Weight
66.2 / 58 75 10
N
7.4 75 7.5
8.5 75 7.5
NR 0 0
NR 0 0
63.9 /
49 1 75 7.5
94.1 /
76.1 75 7.5
NR 0 0
NR 0 0
Points :
Measure Assigned Weight
[ S [ R
Measure Pojnts Weight
Assigned

e

Overall Rating

84.38

100
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FINANCIAL RESPONSE
EVALUATION



Financial Performance Response Evaluation Instrument

Charter Holder Name: Edkey, Inc. dba Arizona Conservatory for Arts Required for: Renewal
and Academics Audit Year: 2014

Charter Holder Entity ID: 79981

Arizona State Board for Charter Schools (Board) staff completed the Financial Performance Response Evaluation Instrument for the Board in its
consideration of applicable requests made by the charter holder. “Not Acceptable” answers may adversely affect the Board'’s decision regarding
a charter holder’s request.

Measure Reason(s) for “Not Acceptable” Rating

1a. Going Concern
Acceptable OJ
Not Acceptable [J
Not Applicable

1b. Unrestricted Days Liquidity
Acceptable O]
Not Acceptable [J
Not Applicable

1c. Default
Acceptable
Not Acceptable
Not Applicable

X OO

In the response, Edkey describes events at three campuses that contributed to a net loss in 2015.
2a. Net Income e Sequoia Pathfinder at Eastmark (“Eastmark”) and Children First Academy Phoenix (“Children First”) —
Acceptable According to the response, the building of new homes slowed down in the development where Eastmark
Not Acceptable was located, which reduced the number of students within the attendance area. For Eastmark, Edkey
Not Applicable indicates a loss of revenue based on the budgets of approximately $1,100,000, but reduced to $600,000
after certain efforts by Edkey to mitigate the net loss. For Children First, Edkey indicates a loss of revenue of
$280,000, which was reduced to $150,000 after certain efforts by Edkey to mitigate the net loss. The
response does not provide the Eastmark or Children First budgets and the 2015 budgets submitted to the
Arizona Department of Education (ADE) do not show information specific to each charter school. Therefore,

OX O
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Measure

Reason(s) for “Not Acceptable” Rating

while Board staff was generally able to support the drops in enrollment and their effect on state
equalization for both campuses, Board staff was unable to identify budgeted expenses for Eastmark or
Children First and compare them to Eastmark’s and Children First’s expenses identified in the 2015 Annual
Financial Report documents submitted to ADE for these two charters. Had Edkey provided the Eastmark
and Children First budgets, these would have been considered in Board staff’s evaluation.

e  Pathfinder Academy (“Pathfinder”) — According to the response, issues with the contractor and being able
to get a certificate of occupancy resulted in Pathfinder having to start the year in a rented facility three
miles away. Edkey indicates Pathfinder lost approximately 40 students, which reduced revenues by
approximately $280,000. In addition, Edkey indicates it had “to incur additional costs of renting the
temporary facilities for the five months of the school year. This with other additional expenses, added
approximately $50,000 to the company’s cost.” Edkey’s audits show that lease costs generally increased in
2015 by approximately $50,000. However, the response does not support the costs if Pathfinder had been
able to begin the year in its new building. Had Edkey provided the Pathfinder school budget and internal
management reports to support the extra lease costs vs. starting the school year in the new building, these
would have been considered in Board staff’s evaluation.

e Using the information included in the response, the total financial impact of the events described above
would be $1,080,000, which falls short of addressing the entire $1,265,948 net loss in 2015. Had Edkey
provided further explanation, along with supporting documentation, this would have been considered in
Board staff’s evaluation.

Edkey indicates, but does not support, “The results of all of increase in enrolments, reconsolidation of sites and
refinancing of the 2006 bond will result in an approximate net income of $400,000 for the 2016-2017 fiscal year.”
Edkey provides an “Edkey, Inc. Proforma Financial Information” document that includes revenues and expenses for
2017-2022 and also shows the impact of the refinancing of the 2006 bond. The document shows an increase in net
assets of $4,523,334. However, after taking into account the $4,746,395 in interest on the debt service, the result is
a net loss of approximately $223,000 for 2017. While the Proforma document appears to show a net loss in 2017,
Edkey projects net income of approximately $130,000 in 2018 after bond interest is deducted from the “Increase in
Net Assets”.

