[image: image1.png]SELFA HELP




Financing for Nonprofit Organizations

At Self-Help’s Community Facilities Fund, we strive to be experts in nonprofit finance.  We are a lender ourselves, but we are also a resource on other funding and financing options available to nonprofits in North Carolina.  By funding, we mean grants and in-kind gifts, by financing, we mean debt financing.  As a fellow member of the state’s nonprofit community, we want to help you find the best financing available. The following list covers sources of funding that are available statewide and that are generally available to all nonprofits.  Different sectors (housing, child care, the arts) and different regions of the state may have specialized options that are not listed here. As you read this pamphlet, we encourage you to give us feedback and let us know of additional resources that are available to nonprofits in North Carolina.

Funding and Financing Sources

Conventional Banks: We have found a wide range of interest in the banking community in lending to nonprofits.  Some institutions and individual bankers see it as an important part of their community responsibilities.  Others see it as a great “business” market for them.  And, others need educating.  Anything is possible, but generally, we see stronger bank interest in lending to nonprofits when: 

· the nonprofit has developed a relationship with the lender by maintaining deposit accounts at the bank and/or inviting bank staff to serve as board members or in other capacities,  

· the nonprofit has individuals willing to co-sign on the loan and/or has a strong financial track record, and

· the bank has an active Community Reinvestment Program.
 

Tax-Exempt Financing: Certain projects, by virtue of their charitable/public interest nature, are eligible for financing that allows the financier to be exempted from paying taxes on the interest earned from the financing.  This can result in rates that are approximately 2% lower than comparable taxable financing.  Generally, this is more readily available for larger projects ($2 million and above).  The project size is somewhat determined by the hefty up front costs to arrange for the financing.  These deals can be arranged by commercial and investment bankers as well as individuals and firms that specialize in the field.  To assess the feasibility of this tool for your project, contact your attorney.

Private and Community Foundation PRIs: Obviously, we’d all like to fund every project with grant capital, but that’s not always possible.  Some private and community foundations have created Program-Related-Investments, or PRIs, which are low-interest loans.  Ask your current funders if this is something they offer and if your planned project would be eligible.

United States Department of Agriculture’s Rural Development: For communities with populations under 20,000 (this may increase to 50,000), Rural Development’s Community Facilities Program makes grants and loans to nonprofits at very favorable terms (up to 40 years w/ fixed interest rates in the 5% range).  For more on this, visit USDA’s website www.rurdev.usda.gov.  Unfortunately, the demand for these grants and  loans exceeds the supply and the supply line is shrinking.  This source of funding works best when you have a generous time line as it can take awhile to secure such a loan.  To assess your chances, contact the USDA office in your county or call 919-873-2070 to get the local number.

Community Development Block Grant (CDBG) and other governmental programs: These funds, available as grants and loans, are from the US Department of Housing and Urban Development (HUD) available for a wide-range of community projects.  Projects must benefit low and moderate income families; prevent or eliminate slums or blight; or meet other urgent community development needs.  Funds are available through either your local planning department (if you operate in a large city or an urban county), or through the state Division of Community Assistance (919) 733-2850 if you operate in a small town or rural area.  You might also ask about Section 108 financing options.  Financing is generally available several times a year through a competitive application process.  HOME funds and discretionary monies are also available to nonprofits, and can be used for both community development activities and human service delivery programs.  Contact your city government to find out about other funds available locally.  For more information, see HUD’s web page: http://www.hud.gov/progdesc/cdbgent.html
Self-Help’s Community Facilities Fund: We aim to fill the gaps.  We lend throughout the state for almost any purpose (equipment, working capital, real estate acquisition and renovations).  Our loans range from $1,000 to several million dollars with terms from several months to 20 years (for some housing related loans we are able to offer terms as long as 30 years).  With some exceptions (currently we have lower rates for child care and some supportive housing loans), our interest rates are market. While our rates may not be the lowest, we generally offer greater flexibility in how the loan is structured, often longer terms (this can translate into lower payments on a monthly basis), and technical assistance to help you achieve your goals.

Structuring your Loan Request

Getting approved for a loan will be pretty easy if your organization has a strong financial track record (operating reserve in excess of 3-4 months), can document stable income moving forward, pays its bills on time, has strong and stable leadership (staff and board), and an adequate down payment (25-30%, if for a commercial real estate project that is in an stable neighborhood and is not special use).  Your challenge is to find the best deal.

If, however, you do not have everything listed above, here are some options that Self-Help has developed to help you improve your chances of getting a loan. In working through these options, the first step Self-Help always takes is to assess the viability of the organization and the proposed project.  We will only look to the following tools if we are convinced that the project will work for you. These are back-up measures.

Share-Secured Deposits: Either your organization and/or any of its stakeholders (board members, funders, staff) can place deposits in Self-Help Credit Union and pledge them to your loan.  The monies are at risk in that if the loan does not get paid back, we can tap these monies.  However, while they are backing up the loan, they are earning market rates of interest for their depositors in a federally-insured financial institution.  Generally, once the loan shows several years of strong repayment, we will release some or all of the securing deposits.  If the loan is fully share-secured (i.e., the deposit equals the loan amount), then the interest rate on the loan will be as little as 2%, depending on the size of the loan and the desired interest rate on the deposits. 

