Headwaters Fund Board Meeting

February 17, 2009
Prosperity Center – Conference Room

520 E Street, Eureka

 Minutes

Members Present: Mark Burtchett, Patrick Cleary, Kathy Moxon, Jon Sapper, Alex Stillman and Paul Ziegler
Members Absent: Dan Opalach
Others Present: 6 members of the public
1.
Opening

a.
Approval of January 20, 2009 minutes – Alex Stillman brought the meeting to order at 12:30. Motion made by Paul Ziegler to accept minutes from previous meeting, second by Jon Sapper, so carried.

b. Public comment on non-agenda items – None

2.
Humboldt Creamery 
Chair Patrick Cleary recused himself and was not in the room for the following presentation and discussion of this item.
Request received from Humboldt Creamery for the Headwaters Fund Board to consider a $2.5m investment in the company. The company is seeking a total of $5m in community investments. As a local company, their preference is to find local investors. They will only go outside the area if needed. They are offering a coupon rate of 7.87% for investors. A PowerPoint presentation was given by Len Mayer which highlighted the history and growth of the company:
· In businesses since 1929, now annual sales of $130m
· Oldest independent dairy co-op in California
· Steady growth with a diverse product portfolio
· Benefiting from a major trend toward organic and natural foods

· The market shows a continued growth in branded products – they are building Humboldt Creamery brand name recognition
· Growing international demand for dairy based protein
· Dairy markets will be driven by demand not surplus

· Higher grain prices will favor pasture based production

· The US will be the major supplier of dairy protein world wide 

The $5m in new equity raised through this offering would go to make capital investments at the Fernbridge plant and to support building the Humboldt Creamery brand throughout the western United States.

A discussion followed on the competitive advantage Humboldt Creamery has in being able to provide pasture based products. Humboldt Creamery uses a process to extend the manufacturing shelf life of powdered products from six months to one year.  These dairy based powder products are in high demand internationally and Humboldt Creamery plans to increase their international presence.



Questions and Comments from the Board:

What are the risks for the future? Developing the brand is the biggest risk –specifically on the ice cream side.  Their production capacity is solid.  Their focus will be on marketing west of the Rockies. When will the annual audit be ready?  In April. What if the company was purchased?  It would depend upon the contract, but generally, in the case of a purchase, all debt would be paid first and then the equity holders would be paid.

The Board discussed the ability of the Headwaters fund to invest in local companies. There is a provision in the charter for equity and near-equity investments to be made from the Revolving Loan Fund.  Board members were concerned that we need a process for due diligence.  
Vice-Chair Alex Stillman asked how the Board would like to proceed. The consensus was that more information is needed.  This is the first request of its kind to come before the Board. Staff needs to research and come up with a recommendation for a process for due diligence.  The Headwaters Fund Board needs a process for investigating and deciding upon equity investments.  Outside consultants would need to be brought in.  A decision was made to put the issue on the March agenda to discuss further. 