2b. Cash Flow
Acceptable
Not Acceptable [
Not Applicable [

2c. Fixed Charge Coverage Ratio
Acceptable
Not Acceptable [
Not Applicable [
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APPENDIX D
FINANCIAL RESPONSE



Financial Response

Edkey, Inc. Ended the June 30, 2015 fiscal year with a net loss of $1,266,000. This loss was attributed to
a number of factors. Specifically:

Sequoia Pathfinder at Eastmark: This school opened in August 2014 with a projected enrollment of 300
students. The ADM for this school for the year ended June 30, 2015 was 135 a difference of 175
students. This was a result of the development where the school was built slowed down the building of
new homes which reduced the number of students with in a reasonable attendance area of the school.
This resulted in a loss of revenues based upon budgets of approximately $1,100,000 while the schools
was able to mitigate the loss in revenues by not hiring all of the projected staff the direct cost of the
building and its operation and depreciation was not covered by those changes. This school’s loss for that
fiscal year was approximately $600,000.

Pathfinder Academy: This school had been open a number of years and a new building was built to open
in August 2014 with a budgeted enrollment of 290 students. Due to issues with the contractor and being
able to get a certificate of occupancy we had to open this school in a rented facility three miles away
from for the new building and the previous site where the school had operated. The loss of student was
approximately 40 students which reduced our revenues by approximately $280,000. In addition we had
to incur addition costs of renting the temporary facility for the five months of the school year. This with
other additional expenses, added approximately $50,000 to the company’s cost.

Children First Academy Phoenix: This school had a loss of approximately 50 students in the 2015 school
year. This created an additional loss in revenues of $280,000. While we were able to mitigate the loss of
these revenues by reducing other expenses this still result in an approximate $150,000 loss in the 2015
fiscal year.

Current

Sequoia Pathfinder Eastmark: In the current year we have been able to increase the enrollments at
Sequoia Pathfinder Academy Eastmark from the 135 to 289 and for the coming 2017 school year the
current enrollments are approximately 400 which will provide and additional $1,600,000 in revenues.

Pathfinder Academy: We were able to move into the new building in late December of 2014 and have
the enrollments for the 2016 school year were 280 and we have enrollments for the 2017 school year
for 310. The increase in enrollments will provide an additional $400,000 in revenues with and addition
increase in expenses of approximately $200,000 providing a $200,000 reduction in the net loss.

In addition to the increase in enrollment at these two school the company had determined that it will
consolidate the Children First Academy Tempe students to the Sequoia Charter School site in Mesa. This
will provide a net reduction in expenses of approximately $500,000 from reduced rents, utilities,
duplication of staff and other expenses. We also have elected to end the lease for the facility at Gilbert
and University in Mesa that houses the Sequoia Choice Arizona Distance Learning School. This school

will be moved to the same site as the Sequoia Lehi School in north Mesa. This will result in a reduction of
$250,000 in expenses related to that site in rents and utilities as well as making the use of the Lehi site
more efficient.



The Company is also in the process of refinancing its 2006 Bond which will result in a saving of
approximately $400,000 per year.

The results of all of increase in enrolments, reconsolidation of sites and refinancing of the 2006 bond
will result in an approximate net income of $400,000 for the 2016-2017 fiscal year. We are attaching
copies of the letters terminating the two leases discussed above as well as the Proforma budgets that is
being used for the refinancing of the 2006 bond to reflect the enrollments and the net effect of the cost
savings for the next 5 years.
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Edkey, Inc.

