FUNDING OUR FUTURES

A
CAPITAL
PLAN

From bridge financing to a unique co-location partnership,
schools’ construction financing strategies reveal new levels of
creativity, resourcefulness and fiscal prudence.
By Stacey Freed
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THE BOTTOM LINE
• Schools planning major construction
projects report a broader mix of
funding sources and strategies amid
rising interest rates and unstable
market returns.
• Early guidance from financing experts,
legal counsel, contracts, architects and
project managers can help forestall
surprises or project delays.
• Co-location projects with other
schools may be an option under
some circumstances.

Design rendering for the shared home of
Lake Washington Girls Middle School and
The Giddens School. Images courtesy of
Graham Baba Architects, Seattle.
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ake Washington Girls Middle School

funding sources for capital expenditures.

and The Giddens School have embarked

“Most of the projects in which we’re a part

on a uniquely ambitious plan to build a

involve some type of capital campaign or

space to co-locate. The two Seattle schools,

fundraising effort and some money the

with a combined enrollment of under 300

school has in debt financing,” said Kevin

students, were lucky enough to find anchor

Quinn, Wye River’s president.

donors to help them move forward with
the $30 million project, which is underway
now on the site of a former bowling alley.
But with no endowments to speak of, they
had to be creative in bridging the funding
gap. Early on, they engaged Wye River, an
independent financial advisory group, to help
them plan funding for the “Two Schools”

LAG TIME COVERAGE
Last July, The Potomac School

started construction on a $35 million,
75,000-square-foot athletic and

project. “They pushed us hard in a way that

community center that will include a

was really helpful,” said Lake Washington

large gym with practice and competition

Head of School Patricia Hearn. “This is a

courts, locker rooms, team meeting spaces,

complicated project — two schools, ground-

seven squash courts, a workout room,

up construction, double financing, double

a multi-purpose studio and an indoor

boards to deal with.”

three-lane track. The K-12, 1,020-student

While the Lake Washington-Giddens

day school, in McLean, Virginia, needs the

project is unusual, every independent school

space to support its robust interscholastic

could benefit from similarly early guidance

athletics program and to accommodate

on construction financing. “Having the bank

the entire school and guests for events and

and counsel involved in the process early is

assemblies. “We don’t have the ability to

useful so everybody’s on the same page, and

gather our whole community in one indoor

when it comes time for the final terms there

space right now,” said Dyana Conroy, CFO

are no surprises,” said Jonathan Saben, chair

and COO, who has been working to bring the

of the corporate and real estate department

project to fruition for several years.

at Folger Levin, a San Francisco law firm.

Potomac School is committed to funding

It’s helpful, too, to get input from general

the project entirely though philanthropy,

contractors, architects or project managers

Conroy explained, and board discussions

early in the process.

specified that “we would only start the

Moreover, in today’s market of higher
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Here’s a look at three such projects, and
the funding stories behind them.

project if we were 85 percent funded.” But

interest rates and less stable investment

there were two issues. First is the school’s

returns, it’s critical for schools to secure

relatively young alumni base. “We’ve only

internal metrics and be open to a mix of

had a high school for 29 years, so many
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Ways to Borrow
Independent schools have several
options for funding capital
projects. Determining which type
of loan is best for your school
is usually a function of the loan
amount. Direct construction
loans from a bank, bonds and
tax-exempt financing are most
common. For a project costing
$5 million or more, tax-exempt
financing may be the best choice.
Tax-exempt debt:
• Has a lower interest rate,
but transaction costs tend
to be higher than those of
comparably sized taxable
financings. Generally,
long-term cost savings
will significantly exceed
incremental transaction costs.
• Can be issued readily on a
long-term (20 to 30 years)
fixed-rate basis. Most
taxable debt financings,
other than very large issues
for investment-grade-rated
borrowers, are more typically
structured with a floating rate
and a shorter term.

