Charter School Facility Primer
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Guiding principals for facility development

How many years has your school been open? 9999999

If your school has been open 0-3 years, you’re a start-up school.  Start-up schools usually have different facility needs than more mature schools.  Self-Help recommends that start-up charter schools consider leasing their facility for the first few years of operation.  By leasing a building, your school won’t spend as much on a down payment and taxes during the first years when revenue is lean. 

Whether leasing or buying, all schools should ask a fundamental question before spending one cent on facility:

HOW MUCH BUILDING CAN I AFFORD?

Self-Help recommends that schools spend no more than 15% of their revenue on facilities.  This percentage includes occupancy costs like utilities, janitorial services, and taxes. You may have a dream school in mind, but for every dollar that you spend on facilities, you have one less dollar to support your students’ education.

For a better idea of where to spend your schools’ money, follow the metrics in the graph below. The worksheet on the following page will teach you how to determine your school’s maximum facility expense. The Charter School Budgeting Worksheet 2 on page 3 will show you how to make realistic projections for your future expenses. 
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Charter School Budgeting Worksheet 1
This worksheet is designed to help you gauge the parameters of what you can afford, and hopefully make you aware of potential pitfalls. We don’t expect you to have exact numbers in your head—it’s ok to use estimates right now.

1. What is my maximum gross revenue? (Gross means before expenses.)

Step 1: How many students do you expect to enroll in year one: _____


Step 2: How much per pupil revenue will you have: ______________


Calculate: # of students x per pupil revenue = maximum gross revenue


My maximum gross revenue is:  _____________

2. What is my likely gross revenue?


Most new schools suffer 10% attrition from opening day


Calculate: Maximum gross revenue x .9 = likely gross revenue


My likely gross revenue is: __________

3. How much should I spend on my building?


Total occupancy costs should be no more than 15% your revenue.


Calculate: 15% x likely gross revenue = maximum facilities expense


My maximum facilities expense is: ____________

4. How big a building do I need?


75 ft2 per student is standard. 100 sf per student is ideal.


Calculate: # students x 75 = minimum square footage. (My min sf is: __________)


Calculate: maximum rent or mortgage payment / minimum square footage = maximum cost 
per sf (My max cost per sf is: _________)

5. About what rent or mortgage payment can I afford?


Your rent may not include things like utilities, Common Area Maintenance (CAM), or 
operating expenses. A mortgage payment certainly won’t. You may need to set this money 
aside out of your maximum facility expense. $6 per sf is typical.


Calculate: Max cost per sf  - $6 = Max mortgage or non-inclusive rent per sf. (Mine is 
__________)

 
Calculate: Max mortgage or non-inclusive rent per sf x building  size in sf (use the figure from 
#4) = Max mortgage or non-inclusive rent. (Mine is ____________)

6. What can I pay my teachers?


Calculate: # students / average class size = # of classes.


# Classes x Average # teachers per class = # of teachers.


Likely gross revenue x .55 = minimum teacher staffing budget. (Mine is ___________)



Minimum teacher staffing budget / # teachers = Salary and benefits per teacher.



My average salary and benefits per teacher could be: ________

7. How much can I spend on student support, administration, and everything else? 


Calculate: Likely gross revenue – minimum teacher staffing budget – maximum facilities 
expense = Budget for everything else! (Admin, student support, etc.)


I have _________ to spend after my building and a minimum teacher costs are accounted 

for.

Charter School Budgeting Worksheet 2

Use your entries from Charter School Budgeting Worksheet 1 to fill in your Year 1 column below.

Key Rules

Teacher Staffing Budget 

Facility Budget 


Minimum facility size

=55% Likely Gross Revenue
 

=15% Likely Gross Revenue

=75 ft2 per student; 100 ft2 is ideal.

Then calculate for Year 5. How much can you afford to spend on rent in your first year? In your fifth? After teacher salaries and facility costs, what’s left for administrative and support expenses?

Next, consider what happens if your school grows at half the projected rate? Or if it misses performance targets and the regulator limits the number of students your charter allows? In the “Year 5 – Scenario B column”, calculate Year 5 with half the number students you currently expect.