1460 S Horne
Mesa, Arizona 85204
480-461-3200
FAX 480-649-0747

January 12, 2016

Earnest Rose, Superintendent

Elyssa Dear, Business Manager

Maricopa County Regional School District No 509
3409 W Whitton Ave

Phoenix, AZ 85017

RE: Lease 1938 E Apache Blvd.
Tempe, Arizona
NOTICE OF LEASE TERMINATION

We have appreciated the ability to lease the school and after deliberation regarding the renewal of the
lease going forward we have made a determination that we will not be renewing the lease. We have
enjoyed our relationship with the district and the lease of the building. This was not an easy decision to
make however we feel that it is in the best interest of our students that we transfer them to an existing
school that is closer for a large majority ¢f them than this site,

We will be ending our lease and maving out by June 30, 2016. After we move out we would like to waik
through the school with you when you do your move-out inspection, We will be in contact with you to
set up the date and time of that walk through close to the termination date. We will arrange for all of
the utilities to he TURNED-OFF when we move out. If you would like us to transfer the accounis to your
name, please tell the power company and let me know, If we do not hear from you about the utilities,
we will have them turned-off,

Again thank you for the great relationship which we have had over the last six years.

Sincerely,

e

Patric R. Greer CFO/Secretary
Edkey, Inc.




Edkey, Inc.

1460 S Horne
Mesa, Arizona 85204
480-461-3200
FAX 480-649-0747

February 23, 2016

Gilbert Square Shopping Center LLC
MBP Reality Services, Inc.

1450 E Indian School Read Suite 104
Phoenix, AZ 85014

RE: Lease 323 North Gilbert Road Suites 104-113
Mesa, AZ

NOTICE OF LEASE TERMINATION

We have appreciated the ability to lease the school and after deliberation regarding the renewal of the
lease going forward we have made a determination that we will not be renewing the lease. We have
enjoyed our refationship with you and the lease of the building. This was not an easy decision to make
however we feel that it is in the best interest of our students that we transfer them to an existing school
that is closer for a large majority of them than this site.

We will be ending our lease and moving out by june 30, 2016. After we move out we would like to walk
through the school with you when you do your move-out inspection, We will be in contact with you to
set up the date and time of that walk through close to the termination date. We will arrange for all of
the utilities to be TURNED-OFF when we move out. If you would like us to transfer the accounts to your
name, please tell the utility companies and let me know. If we do not hear from you about the utilities,
we will have them turned-off,

Again thank you for the great relationship which we have had over the last nine years.

Sincerely,

e =

Patric R, Greer CFO/Secretary
Edkey, Inc.
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Capital Markets

March 16, 2016

Patric Greer
CFO/Secretary
EdKey, Inc,
1460 S. Horne
Mesa, AZ 85204

Re: Engagement Letter
Dear Mr. Greer:

This letter (the “Agreement”) confirms that EdKey Inc. (the “Company”) has engaged BB&T
Capital Markets, a division of BB&T Securities, LLC (“BB&T Capital Markets™} to act as the Company’s
exclusive structurer and placement agent/underwriter in connection with the financing of Series 2016 (the
“Transaction” or the “Financing™).

As part of our services, we may provide advice concerning the structure, timing, terms, and other
similar matters concerning an issue of municipal securities that we are underwriting/placing. However,
we are serving as or intend to serve as an underwriter and not as a municipal advisor in the transaction.
The Company acknowledges and agrees that: (i) the primary role of BB&T Capital Markets, as an
underwriter/placement agent, is to purchase securities, for resale to investors, in an arm’s-length
comimercial transaction between the Company and BB&T Capital Markets and that BB&T Capital
Marlets may have financial and other interests that differ from those of the Company; (ii) BB&T Capital
Markets is not acting as a municipal advisor, financial advisor, or fiduciary to the Company and has not
assumed any advisory or fiduciary responsibility to the Company with respect to the transaction
contemplated hereby and the discussions, undertakings and procedures leading thereto (irrespective of
whether BB&T Capital Markets has provided other services or is currently providing other services to the
Company on other matters}; (iii) the only obligations BB&T Capital Markets has to the Company with
respect to the transaction contemplated hereby expressly are set forth in this agreement; and (iv) the
Company has consulted its own financial and/or municipal, legal, accounting, tax and other advisors, as
applicable, to the extent it deems appropriate, which the Company is encouraged to do. If the Company
would like a municipal advisor in this transaction that has legal fiduciary dutics to the Company, then the
Company is free to engage a municipal advisor to serve in that capacity and to so notify BB&T Capital
Markets in accordance with applicable SEC and MSRB rules,

During the coming months, we will work with vou, and other members of the financing team to
define and finalize an appropriate financing structure (which may inclode taxable and/or tax-exempt
alternatives), establish a financing calendar, assemble the requisite resources as well as efficiently execute
the transaction consistent with your timing and financial objectives. If the appropriate financing structure
includes a tax-exempt offering, then further disclosures shall be provided to the issuer pursuant to MSRB
Rule G-17.