3.
Airport Community Investment Fund Grant Request 
Patrick took over the meeting at this point.  
Jacquelyn Hulsey, Airport Manager, presented a request for $515,000 from the Community Investment Fund for runway improvements. The airport has an opportunity for an 8 million dollar grant; they are trying to find match funding of $515,000. They have put $13 million into the work that’s been done at the airport so far.  The goal is for the runway to get back the 800 feet necessary to return the airport to the 6000 feet utilizable runway that was available before.  $5m of the $8m grant would be for construction; would provide jobs locally, the rest would be used to purchase the specialized barriers necessary to comply with FAA rules.
The FAA grant can’t be confirmed until match is met.  The money from the FAA is coming from the Stimulus bill.  Individual projects will access them on a first come, first serve basis.  
Questions and Comments from the Board: 
If you don’t get Headwaters money, what will you do?  Would have to try and get a loan.  Would a loan be an option here?  It would be, but there is nothing to back it up; there’s no collateral.  The time frame is very tight, the first projects ready with match will receive funding. Potential revenue for loan payback through the Passenger Facility Charges (PFC) won’t be available until the current loans are paid off in 2011. It is unknown what the PFC program will look like at that time. How long do you have to secure this piece?  30 days would be ideal.  Are there more improvements after this?  Yes.  How big of a problem is this right now?  Every time we have bad weather this affects flights.  We don’t meet FAA requirements.  Different airplanes have different requirements.  Does this allow planes to land that otherwise could not come in?  Yes.  Are the airport guarantee funds set aside for Delta airlines by Headwaters being used?  Not to date.  Who would you go to for a loan?  We would try to get a loan from Headwaters.  If we’re willing to do this on a grant basis, why can’t we do this as a loan?  We could always make a loan with no collateral.  All loans have been based on a repayment plan through airport users.  PFC go to pay for improvements.  Currently the federal program for PFC for the future is on hold. If it is reinstated details should be confirmed by summer of 2011. Is this an item we want to address today?  This was applied for as a CIF grant.  Motion made by Kathy Moxon to make this as a non-interest bearing loan with no payments, with a review period after August 2011 for a repayment schedule.   In 2011, looking at revenue from the airport this may have to become a grant; to be decided later by the Board.  Is there an implied interest rate?  Zero percent.  Motion seconded by Alex Stillman, three ayes, three nays.  Not opposed to the project but would like more time to see how this fits with the other proposals that came in requesting these funds. We should look at the overall picture of the Community Investment Fund. Total balance of the fund is $3.28 million.   Revisit at the end of this meeting.  What other alternatives are there for funding?  Not known.  Airlines are looking at destinations; bottom line is they need to make a profit. At the end of the meeting the motion was revisited, Motion carried, vote was unanimous.
4. 
Kimtu Meadows CIF Pre-Development Loan 
Proposal from Kimtu Meadows Mutual Water District for a $100,000 loan from the Community Investment Fund. This item was carried over from last month’s agenda while staff sought answers to questions and concerns from the Board. This is a 50/50 participation loan with RCAC who would also be providing $100,000 for a total loan amount of $200,000. RCAC is the same partner Headwaters worked with successfully on the Rio Dell water system loan. RCAC does the due diligence and negotiation with Kimtu Meadows on the loan. Kimtu Meadows needs bridge funding to do the predevelopment work to secure state funding. They are currently under a boil order for their water supply.  The loan will allow them to access state funds to hook up to the Garberville water system. They will pay back the loan as soon as funds come in from the state.  The loan will not be underwritten until funds are guaranteed by the state.  
Questions and Comments from the Board: 
Why is this not a commercially viable loan?  Kimtu Meadows is a non-profit; no credit history; highly unlikely to get funded through a loan from outside.  20 homes affected. Agreement to put this discussion off until after the grant round discussion. At the end of the meeting, Motion made by Alex Stillman that the Kimtu Meadows loan be granted, second by Kathy Moxon, so carries with a unanimous vote.
5.
Continuing Education Initiative – Jon Sapper presented on a potential opportunity for Headwaters to invest in the continuing education of local high school students.  This was a priority area identified by the Board as one to target for initiative funds held out of the grant cycle. 

He gave background on the need for Targets of Opportunity and the three networks getting together:  

· 1. Education and Training

· 2. Economic development/business community

· 3. Workforce services

With fewer resources and greater needs these entities have been able to work together closely, sharing common ground.  Now it is time for action with regards to continuing education for our local high school students.  He has identified steps which involve communication and education programs for children and their parents throughout the local schools.  These programs will emphasize the benefits and accessibility of continuing education.
Questions and comments from the Board: 
Is this something the Board is interested in?  Yes. How many high school students graduate each year from the eight local high schools?  Fifteen to sixteen hundred students graduate per year.  Have you talked to the P-16 Council about this?  Yes. Headwaters would have the biggest impact with the scholarship safety net?  Yes, possibly. The businesses that are looking for employees, are they looking for college graduates?  The majority of jobs do not require a 4-year degree; most require some training beyond the high school level.  How much would it cost us for every 4th grader to read at a 4th grade level?  Haven’t looked at this but could find the information.  Let’s put this on the agenda for the next regularly scheduled meeting.  
6.
2009 Grant Round Review – Agreement to do a quick review to determine questions for staff follow up and potential for moving some grant fund requests to other funding categories. 
Questions and comments from the Board: 
Which grant requests could possibly go into the CIF category?  Blue Lake Wastewater Facilities and possibly St. Joseph Hospital’s.  Original intent of the CIF was for the funds to be spent down in 5 years; this was not seen as a sustainable part of the fund.  We should consider the airport and Kimtu Meadows proposals as well as these two grant fund requests.  These four proposals together is approximately 1.2 million.  Is there a reason why St. Joe’s couldn’t be a loan?  It’s a match to their sister fund. This seems like an appropriate request based on Diversified Health being a targeted industry, but that project is not dependent on this request being funded. Has Blue Lake looked at USDA funding?  Staff will follow up. Are there any ineligible grants?  No. Suggestion to put the match requirement on the application form so that it is easier to determine if this requirement is being met.  Board returned to motions for items 3 & 4 – see items above for determinations.
7.
Closing – Meeting adjourned at 4:10.  There will be no additional meeting in 
March.


Staff updates - Broadband Associates would like us to write a letter to consider accepting a 
proposal. 
a. Confirmation of future meetings: March 17 and  April 21, 2009