	 
	Year 1
	Year 5
	 
	Year 5  - Scenario B

	Grades
	 
	 
	 
	 

	Students per grade (average)
	 
	 
	 
	 

	Total # Students
	 
	 
	 
	 

	Per Student Revenue ($)
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 Revenue
	 
	 
	 
	 

	Maximum Gross Revenue ($)
	 
	 
	 
	 

	Expected attrition (%)
	 
	 
	 
	 

	Likely Gross Revenue ($)
	 
	 
	 
	 

	 
	 
	 
	 
	 

	Expenses
	 
	 
	 
	 

	Facility Budget
	
	 
	 
	 

	Maximum facilities expense
	
	
	
	

	Minimum building size
	
	 
	 
	 

	Max cost/square foot
	
	 
	 
	 

	Operating and Fixed Costs
	 
	 
	 
	 

	Mortgage Payments/Rent
	 
	 
	 
	 

	
	
	
	
	

	Teacher Staffing Budget ($)
	 
	 
	 
	 

	Average class size
	 
	 
	 
	 

	# Teachers
	 
	 
	 
	 

	Salary/Benefits per Teacher 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	Maximum for other expenses
	 
	 
	 
	 


Now that you’ve determined how much building you can afford, the next question you should ask is…

What is the Process for securing a Building?

You should begin your facility development process no later than one year in advance of using the facility.  Eighteen months to two years planning is ideal.

1) Identify needs

· Form a facility committee

· Appoint one staff expert

· Look for a variety of buildings; don’t buy/lease the first building that appeals to you
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Pre-Development

· Consult with outside legal, real estate, and financial experts

· Get term sheets from a variety of sources


-no reputable lender or 
 
 broker should refuse you 
 a non-committal term 

· Beware of free services

3) Construction

· Hire construction professionals

· Conduct regular site visits
· Develop a move-in plan
· Develop a maintenance plan

· Do NOT start construction until you have obtained

4) Post-Development

· Apply for the appropriate licenses 

Remember these five points when you’re considering buying, leasing, or renovating a property:

1. Start early to finish on time

2. Involve a qualified lender or other financing partner early before you start construction. Be certain of any commitments.

3. Build a team and establish the leadership to deliver the project

4. Choose professional help/partners carefully

5. Be wary of single source delivery programs

What sources of capital are available to charter schools?

You should never spend money on construction before securing financing for your capital outlay project. Very few states offer charter schools facility funding, but there are several avenues that you could pursue to help you acquire or renovate a facility.

Sources of Capital

· Lender

· Traditional Bank

· CDFI (Community Development Financial Institution)

· Foundation and Government Grants

· Fundraising

· Capital Campaign

· Parents

· Board

· Bonds

The graph below will help you determine the basic differences between the various sources of capital.
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HOW DO LENDERS EVALUATE SCHOOLS?

Whether you’re seeking a loan, bond, or grant to fund your facility project, most financial institutions and investors evaluate charter schools based on:

· Organizational Capacity

· Financial Management and Capacity

· Academic Program and Performance

Organizational Capacity

During underwriting (the process for assessing a prospective borrower’s strength), lenders examine a charter school’s overall management and governance.  Lenders base their evaluation of charter schools on:
· Site visits and interviews

· Reference checks

· Comprehensive review of audits, resumes, policies, and procedures

· Credit checks on school, leadership, and board members

· “Performance” of school during the loan process (how quickly and thoroughly the charter school responds to the lenders’ inquiries)

The governance of a charter school is particularly important to a lender.  Banks and CDFIs evaluate governance based on

· Clearly defined relationship and responsibilities among the authorizer, board, and school leadership

· Orderly Documents, plans, and controls

· 501I3 letter, charter, by-laws, audits, policies, selling plan, 
security, etc.

· Committed Community-Centric Board

· Well defined roles and responsibilities

· Diverse Skill Sets: Attorney, Appraiser, Accountant, General Contractor, Engineer, Realtor

· Succession Planning

· Distribution of Power

· No Conflicts of Interest
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Financial Management and Capacity

A frequent standard of evaluating any borrower (not just charter schools) is the 5 C’s of Credit. 

Capacity also referred to as cash flow, capacity refers to a school’s ability to repay a loan.  Lenders usually want to see at least $1.20 cents in revenue for ever $1.00 the school owes in debt. Bond agencies rely heavily on cash flow when evaluating charter schools.

Capital is sometimes called cash equity.  Capital is the amount of money a borrower is able to inject into a project. Many lenders would like to see schools contribute 20% cash to the total value of the facility project. 
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Collateral is the collection of assets that secure a loan.  Especially in bad economies, most lenders would like to see their loans fully secured by the value of the property and/or cash. Banks and CDFIs place a high value on collateral.