901 Fast Byrd Street, Suite 260 * Richmond, VA 23219

BB&T Capital Markels is a division of BB&T Secwiilles, LLC. Member FINRA/SIPC. BBET Securifies, LLG iz a wholly owned nenbank subsidiary of BB&T Corperation, is not a bank, and is separate from any BB&T bank or nonbank subsidiary.
Seourities and insuranee produsts or annuities sold, offered, or reconunended by BB&T Securilies are 1ot a deposit, nal FDIG Insured, ret g by a Lank, not gt by any federal govamment agiency and may lose valuo.




EdKey, Inc.
March 16, 2016
Page 2

1. Services:

The Company hereby retains BB&T Capital Markets and BB&T Capital Markets hereby agrees (o
provide the following services in connection with the Transaction and such other services as may be
determined to be necessary or appropriate by either BB&T Capital Markets or the Company in its reasonable
discretion (the "Services"):

{a) Review the financing structures available to the Company, including identifying and
comparing the advantages and disadvantages of alternative structures to defermine the
appropriate plan of finance to provide a cost-effective means of financing while taking into
account the Company’s organizational, business and Transaction objectives.

{b) Assist in structuring {including soliciting credit commitments from banks and/or other
institutional investors, as applicable) those terms and conditions for the debt such ag
maturities, interest rates, call features, security features and defining covenants for
consideration and agreement, which, in combination, meet the requirements and objectives
of the Company along with specific project, general market and economic conditions
prevailing during the project and finance planning period and at the time of financing,

{(c) Provide reasonable assistance to the Company and other members of the financing team in
coordinating discussions with and securing the approval of any Issuer to issue the debt and
in securing any other approvals or regulatory matters, as requested.

(d) Assist the Company, underwritet’s counsel and other metnbers of the financing team in the
preparation of a Private Placement Memorandum and/or Preliminary and Final Official
Statement, or other documents which describes the Company and the Transaction.

{e) In cooperation with the Company and underwriter’s counsel (the specific firm to be
determined), undertake due diligence review of the operations, financial condition,
capabilities and constraints of the Company and assist where necessary with the
documentation necessary o undertake the Transaction, including but not limited to the
authorizing resolutions, bond purchase agreement(s) and/or placement agreement(s) and
prefiminary and final official statements/placement memoranda distributed to potential
investors, as required.

H Use its best efforts to market the Transaction, serving as Underwriter/Placement Agent of
the Transaction, and subject to a mutually satisfactory bond purchase agreement and
other customary documentation and coordinate with all parties so as to consummate the
sale of the bonds, if applicable.

() Over the course of the financing process, make BB&T Capital Market representatives
available for meetings with the Company, the Issuer and other members of the financing
team, as requested.

(h) Provide such other investment banking related services as may be reasonably requested by
the Company in connection with the Financing contemplated herein and permissible under
the Underwriter Exemption provided by the SEC’s Municipal Advisor Rule, if applicable.

The acceptance and/or rejection of Services provided by BB&T Capital Markets are at the sole
discretion of the Company.




EdKey, Inc.
March 16, 2016
Page 3

2. Fees:

The Company acknowledges and agrees that BB&T Capital Markets is the Company’s exclusive
structuring and placement agent/underwriter for the Transaction. The Company agrees to pay BB&T Capital
Markets the following compensation relating to the Services described herein as follows:

$20 per bond or (2.00% of par amount)

3. Expenses;

The Company acknowledges it will be responsible for reimbursement of all reasonable underwriting
and out-of-pocket expenses of BB&T Capital Markets associated with the Transaction. Such additional
expenses, billed at actual cost and payable at closing, are not included in BB&T Capital Markets™ Fee.
BB&T Capital Markets will work with the Company to provide a detailed estimate of all fees and expenses
associated with the Transaction. The Company will be solely responsible for payment of its own out-of-
pocket costs and expenses.