Bridge financing helped The Potomac School fund construction on its $35 million athletic and
community center.
of our alumni are still young,” Conroy

making solid choices on the structure of

said. “In addition, our alumni base is not

the financing.”

as deep as, say, a boarding school might

Another decision involved whether

have. So we rely a lot on current parents

the loan would be taxable or tax-exempt.

and grandparents for a project like this.”
Second is the typical lag between when
philanthropic pledges are secured and
when they are paid.
To fund construction during the lag
period, Potomac worked with PNC Bank,
the school’s lender on several previous
projects, to set up bridge financing.

lower interest rates, they also have higher
upfront costs (see sidebar at left). At the
time the school was negotiating with
PNC, “there was uncertainty over whether
some tax law changes were going into
effect,” Conroy said. That uncertainty led
to the choice of a taxable loan. “If the law

• Has covenants that tend to
be less restrictive than those
of taxable debt. They relate
to liquidity requirements,
minimum acceptable debt
service coverage levels,
issuance of additional debt
and the disposition of surplus
capital and assets.

With this medium-term vehicle (in this

with PNC, the school still had to show

is a benchmark based on the interest rate

• Can be used to pay for expenses
incurred prior to construction —
but only if the board has already
put in place a “reimbursement
resolution.”

its creditworthiness. Conroy, the head of

at which banks lend funds to one another

school and the board treasurer presented

in the international interbank market.)

case, seven years), the school can draw
down loan principle as needed, avoiding
unnecessary interest expense and aligning

bank would have the ability to increase
our interest rate.” And although the loan
is variable in that it’s LIBOR-based, “to

The school can finance up to $30 million of

mitigate against LIBOR increases we

the project, said Conroy.

purchased an interest loan cap,” she said.

Despite the preexisting relationship

information about Potomac’s internal
metrics — including admissions yield,
fundraising, growth over time, operating
performance, retention, balance sheet
from a capital campaign feasibility study
that surveyed targeted donors and the
broader school community.
Potomac also hired an outside advisor
to review the bank’s loan term sheet
and consult on market information. The
advisor “could provide a market view that
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changed — which it did eventually — the

drawdowns with construction payments.

strength — as well as information gleaned

28

While tax-exempt loans generally have

(LIBOR, the London Interbank Offer Rate,

Potomac hadn’t drawn on the bridge
loan as of early January, but it will once
donor funds cease to cover expenses,
likely this spring. In the meantime, those
available dollars are not costing the
school a penny. Bridge financing “is the
perfect structure to match cash needed for
monthly construction draws,” said Conroy.
Fundraising is ongoing. The message to
donors, Conroy said, is that the project is part
of “our vision for how to continue to make

I otherwise didn’t have,” Conroy said.

Potomac exceptional, not only by creating a

“The school did the bank negotiations, but

community center but also by strengthening

this outside source checked to make sure

our endowment to ensure that the best

we were getting good market terms and

programs are available to our students.”
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Lender
Considerations
What do creditors want to
know before lending to an
independent school?

The Two Schools project will create a modern and sustainable campus on the site of a former
bowling alley. Find a link to the construction webcam in this article on NetAssets.org.

The process began in the spring of 2016,
said Morva McDonald, the Giddens head
of school. “I was at the tail end of my first
year and became aware that the lease of the
current building would be up in June 2018.
There had been no strategy about what to
do.” The archdiocese denied the school’s
requests for a 50-year ground lease or to

STRONGER TOGETHER

make the needed seismic updates, and

The circumstances facing many

leasing another building that McDonald

independent schools force a more creative

learned about the vacant site of the former

approach to construction financing.

bowling alley. The owner accepted the

Consider the Two Schools partnership

school’s offer of $6.5 million for the

cited at the beginning of this article
between Lake Washington, grades 6-8, and
Giddens, preK-5, located a mile apart in
central Seattle. Neither school is religiously
affiliated, but both have long rented
buildings from the local archdiocese. Both
schools are committed to having diverse
student populations and generous financial
aid. Giddens, in particular, spends about
20 percent of its budget on aid, which
goes to 35 percent of its families. And both
found themselves facing significant future
expenses — between $4.5 and $6 million —
for upgrades and renovations that included
fixes to satisfy seismic codes. Remodeling

it wasn’t until the school also ruled out

64,000-square-foot property, but after
further financial analysis it became clear
that “we could not do this on our own.”
A former university professor who was
familiar with nonprofits collaborating
on space needs, McDonald sent what she
called “a funny email” to Hearn, whom
she had met only once. “I knew that they
were facing similar space needs. I said I
had a crazy idea and asked her to meet
for coffee.” Hearn liked the idea almost
immediately. “It pretty quickly became