Character For mission-based CDFIs, the demographics and mission of a school also weigh heavily in the underwriting decision. Character also refers to the professionalism displayed during the lending process.  

Credit

Lenders pull credit reports of the school, its board members, and the C/EMO when applicable.  Banks and CDFIs also evaluate audits and compare budgets to year-to-date actuals. 

For good measure, lenders also add a 6th “C” when considering prospective charter school borrowers. A lender must understand the state’s charter climate or law before entering into binding legal agreements with charter schools.

Academic Program and Performance

Along with organizational and financial capacity, lenders appraise a school’s academic performance based on the requirements of the school’s authorizer.  Different authorizers have different requirements for the minimum academic performance necessary to maintain a charter, but in general, lenders like to see that a school is making AYP and meeting or exceeding the performance of surrounding schools. 

What is the Loan Process and Timeline?
Now that you know what lenders are looking for, start planning your 

· Pre-Application 

· 3 months to 3 years

· Build equity for investment (min 10%)

· Acquire construction project capacity by retaining qualified (bonded) professionals

· Plan, plan, plan

· Write business plan

· Assemble financial, academic, and enrollment records

· Application and Contact

· 4 weeks

· Approval/Commitment Letter

· 4 weeks

· Closing

· 3 weeks to 6+ months

· Post-Closing

· multi-year relationship

Measuring Success

Now that you know the basics of facility development, make sure your school avoids the red flags and strives for success!

	Red flags
	Success Indicators

	· High staff/board turnover
	· Strong financial performance

	· Lawsuits, charter violations, etc.
	· Realistic projections

	· “Founder-I”
	· Fundraising efforts

	· Negative press
	· No more than 15% budget spent on occupancy

	· Low or variable enrollment
	· Not administratively heavy

	· Poor academic and/or financial performance
	· Flexibility of staff/child ratios

	· Low staff morale
	· Excellent academic design and performance

	· No relationship with the community
	

	· Conflicts of interest on boards and in management
	


Facility Project Guide

Below is a list of questions to ask yourself before and while developing a charter school facility.

So you think you want to develop/own your own facility?

· Is it always better to own than rent?


· What are the advantages of renting?

· Can you afford to develop/own a facility?

· What is your enrollment? Is it growing?

· What is your net operating income?

· Are you ready to take on the rigors of a capital campaign if needed?

· What is your local real estate environment like? Cheap? Expensive?

· What special program needs if any do you have which will influence your facility choices?

· Do you have the staff resources to deliver a substantial capital project?

Who are my internal resources?
· Who will champion and have responsibility/authority for project?

· Principal?

· Board member?

· Teacher?

· Outside consultant?

· How many stake holders are involved (consider modeling on church projects, establish building committee)?

· Look at board resources—Do board members have the expertise or time?

What do I look for when selecting and acquiring a site?

· Build new?

· Buy an old building and renovate?

· Combination of building and renovate?

· Modular buildings or trailers?

· Use a broker?

· What are the drawbacks of brokers?

· What are the benefits of brokers?

· Have you done a site analysis?

· Professional help (spending money)

· After a site is acquired it is costing money unless it has students in seats and is supporting or growing enrollment—so, should I buy at this time?

How am going to finance this project?

· Bonds?

· Lenders?

· Banks?

· CDFI’s?

· Have I planned capital campaigns?

· Why talk to lenders early?

· Might be too early for any commitments

· Technical help, lenders see a lot of different projects

· Project or school may not be bankable

· Project or school might be bankable if certain conditions are met

· Financing could influence site selection (New Markets Tax Credits)

Project Delivery?

· What should I look for when selecting an architect?

· How do I use and select a project manager?

· How do I select a contractor?

· How will I manage all of the above then stay on top of the process?

· How will I stay on budget?

Contact uS

Jane Ellis

Director, Charter School Lending

Self-Help

jane.ellis@self-help.org
(919) 956-4498
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HAPPY PLANNING!

NOTES  
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Having a diverse board with a variety of skill sets is critical during the facility development process.  Make sure that you have at least one board member with expertise in the following areas:





Law


Real Estate


Finance


Academics 
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Debt Service Coverage Ratio (DSCR) refers to a borrower’s ability to repay a loan. Most lenders want to see a DSCR of at least 1.2
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