4. Indemnification:
The indemnification provisions which are attached hereto as Addendum A are hereby incorporated
herein.

3. Cooperation:

In connection with this engagement, the Company agrees to assist BB&T Capital Markets by
providing such information regarding the Company and the Transaction as may be reasonably requested by
BB&T Capital Markets, and causing management of the Company, as well as members of the financing
team, reasonably available to BB&T Capital Markets and investors. The Company represents and warrants
that (i} all information provided by the Company will be complete and correct in all material respects when
provided and will not contain any untrue statement of a material fact or omit to state a material fact necessary
to make the statements contained therein not misleading, (ii) all information provided to BB&T Capital
Markets will be prepared by the Company in good faith and using assumptions deemed reasonable by the
Company under the prevailing circumstances at the time assumiption is made, and (iii) the Company will
promptly notify BB&T Capital Markets of any material developments or changes to the Company’s
operating and/or financial status. The Company further agrees that BB&T Capital Markets may rely on such
information provided by the Company without independent verification and that BB&T Capital Markets does
not assume any responsibility for the accuracy or completeness of any such information, Additionally,
working in collaboration with BB&T Capital Markets and other members of the financing team, the
Company agrees to secure the approval of any Issuer to issue the Transaction and, as part of the process, have
BB&T Capital Markets named as the sole book-running senior manager for the Transaction, as applicable.

The Company agrees that if the Company or any of its affiliates receives any inquiry relating to
investor interest from an investor the Company will promptly inform BB&T Capital Markets of such inquiry.

6. Term:
Subject to the provisions of Paragraph 7 hereof, the terin of this Agreement will begin on the date

this Agreement is executed by the Company and will continue until the Financing occurs or this Agreement
is terminated.
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7. Termination:

Any party may terminate this Agreement at any time upon prior written notice from the
terminating party to the non-terminating party with or without cause; provided, that, BB&T Capital
Markets shall be paid all reimbursable expenses incurred up fo but not including the date of
termination, BB&T Capital Markets shall be under no obligation to proceed if (i) in the course of
exercising due diligence it obtains information which, in its sole opinion, would have a
substantially adverse effect on the marketing of the Transaction, or (ii) it finds that it is unable to
perform its duties because of the Company’s failure to cooperate as outlined in Paragraph 5 above.

8. Confidentiality:

BB&T Capital Markets agrees that any information received from the Company duting the term of
this Agreement is confidential and will be used by BB&T Capital Markets solely in the course of the
performance of its services hereunder and, except for such information as may be approved by the Company
for delivery to prospective parties to the Transaction, BB&T Capital Markets agrees not to disclose such
information to any person without the consent of the Company, except BB&T Capital Markets’ or its
affiliates, officers, employees or agents who need to know the information in furtherance of the Services or
the Transaction.

9. No Third Party Benefits:

The Company acknowledges and agrees that BB&T Capital Markets has been retained by the
Company only and thai the services provided by BB&T Capital Markets hereunder are solely for the benefit
of the Company and are not intended to confer any rights on any other entities or persons, including, without
limitation, any stockholders or other security holders, employees or creditors of the Company, No other
entity or person is entitled to rely in any way on this engagement or any advice given or statements made to
the Company hereunder,

The Company acknowledges and agrees that neither BB&T Capital Markets nor any of its affiliates
are providing any legal, (ax, accounting or regulatory advice in any jurisdiction. The Company shall consult
with its own advisors concerning such matters and shall be responsible for making its own independent
investigation and appraisal of the risks, benefits and suitability of the Transaction, and neither BB&T Capital
Markets nor any of its affiliates shall have any responsibility or liabitity to the Company with respect thereto.

