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For Technical Assistance

If you have technical difficulties, call 
WebEx support at 1-866-229-3239
for assistance.

You may also submit questions 
using the Q&A feature on the right 
hand side of your screen. (Chat is 
disabled.)

• Please choose All Panelists from 
the “Send to” menu.

• Type your question and click Send.



Enhance program knowledge about the fundamentals of 
lending and project financing to include:

• Defining key terms such as capital, capital stack, capital 
structure

• Learning about finance concepts—underwriting and the 
“5 Cs” of lending

• Understanding foundational information about loans and 
other sources of capital for built environment projects 

Desired Outcomes 



1. Introduction (Karya Lustig, Center for Health 
Leadership and Practice)

2. Lending 101 (Sara Vernon Sterman, Reinvestment
Fund)

3. Discussion/ Q & A (All)

4. Closing (Karya Lustig)

Agenda

DIAL IN



Sara Vernon Sterman

• Serves as Vice President, Strategic Investments 
at Reinvestment Fund, where her focus 
includes expanding the organization’s work in 
Healthy Communities by focusing on 
investment models that integrate the 
organization’s lending and policy work in 
health care, childcare, food, education, social 
services, and affordable housing

• Former Chief Lending Officer at Reinvestment 
Fund responsible for leading business 
development, originations, and relationship 
management

• Former elementary school teacher in New 
York City and Washington, D.C., with the Teach 
for America program.  Served as a program 
director for Teach for America in eastern North 
Carolina. 

• Holds an MSW from the School of Social Work 
and an MBA from the Wharton School of the 
University of Pennsylvania
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Lending 101 Overview

Loans and Lenders
Demystifying the vocabulary of 
lending

What do lenders review?

What is capital?



Underwriting

the analysis and research done by a lender to evaluate a 
prospective borrower and their project

• How much you can borrow depends on

• How much you can repay

• How much the project is worth

• Lenders assess RISK and look for mitigants



What are the 5 C’s of Lending?



What are the 5 C’s of Lending?

Character sometimes called “capacity”



What are the 5 C’s of Lending?



What are the 5 C’s of Lending?



What is Credit?

the ability to borrow

the amount that you can 
borrow, particularly based 
upon your past financial 

track record



Loan Terminology

• Principal

• Interest

• Interest rates – fixed vs. variable

• Interest Reserve

• Debt service

• Amortization

• Term

• Balloon



Types of Loans

• Predevelopment

• Acquisition

• Construction

• Permanent
• “Mini-perm”

• Leasehold improvement 
(“tenant improvement”)

• Bridge

• Working capital/line of credit



Costs of a Loan

• Origination/commitment fee
• Legal fees (borrower and lender)
• Third party costs (appraisals, 

environmental, financial 
certifications)

• Closing costs
• Reserves (interest, operating, 

sinking fund)
• Borrower’s equity requirement
• Construction monitoring fees
• Late fees
• Prepayment penalties



What are the 5 C’s of Lending?



What is Collateral?

an asset offered to a lender to secure a loan

If borrower defaults, collateral can be sold to pay off the loan

• Security – Property pledged to the creditor in case of a default 
on a loan

• Security interest – The lender’s right to take property or a 
portion of property offered as security

• Ex. Mortgage – pledges real estate as security for loan

• Loan-to-value – constraint on the amount you can borrow

• Appraisal

• Recourse (full recourse)



What are the 5 C’s of Lending?



Budgets

Operating Budget:
the estimated income and expense of an 
organization or business

Project Budget: 

the “sources and uses” for a real 
estate project

These are not ongoing operating items 
and do not belong in the operating 
budget



Operating Budget

 Salaries and benefits

 Administration (with details)

 Program (with details)

 Occupancy (lease or debt service + custodial + 
routine maintenance + utilities)

Organizational (or programmatic) budget



Cash Flow Proforma

 Cash Flow: The movement of cash into and out of 
the business. 

 Cash Flow Budget: (Cash Budget) Shows timing of 
cash flows (cash received and cash paid out) for a 
specified period of time 

 Proforma:  multi-year cash flow projections which 
demonstrate how debt will be repaid over time.

Cash in-flows (revenue) and out-flows (expense)



Loan Covenants

• Debt service coverage > 1.2x

• Days cash on hand > 30 

• Liquidity (Current ratio) > 1.5

• Leverage < 3.5



Project Budget (or Development Budget)

Sources = capital stack

Uses include:

• Land and/or Building Acquisition

• Hard costs (construction)

• Soft costs (architect, permits, 
owners rep, environmental)

• Furniture, Fixtures & Equipment 
(“FF&E”)

• Closing costs & financing fees



Loan requirements

• Contingencies (minimum 10% 
construction; 5% soft cost)

• Retainage

• Inspections

• Advances based upon “work in 
place”



What is Subsidy?

• Lower the interest rate

• Lower the cost of delivery a service

A way to lower the price of something



What is Credit Enhancement?

• Grants, Subordinated Debt, Guarantees, or side collateral

• Organizations need credit enhancement when:
• the organization has a limited repayment track record 
• there is uncertainty about whether the 

business/venture will generate sufficient revenue
• there is appropriation or subsidy risk
• to support a new investment area, program or approach
• a program or project is otherwise too risky to gain 

investment

Any financial tool employed to reduce risk to third party 
investment, used to encourage or secure that investment.



What is Capital? 

Money  

Funds raised to support a particular project

• Debt – borrowed money that must be repaid

• Senior debt might be Banks, CDFI, Bonds

• Has “priority” in repayment – means that 
they are repaid first

• Subordinate debt

• Subordination agreement



What is Capital? 

• Grants (“capital grants”)

• Subsidy

• Equity  

• Cash on hand

• Cash raised through capital campaign

• Cash raised through investors  
Ex.   Historic Tax Credits, New Market Tax Credits 

• Existing value



What is a Capital Stack? 

The way that this capital is layered together, or combined, 
to fund a particular project.

Bank 

CDFI 

Local 

Foundation PRI

$14,000,000
Senior Debt

$4,000,000
Subordinate Debt

$2,000,000
Deeply Subordinate Debt



What is Capital Structure?

How the parties interact to finance a project.

A. Can be simple:  Borrower < >Lender

B. Or complex:



Technical difficulties? Call 1-866-229-3239
Audio difficulties?  Send us a question in the Q & A panel.

DISCUSSION



Dial-in Instructions

Figure 1. Audio conference request

Please see the instructions below to link 
your online presence with the 
teleconference.

1. Click on the phone icon with the question 
mark at the bottom of the Participants 
panel to request to dial in. (See red circle 
in Figure 1.)

2. Choose “I will call in” from the pop-up 
dialogue box.

3. Then, use the three-step dial-in 
information (Figure 2) to join the 
teleconference. You should then see a 
phone icon (       ) next to your name.

4. Please mute the audio on your computer 
to avoid interference.

Figure 2. Three-Step Dial Information



Participate in the Discussion

If you would like to 
contribute to the 
discussion, please

• raise your hand to be 
called on (and 
unmuted); or

• write to us using Q&A.

Please send typed 
comments/questions to All 
Panelists and hit Send.



Thank You!
Upcoming Web Discussions:

Building and Inspiring Trust 12/13

Using Qualitative Data to Tell Your Story          1/12

CONTACT INFORMATION:

Sara Vernon Sterman

2 1 5 - 5 7 4 - 5 8 5 2

Sara.Vernon.Sterman@reinvestment.com 