Market position:
• Historical enrollment trends
and target size
• Selectivity and yield
(matriculation) rates
• Geographic diversity
• SAT/ACT scores of graduating
students
• Secondary school and
college placement of
graduating students
• Retention rates
• Trend of net tuition per student,
and future pricing plans
• Cross-admission (win/
loss) data versus primary
competitors
Financial resources:
• Balance sheet strength
• Liquidity/capital reserves
• Fundraising
Operating performance:
• Operating margin
• Annual debt service coverage
• Revenue diversity
Debt:
• Debt capacity
• Outstanding debt
• Term of proposed debt
Management:
• Budgetary/monitoring
practices
• Board composition/
involvement
Source: Wye River Group

clear that co-locating was a great idea,”
she said. As noted in a joint website for the

didn’t make sense for either school,

project (twoschools.org), “Coming together

especially for buildings they didn’t own.

around the same set of problems presented
an obvious solution: Join forces to construct

Learn more about the Lake
Washington-Giddens project at
twoschools.org.

netassets@nboa.org

a new facility that would serve both schools,
allow each school to maintain its own
identity, to grow and thrive, and, by the
way, require each of us to only come up with
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Spotlight on
Lender Covenants
When Georgetown Day School
decided to unify its two campuses
in an estimated $92 million
project, it had a complicated set
of circumstances that included
two property purchases, land
being held as an acquisition, and
simultaneous refinancing and
financing. The school posted an
RFP and held discussions with
many banks. SunTrust bank was
the winning bidder in the process,
said Jeff Houser, CFO of the
1,075-student preK-12 school in
Washington, D.C.
“SunTrust came to the table
with terms that were the most
favorable,” Houser said. “The bank
understands the way GDS operates.
It understands our cash flow and
how we work. It came up with lower
closing fees. It came back with
covenants that were not only most
favorable but would make sense
in the way we keep our accounts.”
Covenants can be tricky, he added.
Essentially a list of agreements about
a loan, they can be as simple as
the borrower agreeing to produce a
report every six or 12 months. They
might also include rules about “cash
days on hand,” the number of days
the borrower can continue to pay
operating expenses.
The more onerous these
covenants, the easier it might be to
trip them — giving the lender the
right to make changes. “You need
to understand the ramifications of
the covenant,” Houser said. “Look
for a package that you can live with
for the number of years you’ll be in
the agreement.”
Learn more about the GDS
campus unification on NetAssets.
org, in Leveraging the Land (May/
June 2016).
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approximately half the cost of constructing

million to a jazz education organization

a new facility on our own.”

and a housing organization, which will

Less clear was how the schools would
raise the money to buy the land, let alone
construct that new facility.
The first steps involved talking up

partner on a mixed-use facility with 80
units of affordable housing.
Because the schools need to have the
new facility ready for their 2019-20 school

the project publicly. As luck would have

year, a complete financing solution for

it, an individual in the Lake Washington

the project needed to be implemented by

community stepped up and bought the

June 2018 so that construction could begin

property in November of 2016 for the

quickly. With Wye River’s assistance, they

agreed-upon $6.5 million, with the

conducted a broad-based solicitation

understanding that the schools would

of lenders, requesting both permanent

rent it for three years with the option of

financing of $18 million and bridge

purchasing it at the original price (they

financing of approximately $10 million

exercised that option last August). The

to be repaid with proceeds of capital

challenge remained of how to come up with
the funds to develop the property — an
estimated $30 million for a building with
52,500 square feet of indoor space.

campaigns in progress. They secured a
lender, and the permanent and interim
debt transactions were structured as
tax-exempt bond financing through
the Washington State Finance Housing

Recognizing that raising $12
million just through fundraising
would be a challenge, McDonald
and Hearn got creative once
again. They found compatible
nonprofit buyers for a portion of
the land, preserving a footprint
of about 42,000 square feet for
their project.
The schools then engaged Wye River
Group, which specializes in independent
school facility financing, to help develop
and implement a finance plan for the
project. Wye River helped each school
conduct a debt capacity analysis to
determine how much permanent debt it
could afford and, based on the collective
amounts, how much of the $30 million
project cost would have to be funded
through other alternatives. From that
analysis, the schools determined that
together they could support up to $18
million in permanent debt and would need
$12 million in equity.
Recognizing that raising $12 million just
through fundraising would be a challenge,

Commission in order to secure the lowest
possible interest cost for the schools.
As of late December, the two schools
collectively had raised over $9 million,
including community and foundation
support. At a February “topping out”
ceremony, the community was expected to
come together to sign the last beam before
it goes into place. Move-in is planned for
the 2019-2020 school year.