The Company acknowledges and agrees that it is capable of evaluating and understanding and
understands and accepts the terms, risks and conditions of the Transaction contemplated by this
Agreement and that BB&T Capital Markets (i) is not the agent or fiduciary of the Company, its members,
affiliates, creditors or employees or any other party; (ii) has not assumed and will not assume a fiduciary
responsibility in favor of the Company with respect to any of the transactions contemplated hereby; (iii)
BB&T Capital Markets and its affiliates may be engaged in a broad range of transactions that involve
interests that differ from those of the Company and that BB&T Capital Markets has no obligation to
disclose any of such interests by virtue of any fiduciary or advisory relationship; (iv) the Company shall
consult with its own advisors and shall be responsible for making its own independent investigation and
appraisal of the transaction contemplated hereby; and (v) the Company waives, to the fullest extent
permitted by law, any claims it may have against BB&T Capital Markets for breach of fiduciary duty or
alleged breach of fiduciary duty.
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10. Limitation of Liability:

In no event will BB&T Capital Markels or any of its parent company, subsidiaries or affiliates or any
of its or their board of directors, officers, employees, agents or successors or assigns (hereafter, the "BB&T
related parties") be liable for any damages or liabilities of any kind arising out of or relating to the Agreement
or the services to be provided hereunder, except to the extent that such damages or liabilities directly resulted
from the gross negligence or willful misconduct of BB&T Capital Markets. Except for any obligalions
under Section 5, in no event will Edkey or any of its parent company, subsidiaries or affiliates or any of its or
their board of directors, officers, employees, agents or successors or assigns (hereafier, the "Edkey related
parties") be liable for any damages or liabilities of any kind arising out of or relating to the Agreement or the
services to be provided hereunder, except to the extent that such damages or liabilities directly resulied from
the gross negligence or willful misconduct of Edkey.,

11. Affiliates of BB&T Capital Markets:

The Company acknowledges that various subsidiaries and affiliates of BB&T Capital Markets
provide full-service investment banking, securities trading and brokerage services to customers in the
ordinary course of their business. BB&T Capital Markets and one or more of such BB&T Capital Markets
subsidiaries and affiliates may from time to time own or hold securities, options or other derivatives related to
the securities of the Company and other parties interested in the Transaction. Subject to the confidentiality
paragraph above, nothing contained in this Agreement or in any other agreement between the parties will
prevent or otherwise limit BB&T Capital Markets or its parent company, subsidiaries or affiliates from
carrying on any investment banking or other business with the Company or any other entity or person or from
carrying on its other business as currently conducted or as it may be conducted in the future.

12, Enfire Agreement:

This Agreement and the attached indemmification and reimbursement provisions embody the entire
agreement and understanding between the parties hereto, If any provision of this Agreement is determined to
be invalid or unenforceabie in any respect, such determination will not affect such provision in any other
respect ot any other provision of this Agreement, which will remain in full force and effect. This Agreement
may not be amended or otherwise modified or waived except by an instrument in writing signed by both the
Company and BB&T Capital Markets.

13. Governing Law:

This Agreement shall be governed by and construed in accordance with the laws of the State of
Arizona without reference to the conflict of laws principles thereof. With regard to the obligations of the
Company, this agreement shall be governed by and construed in accordance with the laws of the State of
Arizona, The Company and BB&T Capital Markets specifically agree that the federal and state courls in the
District Court in Phoenix, Arizona will have exclusive jurisdiclion over any suit, action, proceeding,
complaint or other dispute between the parties arising out of or relating to this Agreement or the services
provided by BB&T Capital Markets hereunder, and any such suit, action, or proceeding will be brought only
in one of such courts. With respect to any such suit, action, proceeding, complaint or other dispute, (i) each
party irrevocably submits to the exclusive jurisdiction of the federal and state courts in the District Court in
Phoenix Arizona and (ii} each party irrevocably waives any objection which it may have at any time to the
venue of any such suit, action or proceeding brought in either such court; irrevocably waives any claim that
any such suit, action or proceeding brought in either such court has been brought in an inconvenient forum
and irrevocably waives the right to object, with respect to any such suit, action or proceeding brought in
either such court, that such court does not have jurisdiction over such party. Each party also waives any
rights to a trial by jury.
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If the terms of this engagement as set forth in this Agreement are satisfactory to the Company, please
sign both copies of this Agreement and the attached Addendum A, maintain one copy for your files and
return the other to us.

We look forward to working witl: you on this engagement and appreciate very much the opportunity
to be of service to you.

