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Recommendations to NTIA 

On Behalf of Living Cities,

Ben Hecht, President & CEO

April 10, 2009

1. Potential Grant Recipients

One of the greatest challenges that the Department will face will be to get grants to the most vulnerable populations.  In many cases, their vulnerability is due to their being isolated from the mainstream, often due to geographic, economic, racial and ethnic factors.  Almost by definition, this isolation limits the likelihood of their responding directly to a Notice of Funds Availability at all simply because they will never hear about it.  That is why we urge you to have a broad list of organizations that can be eligible for applying for grants awarded by NTIA, from those directly serving vulnerable populations to ‘intermediary’ organizations that have long and successful track records providing grants to organizations who directly serve these populations.

Direct Service Organizations.  Direct service organizations are non-profit organizations that directly serve the vulnerable populations defined by NTIA.  These organizations often best understand how to deliver products and information to the targeted population because they have long track records doing just that.  They often are located in a specific, targeted jurisdiction and/or explicitly provide services customized to the targeted population.  These organizations would directly apply to NTIA and directly use the funds.  See generally Miller, Julia R., Encyclopedia of Human Ecology, ABC-CLIO Press (2003) for descriptions of an array of community-based and nonprofit organizations who would be considered direct service organizations as described here. http://books.google.com/books?id=rPcwuEe9MBQC&pg=PA143&lpg=PA143&dq=definition+of+direct+service+organizations&source=bl&ots=offbd_7UAb&sig=BPvGLOxaLd_e4rwepm7BUiR7VaI&hl=en&ei=6TvfSfijK5rqlQfJtIjgDg&sa=X&oi=book_result&ct=result&resnum=1
Intermediary Grantmaking Organizations.  These organizations also serve these targeted, vulnerable populations but not directly.  Most commonly, their connection to and understanding of these vulnerable populations and places is two-fold, they: (1) were founded explicitly to commit or raise money to improve the conditions of these populations and places; and (2) have a long history of investing in direct service organizations who serve them.  More often than not, these grantmaking organizations have greater sustainability than the direct service organizations they fund because their operating funds come from endowments they control.  This stable funding provides them with longevity and positions them to understand these vulnerable populations and places and their needs over time.  It also allows them to have current information about which direct service organizations have the capacity and credibility to serve these populations and places.  

These organizations would directly apply to NTIA but then re-grant the funds to direct service organizations.  NTIA would be relying on them for three primary purposes: (1) outreach and identification of hard to find direct service organizations.  They would identify those direct service organizations serving vulnerable populations and places who have the capacity and history but not the sophistication and networks that would likely result in them applying for these funds themselves; (2) grant administration and monitoring.  With the history and infrastructure required to administer and manage grantmaking and monitoring, the grantmaking organizations would provide NTIA with the stewardship needed and expected for these federal funds; and (3) evaluation and reporting.  As grantmaking organizations, they are committed to thoughtful evaluation and reporting of results.  

These organizations may be stand alone tax-exempt organizations such as foundations or community foundations or collaboratives of similarly organized funders who come together to fund such activities.   For more information about foundations and community foundations in particular, see http://www.cof.org/files/Documents/Community_Foundations/commfounddef.pdf.  For more information about funding collaboratives, see, e.g.,  http://www.sff.org/programs/community-development/bawfc (more than a dozen philanthropic foundations and the State of California Employment Development Department (EDD) designed to strengthen and expand sectoral workforce development efforts in the Bay Area region and http://www.nfwsolutions.org/funding.html (national, regional and local funders form collaboratives and pool funds to foster the formation and expansion of workforce partnerships and align civic leadership around a common vision for the community).

2. Criteria for Evaluating Demonstration Projects

A critical element of NTIA funding should be support for larger scale ‘demonstration’ projects or projects that aggressively provide new, expanded and affordable broadband to underserved communities and vulnerable populations.  Demonstration projects in this context are, in essence, trying to use federal funds to fill gaps or stimulate markets that traditional market forces have been unwilling or unable to fill.  Any of these types of ‘market-making’ activities are inherently risky.  However, grantmakers, such as Living Cities, who have long invested in these types of ‘market-making’ activities, have learned quite a good deal about ways of mitigating those risks and increasing the chance of success.   The three broad categories below cover the primary risks.  Not all details set out under each category apply to every situation.