"Engaging more perspectives
and making collaborative
decisions can take more time.
But it also fosters generative
thinking and innovation."
—Patricia Hearn,
Lake Washington Girls
Middle School
Noting that the collaboration
includes economic, environmental and
workload benefits, Hearn and McDonald
would encourage other schools to seek
partnerships in the same way. It does
“take some risks, and you have to find
somebody who will be a complement

McDonald and Hearn got creative once

for your organization. Engaging more

again. They found compatible nonprofit

perspectives and making collaborative

buyers for a portion of the land, preserving

decisions can take more time,” Hearn

a footprint of about 42,000 square feet for

acknowledged. “But it also fosters

their project. “We cultivated a relationship

generative thinking and innovation. Don’t

with two other nonprofits that were

get stuck in thinking there’s only one way

mission aligned,” McDonald says. Last

to do a capital project. And answer the

August, they sold the parcel for $2.4

email with the ‘crazy’ idea.”
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DEBT-AVERSION FUNDING
Like many other independent schools,

Newark Academy faced financial struggles
in the early 1990s. “We overreached
and ended up borrowing from what was
then a fairly paltry endowment,” Sam
Goldfischer, director of business and
finance at the grades 6-12 day school in
Livingston, New Jersey. “It took us 12 years
to pay it back.”
That experience helped set the stage for
the school’s fiscal philosophy of avoiding
debt. Its board committed to discipline,
deciding the school “would not endeavor

Funding for Newark Academy's new auditorium will come from a combination of pledges, donor
gifts and operating funds.

in any project in the master plan until
we were 50 percent funded, and not start
a subsequent project until we were 100
percent funded on a prior project,” said

an $8.5 million upper school; $5 million

Fiscal discipline has also forced Newark

worth of field and concession stands,

Academy to hold off on some projects.

bleachers and press boxes; and a $9.8

For instance, the school’s original

million middle school. Now it is funding

2006 plan called for gutting and then

an auditorium using the same methods.

expanding its middle school. Instead, the

“We were able to secure a line of credit

comprehensive master plan covering four

board decided to build a separate wing

— not even a construction line of credit —

phases of development for bricks-and-

connected physically to the rest of the

from a smallish bank that gave it to us just

mortar projects and endowment funding.

school. That would cost “$3 million more

on a negative pledge, which in this case

Since then, through a combination of

than we anticipated. We waited because

means we can’t borrow from anybody else

we did not have the [required] 50 percent

pledges, donor gifts and operating funds,

until we pay off that debt, but there is no

funded,” Goldfischer said. In the end, the

the school has funded the construction of

mortgage,” Goldfischer explained.

project took a little over a year beyond the

Goldfischer, who has been with the school
for 28 years.
This philosophy began to play out in
2006, when Newark Academy developed a

original schedule to complete.

Unveiling of Newark Academy's new middle school.

Goldfischer advises schools to think
about the following before raising money
for a construction project:

• Know what you can afford to do, and do
only what you can afford to do.
• Know your timeline and whether you

have the wherewithal to raise the funds.
Remember that it’s more difficult to
raise funds for something that is already
open and in use.

• Build a solid relationship with a financial
institution and demonstrate your

financial stability. The same holds true
for architects, engineers and contractors
who understand the culture of your
school. They will save you money in
design and construction.
As of December, Goldfischer said, Newark
Academy had $2.6 million due on its debt
and $4.4 million in pledges against it. “We
don’t anticipate going into any long-term
debt anytime in the near future.”

Stacey Freed is a
freelance writer in
Pittsford, New York. She
has contributed to
Net Assets since 2015.
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