Very truly yours,

BB&T Capital Markets,
a division of BB&T Securities, LLC

By: Paw!aw @mml@\/ By lagttins A (7 e

Name: Paula Permenter Name: Matt O’'Meara

Title:  Managing Direcior Title:  Senior Vice President
Accepted:

EdKey Inc.

w Gl A

Name:
Tite: (O

Date: ‘3‘/7’2"/ 20| b

Signature page to the Engagement Letter dated March 16, 2016
By and between BB&T Capital Markets and EdKey, Inc.




ADDENDUM A

BB&T Capital Markets, a division of BB&T Securities, LLC (*“BB&T Capital Markets™) has
been engaged by EdKey, Inc. (the “Company™) pursuant to a letter agreement dated as of March 16, 2016
(the “Agreement™) to which this Addendum A is attached.

In consideration for BB&T Capital Markets™ agreement to provide the Services described in the
Agreement, the Company hereby agrees that it will (a) defend, indemnify and hold harinless BB&T Capital
Markets, its parent company, subsidiaries and affiliates and its and their directors, officers, employees, agents
and successots and assigns {each, an “Indemnified Person™) from and against any losses, suits, actions,
claims, damages, costs and/or other liabilities which any Indemnified Person may incur as a result of, relating
to or arising out of or in connection with (i) any actions or omissions of the Company or any one or more of
its officers, members, employees or advisers arising out of the Agreement or the Transaction (as defined in
the Agreement), (ii) the Agreement or the Services performed or to be performed by BB&T Capital Markets
there under, (iii} any securities or other filings made by the Company, or (iv) any transaction involving or
relating to the Company, and (b} reimburse each Indemmified Person for any legal or other expenses
reasonably mcutred by it, him or her in connection with investigating, preparing to defend or defending any
lawsuits, claims or other proceedings atising in any manner out of or in connection with any matters set forth
in (i) through (iv) above, provided, however, that no such indemnification shall be required to be paid to
an Indemnified Party with respect to a Claim that is finally determined by a court of competent
jurisdiction (after exhaustion of all appeals) to have resulted primarily and proximately from the gross
negligence, bad faith or willful misconduct of such Indemnified Party.

If the foregoing indemnity is unavailable or insufficient for any reason to hold any Indemnified
Party harmless in an instance when such Indemnified Party is entitled to indemnification under the first
paragraph of this Annex A, then the Company shall contribute to any amounts paid or payable by an
Indemnified Party in such proportion as appropriately reflects the relative fault of the Company and such
Indemnified Party, as well as any other equitable considerations. For purposes hereof, the relative fault of
each Indemnified Party and the Company shall be determined by reference to, among other things,
whether the actions and omissions to act were by such Indemnified Party or the Company and the parties’
relative intent, knowledge, access to information, and opportunity to correct or prevent such action or
omission,

All amounts due to an Indemnified Party hereunder shall be payable by the Company promptly
upon request by such Indemnified Party. In addition, the Company shall pay all reasonable costs and
expenses (including attorneys’ fees} incurred by an Indemnified Party to enforce the terms of this Annex
A.

The Company further agrees that if the defendants in any such action include one or more
Indemnified Persons and the Company and the Indemnified Persons and the Company shall have been
advised by counsel that representation of such Indemnified Persons and the Company by the same attorney or
firm of attorneys may be inappropriate under applicable standards of professional conduct due to actual or
potential differing interests between them, the Indemnified Persons shall have the right to select separate
counsel (reasonably satisfactory to the Company) to defend such action on behalf of such Indemnified
Persons. It is understood that the Company shall, in connection with any such action or separate but
substantially similar or related actions in the same jurisdiction arising out of the same general allegations or
circumstances, be liable for the reasonable fees and expenses of only one separate firm of atlorneys together
with appropriate local counsel at any time for all Indemnilied Persons.

Promptly after its receipt of notice of the commencement of any action or proceeding, any
Indemnified Person will, if a claim in respect thereof is to be made against the Company pursuant to this
Addendum A, notify the Company in writing of the commencement thereof; but omission so to notify the
Company will not relieve the Company from any liability which the Company may have to any
Indemnified Person, except the Company’s obligations to indemnify for losses, claims, damages,




liabilities or expenses to the extent that the Company suffers actual material prejudice as a result of such
failure. If the Company so elects, it may assume the defense of such action or proceeding in a timely
manner, including the employment of counsel (reasonably satisfactory to BB&T Capital Markets) and
payment of expenses, provided that the Company permits an Indemnified Person and counsel retained by
an Indemnified Person at such Indemnified Person’s expense to participate in such defense.