Programmatic

· Demonstrate a clear need for the project and requested services. 
· Build upon an existing public and private partnership or create new public and private partnerships for the project. 
· Are part of larger networks already garnering local public and philanthropic sector support;

· Existing multi-disciplinary teams included in the proposal
· Have been endorsed by the regional and/or state economic development agency;

· Good working relationships and track record of working with national organizations who have assisted on similar projects with grants, capital and/or technical assistance
· Experience leveraging resources for local demonstrations
· Have shown capacity to deploy technology in innovative ways 

· Have a history of managing large scale partnership efforts that blend public, private and philanthropic funding sources

· Leverage other public and private funding sources, in addition to the required match.
· Integrate comprehensive approaches to community development, and can demonstrate a strong track record of partnership with community partners and public agencies;

· Include strong linkages to larger public systems (house satellite classes for local community colleges; co-locate public agency personnel; certified as public benefits enrollment site, etc.)

· Outline a realistic timeline and demonstrate local ability to complete the project on time.
· Municipal and other private sector commitment to its success as expressed by financial and human resources allocation. 
· Can describe how the impact of the grants will be measured and evaluated.

Organizational

· Sound financial management expressed by yearly audits since incorporation.
· Institutionalized strategic planning or similar planning process
· Working experience with other stakeholders mainly NGOs, grassroots organizations, etc

· Capacity and experience to set up information and education campaigns
· Knowledge/interest on implementing alternative low-cost technologies
· History of and commitment to using indicators and monitoring tools to show success and impact

· Senior management team has track record of success with ambitious projects and demonstrations

· Demographic makeup, e.g., racial, ethnic, of staff closely reflects the make-up of the community its seeking to work in 
Political

· Political will to support the implementation expressed by openness to discuss and implement necessary administrative and legislative reforms.
· Commitment to implement lessons learned during pilot projects into up scaling program

For additional, similar guidelines see http://www.nhwt.gov.au/innovation-projects.asp
We also have developed extensive underwriting guidelines for our public purpose lending.  While many of the following guidelines clearly only apply to lending, the considerations and metrics in some cases may be relevant to risk mitigation at NTIA for grantmaking:

 LIVING CITIES

UNDERWRITING CRITERIA

The Fund shall conduct its lending on the basis of sound financial principles.  The Fund shall take the necessary steps to ensure the sustainable operation of the Fund within the context of these policy guidelines and the Fund’s primary mission of providing risk-reducing financing to selected Section 501(c)(3) public charities and governmental entities to further the charitable purposes of Living Cities and advance Living Cities’ programmatic agenda.  The Fund will operate according to the direction and guidelines set by the Fund’s Board, based on recommendations and strategic guidance from the Credit Committee and the Advisory Board.  

Defined terms used herein will have the meanings ascribed to them in the Loan Agreement.

Prior to making loans, the Fund will apply rigorous underwriting standards to assess the health and effectiveness of the organizations under consideration.  The Fund will endeavor to lend on the basis of various criteria related to the policies and operations that are outlined below.  All loans will be reviewed by the Fund’s staff and proposed to the Credit Committee, which shall review and recommend loans to the Fund’s Board for approval.  The credit approval memo will, at a minimum, include a review and analysis of the borrower with regard to the elements highlighted below:

Legal Structure

The Fund will only provide loans and guarantees to Section 501(c)(3) public charities and governmental entities and instrumentalities (“Qualified Recipients”).  In all cases the borrower must be legally registered with the government and in good standing with the appropriate registering body.   The borrower must have the necessary power and authorizations to execute, deliver and perform under the loan documents.    

Governance

The Fund will lend to organizations that are supervised by an active and independent Board of Directors.  The Fund will request evidence that the Board of Directors is representative of the community in which the borrower operates.  The Fund will seek evidence of the Board of Directors’ involvement in setting up a policy framework for the organization and overall strategy.

Management and Direction

The leadership of the organization should have significant experience and demonstrated skills in managing and guiding the institution.  There should be stability in key personnel.  The organization will have a well thought-out business plan that is a “live” document and used as the long-term guide for the organization.  This business plan would have the input and approval of the organization’s Board of Directors.  The organization will also have a well-developed second-tier management that is given reasonable authority and independence to complete its responsibilities effectively.