Self-Help made a $14,000 loan to a human services agency that had undergone a change in executive directors. The new director called when she discovered that the agency was $9,000 behind on its payroll taxes. Thanks to a community foundation and board members who placed deposits with Self-Help as share-security for the loan,  we were able to deliver the needed cash quickly to pay off the IRS and give them an extra $5,000 to jump-start their fundraising efforts. 

Guarantors: Lenders are sometimes less comfortable lending to nonprofits because, as a nonprofit corporation, no one is personally on the line for its activities.  Small business loans almost always require an individual guarantor and often place a lien on all of that individual’s property.  A strong nonprofit may not need a guarantor (who can guarantee part or all of a loan, but it will always help strengthen a loan application. To determine the quality of the guarantee, we’ll want to review the guarantor’s personal financial position by asking him/her to complete a Personal Financial Statement (or providing us with the same information in another form) and contacting a credit bureau about her/his credit history. 

Self-Help made a $60,000 loan to a start-up nonprofit museum. They had raised most of their budget through fundraisers, in-kind donations and grants, but had a gap.  They needed $60,000 to complete the renovations and cover their operating costs until other grants and entrance fees would allow them to break-even. We were able to make the loan by securing it with the museum’s equipment, a $10,000 share-secured deposit (see above) from one of it stakeholders and a partial guarantee for $30,000 from another.

Additional Collateral: Another way to strengthen a loan is to offer additional collateral (real estate and marketable securities usually, but we are open to discussing other assets).  The nonprofit can do this by offering other properties.  So, too, can the other stakeholders.  Quite commonly, board members or the founder of a start-up nonprofit will pledge personal collateral, in addition to or in lieu of personally guaranteeing the loan.  If an individual is putting up collateral, but not guaranteeing the loan, we do not need to review his or her financial position, we simply need to assess the value of the collateral. 

A $200,000 start-up loan to a charter school to purchase modular classrooms was made possible when one of its founders filled the gap between the collateral value of the trailers and the loan amount by putting up some of her stocks

Seller Financing: If you are buying an existing building and lack an adequate downpayment, the seller of the building may be willing to make a loan for a part of the purchase price.  If the seller is willing to take a subordinate lien position (i.e., be “second” behind us in the event of 

foreclosure -- "seller second") and you can show that you can make the combined loan payments, then we can count the seller's loan as a downpayment, thus enhancing your equity position.  

A small child care center wanted to expand by buying an existing child care that was on the market for $150,000.  Because the buyer was putting all of its retained earnings into teacher pay, it could only afford a $10,000 downpayment.  To make the deal work, the seller agreed to provide a seller second for $20,000.  At the closing, the seller received $120,000 cash from the Self-Help loan and $10,000 from the buyer and then signed a promissory note with $20,000 for the balance.

Self-Help’s Nonprofit Guarantee Program (NGP): We have raised special funds to allow us to make a loan to a nonprofit that can document (based both on historical numbers and cash flow projections) adequate operating revenues to cover loan payments, but lacks adequate collateral to fully secure the loan.  Borrowers using this program must pay a risk premium fee of 1-2% in addition to our standard 1% origination fee.  These fees can be folded into the total loan amount.

A group home tapped this program.  Because one of the home’s goals was community integration, the facility was placed in a working class area.  The collateral value of the property, being appraised as residential, was $136,000, but the cost to the group home (having to meet adequate building code to qualify for state licensure) was over $200,000.  We were able to “stretch” that collateral with our Nonprofit Guarantee Program from $136,000 to $211,000. This was only possible because the borrower had a strong track record with other group homes and could document adequate income to cover the larger loan amount. 

United States Department of Agriculture’s Rural Development Community Facilities Guarantee Program: For communities with populations under 20,000 (this may increase to 50,000), Rural Development’s Community Facilities Program guarantees loans to nonprofit and governmental entities.  The guarantee is available for facilities, equipment and working capital.  It can take some time to secure the guarantee, but it can make or break a deal by covering as much as 80-90% of the loan.

We were able to help out a charter school that, in its rush to get started, had used some of its operating funds to pay for start-up capital expenditures.  This caused a cash flow squeeze mid-year.  The school had very limited collateral, yet needed $150,000 and some help with their budgeting to make it through the year.  The USDA Guarantee and Self-Help’s technical assistance made the loan possible, and the school, which serves many low-income students, is now thriving.

Often we use a combination of these tools in structuring a loan.  We encourage you to call us to explore your organization’s financing needs.  Call Karen O’Mansky at 1-800-476-7428 or the loan officer whose card was sent with the loan package.  If we think your best bet is to tap a resource other than Self-Help, we’ll refer you appropriately.  Otherwise, we’ll work to develop a financing package specific to your needs. 
� In 1977, the federal government passed legislation encouraging banks to reinvest monies (i.e., make loans) in all the communities from which they draw deposits (i.e., encourage lending to low-income and minority communities).  The legislation is called the Community Reinvestment Act (CRA) and, in response to it, many banks have set up special CRA departments.