The Company will not, without BB&T Capital Markets’ prior written consent which shall not be
unreasonably withheld or delayed, settle or compromise or consent to the entry of any judgment in any
pending or threatened claim, action, suit or proceeding in respect of which indemnification or contribution
may be sought under this letter, uniess such settlement, compromise or consent includes an express,
complete and unconditional release of BB&T Capital Markets and each other Indemnified Person from all
liability and obligations arising therefrom. Without the Company’s prior written consent, which shall not
be unreasonably withheld, delayed or conditioned, no Indemnified Person shall settle or compromise any
claiin for which indemnification or contribution may be sought hereunder,

In addition, neither BB&T Capital Markets nor any of its affiliates, or any of its or their
respective officers, directors, controlling persons (within the meaning of Section 15 of the Securities Act
of 1933 or Section 20 of the Securities Exchange Act of 1934), employees or agents shall have any
liability to the Company or its security holders or creditors, or any person asserting claims on behalf of or
in the right of the Company (whether direct or indirect, in contract, tort, for an act of negligence or
otherwise) for any losses, fees, damages, Habilities, costs, expenses or equitable relief arising out of or
relating to this Agreement or the services to be rendered hereunder, except losses, fees, damages,
liabilities, costs or expenses that arise out of or are based on any action of or failure to act by BB&T
Capital Markets and that are linally determined (by a court of competent jurisdiction and after exhausting
all appeals) to have resulted primarily from the gross negligence, bad faith or willful misconduct of
BB&T Capital Markets, in which case the Company shall be entitled to indemnification from BB&T
Capital Markets in an amount up to but not exceeding the amount of the amount of the Fees actually paid
by the Company to BB&'T Capital Markets.

Accepted:
EdKey, Inc.

By L~ ‘
Name'™ péekree - (ore e

Title: O

Date: %// Z2 / 20 b

Signature page to Addendum A of the Engagement Letter
Dated March 16, 2016 by and between BB&T Capital Markets
And EdKey, Inc.




Edkey, inc.
1460 S. Horne St.
Mesa, Arizona 85204

Net Income

The June 30, 2014 Financial Statements reflect a net loss of $1,744, 718. This is a direct result of our
continued expansion during this period, which increased expenses due to increased capacity, while we
have not yet realized the increased enroliment those expansions will afford us. In FY 2014 we opened an
additional 135,000 square feet of educational space, the enrollment that we projected for 2014 was not
achieved due to delays in construction. Enrollment growth will be accomplished over 2-3 years and
result in positive net income. In addition, that loss includes depreciation and amortization. Our EBITDA,
which is a an accepted measurement taking into account the different effects of disparate forms of
financing, asset collection and acquisitions, is a positive $4,742,068 (after taking out the $213,449 in
amortization, the $2,359,798 in depreciation, and the $3,913,539 in interest). In future years we will be
working toward lowering our annual loss, which will be lowered during Fiscal Year 2015.

Cash Flow

While the cash flow of the corporation sat at a negative $427,650 for the FY 2014, two of the biggest
aspects of that was the $1.7 million loss and a net of $16,648,623 in property and equipment purchases.
As we grow our enrollment due to our increased capacity, we will see that net loss decrease, and we will
reduce our capital spending program, thus improving our cash flow position. It is not uncommon in
businesses for cash flow to fluctuate from year to year, for which the current methodology does not
account. Under the current system, even if the cash flow over three years is still a positive, if two of
those three years is not positive, then the requirement is not met, which is a relatively common
occurrence, particularly in companies which are in an expansion mode. That being said, based on our
soon to be submitted audit for the past year, this financial measure will be changing from a “Does Not
Meet Standard” to a “Meets Standard”, as we will have an overall positive cash flow over our last 3
years, and two out of three positive years of cash flow including the latest year.

Fixed Charge Coverage Ratio

Currently our ratio sits at 1.06. The largest component of the ratio is the year’s net loss. Going forward
we are reducing that loss, bringing us up over the 1.10 threshold.
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