The Fund will use its best efforts to lend to organizations whose management and staff reflect diversity compatible with the organization’s mission, focus and local community.

Appropriate Controls and Systems

The organization should have adequate IT and accounting systems that can readily produce accurate and timely reports.  The organization should have and enforce a conflict of interest policy.

Asset Quality

In evaluating the asset quality of an organization, the Fund will consider the level and trend of assets and liabilities, including the ratio of debt to equity and the amount of available cash for operations.  The adequacy of financial and risk management will be evaluated.

Generally, a lending organization (such as a CDFI) will be expected to have an average of no more than 10% of the portfolio defined as “at risk” for  greater than 30 days for the last four quarters and the last 3 years and an average restructured and rescheduled portfolio of no more than 10%.  In addition, the average portfolio at risk greater than 90 days for the last four quarters should not exceed 5%.  Three-year historic net write-offs as a percentage of loans disbursed during the period should be less than an average of 3% per year.  In addition, the lending institution should have, at a minimum, loan loss reserves of 3% of its gross loan portfolio.  Finally, the loan loss provisioning policy and the provisions made must be adequate to cover the institution’s historic loss rate, which is defined as the average annual write-off over the preceding three years.  Lending institutions will be expected to have unrestricted net assets of at least 15%; non-lending institutions should have unrestricted net assets of at least 8-10%.

Likelihood of Repayment

The Fund takes seriously the timely repayment of debt by borrowers.  In extending credit, the Fund will consider carefully the nature, timing and adequacy of the cashflows to be used for repayment of the obligation to the Fund.  The Fund will also consider the organization’s credit history.  The Fund will take every action necessary to maintain credit quality and ensure full repayment of each loan (e.g. extend, restructure, renew and enforce loan documents).

Term

The Fund will seek to recycle funds to achieve maximum impact.  The maturity or termination date of any Qualified Expenditure may not be later than 90 days prior to the final Maturity Date of the Fund.

External Audits and Regulatory Reviews

The organization must have external audits performed by a reputable external auditor and have received satisfactory audit opinions with regards to their internal control systems.  All regulatory reviews have to be satisfactory.

Purpose and Impact of the Investment
The Fund’s investment should support activities consistent with Living Cities’ charitable purposes and agenda aimed at improving the lives of economically disadvantaged urban communities and residents.  The borrower must be able to demonstrate that it is advancing one or more of the key programmatic priorities of Living Cities.  The borrower must evidence a track record of relevant accomplishments in these areas that suggest high probability of success in the funded program or activities.  

Prohibited Activities

No assets of the Fund will be used:

· to carry on propaganda or otherwise attempt to influence legislation (within the meaning of Section 4945(d)(1) of the Code)

· to participate in, or intervene in (including the publishing or distributing of any statements), any political campaign on behalf of (or in opposition to) any candidate for public office

· to attempt to influence the outcome of any specific public election, or carry on, directly or indirectly, any voter registration drive (within the meaning of Section 4945(d)(2) of the Code)

· to further any purpose other than a purpose described in Section 170(c)(2)(B) of the Code
· to make any loan that is inconsistent with the charitable purposes of the Fund

· to promote or engage in violence, terrorism, bigotry or the destruction of any State, or provide funds to any entity or individual that promotes or engages in such activities. 

Loans and grants received by Borrower specifically designated to provide loans and guarantees pursuant to the Program may not be used to support the administrative and operating expenses of the Fund.

Loan Monitoring

The Fund will monitor all loans in the portfolio on an ongoing basis.  All borrowers will be required to submit a quarterly report containing specific information from the balance sheet and income statement, as well as specific indicators that will be reviewed to evaluate trends and to ensure that the borrower is complying with the loan covenants.  In addition, a detailed review of each of the active loans in the portfolio will be conducted annually and may involve a site visit, as necessary.  

Delinquencies and Losses

Borrowers that fail to make a scheduled payment within 90 days of a payment date will be put on a watch list.
Staff will review the collectability of loans and work with borrowers on payment solutions in situations where the borrower has:
· Failed to make a scheduled payment that is 90 days past due

· Significant deterioration in portfolio quality

· Material and chronic operating losses

· Caused a lender to initiate foreclosure proceeding or other legal action.
Within 180 days of a missed payment or as soon as possible if a borrower files for protection under bankruptcy laws, staff will present recommendations to the Credit Committee for restructuring and/or recognizing a loss on a loan.  When a portion of a loan is deemed not collectible, a full or partial allowance for loan loss shall be made to ensure that the value of assets is stated as accurately as possible.  A charge-off does not imply any lessening of efforts to collect the loan in full.  The Credit Committee will determine the timing and amount of loss recognition.
Portfolio Diversification

The Fund aims to develop and maintain a diversified portfolio.  The aggregate amount of Qualified Expenditures to any one Qualified Recipient and its affiliated entities shall not exceed fifteen percent (15%) of the aggregate amount of Received Capital.  The aggregate outstanding amount of Qualified Expenditures made by Borrower in any Targeted Investment Area shall not exceed thirty five percent (35%) of Received Capital.


Cash Management

Excess cash will be invested in accordance with the Permitted Investments section (Section 3.3) of the Loan Agreement.  The Fund will not take speculative positions.

Criteria for Risk Rating 

5 – SATISFACTORY OR BETTER

These borrowers have a clear ability to service debt from the primary repayment source, strong working capital position, acceptable leverage ratios, and stable operating trends.  These credits must have current and regularly received financial information in the file, be in compliance with loan covenants, and be properly documented. Other characteristics include:

· stable, experienced management

· profitable operations for the past three years

· sufficient cash flow to service debt

· program progressing as expected

· no adverse changes in external conditions.

4- ACCEPTABLE

These borrowers are basically acceptable risks but have short or unstable earnings history or show some signs of weakness in cash flow or financial strength.  Although the borrower may not be achieving projected operational measures, the loans are performing as agreed.  These loans may be characterized by:

· uncertain industry outlook; may be cyclical or highly competitive

· greater sensitivity to market forces and business cycles

· challenges to programmatic progress

· insufficient current financial information or outdated loan officer review to determine repayment ability

· change in management

3 – WATCH     

Loans in this category are potentially weak, with increased credit risk that still does not justify classification as substandard.  These loans may be characterized by:

· missed payment

· downward trend in sales, profit levels, and margins

· cash flow strained in order to meet debt repayment schedule

· non-compliance with covenants

· high leverage and weak liquidity

· weak industry conditions

· collateral impairment

· loan may need restructuring or modification

2 – SUBSTANDARD

These loans are inadequately protected by the current net worth and repayment capacity of the obligor or of the collateral pledged, if any.  Loans so classified must have a well-defined weakness or weaknesses that jeopardize the liquidation of the debt.  They are characterized by the distinct possibility that Catalyst Fund  will sustain some loss if the deficiencies are not corrected. In addition to the characteristics of Watch loans, these loans may have the following characteristics:

· sustained losses which have severely eroded equity

· chronic or severe delinquency

· original repayment terms liberalized

· possibility of bankruptcy or receivership

· serious documentation deficiencies

· collateral/guarantor may not offer adequate protection

1 – DOUBTFUL

These loans have all the weaknesses of substandard loans with the added characteristic that the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions, and values, highly questionable and improbable.  The possibility of loss is extremely high, but because of certain important, and reasonably specific,  pending factors which may work to the advantage and strengthening of the loan, its classification as loss is deferred until its more exact status may be determined.  Pending factors include proposed merger, acquisition, or liquidation procedures, capital injection, perfecting liens on additional collateral and refinancing plans.  These loans may be characterized by:

· severely diminished or ceased operations

· seriously impaired cash flow

· outside accountant questions "going concern"

· material judgments filed

· asset liquidation in process

0 – LOSS

These loans are considered uncollectible and of such little value that their continuance as bankable assets is not warranted.  This classification does not mean that the asset has absolutely no recovery or salvage value, rather it is impractical to defer writing off this basically worthless asset.  Losses are to be taken in the period in which they surface as uncollectible. These loans may be characterized by:

· liquidation or reorganization under bankruptcy with poor collection prospects

· collateral has marginal or no value

· debtor cannot be located

· material legal claims and litigation filed which will delay and limit collection efforts

· more than 180 days delinquent (statutory bad debt)
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