FINANCING
CHILDCARE: Innovative Ap

by Jodi Nishioka, Planner, Project Lift-Off; City of Seattle

This article will highlight ways banks
are investing in childcare as a part-
ner in resolving one of the nation’s
biggest crisis, the availability of high-
quality affordable childcare. Ap-
proximately 68 percent of three-year-
olds, 78 percent of four-year-olds and
84 percent of five-year-olds receive
some form of childcare on a regular
basis. This translates to more than 6.8
million pre-schoolers in childcare.*
There are another five million chil-
dren under three years of age in the
care of other adults while their par-
ents work.? Yet, only one in seven
childcare centers provides a level of
care that promotes healthy develop-
ment and learning, with one in eight
providing such poor care that the
health and safety of our children are
actually threatened. The situation for
infants and toddlers is even worse.
Eight percent of childcare programs
for infants and toddlers are consid-
ered good quality, while forty percent
are considered poor quality.®

WHyY INVEST IN CHILDCARE?
High-quality childcare is a major de-
terminant in resolving our national
education crisis. Many children arrive
at kindergarten unprepared to learn
because they have not received appro-
priate development and learning op-
portunities before they reach kinder-
garten. Children who attend higher
quality childcare centers perform bet-
ter on measures of both cognitive and
social skills. The results of a long-term
study revealed that the quality of
childcare affects childrens’ success in
kindergarten and, for many, their de-
velopment through the second grade.*
Affordability is also a major childcare
issue for many American families. Na-
tionally, poor families—defined as
earning 50 percent or less of area me-
dian income—with small children
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spend an average of eighteen percent
on childcare, compared to seven per-
cent spent by wealthier families. In Se-
attle, families of all income levels spend
on average fifteen percent of their
median income on childcare for one
child in the first three years of the
child’s life. Many families have more
than one young child in childcare,
which means approximately thirty per-
cent of a family’s income is spent on
childcare alone.

Availability is another major prob-
lem in childcare. Many families expe-
rience difficulty finding childcare and
are on waitlists so long that their chil-
dren outgrow the childcare they are
waiting for. There is clearly a shortage
of childcare slots in most cities around
the country. In Seattle, there is a fifty
percent shortage of slots for infants and
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a twenty-five percent shortage of slots
for toddler and preschool-age care.

The dearth of childcare availability
also has a major impact on our
economy. It is a common misconcep-
tion that childcare is a small cottage
industry. In fact, it is estimated to be a
$50 billion industry in this country,
affecting hundreds of thousands of
workers and millions of working par-
ents. With welfare reform and unem-
ployment at record low levels, we have
more mothers in our workforce than
ever before. All working parents must
leave their children in the care of some-
one while they are at work, creating a
great demand for high-quality childcare
in this country. Without accessible and
affordable childcare, there is an incred-
ible strain on our workforce and ulti-
mately our economy.

WHAT CHILDCARE INVESTMENTS ARE
Banks MAKING IN THE UNITED STATES?
Throughout the country, banks are
collaborating with a host of concerned
partners to address the needs and gaps
of childcare providers. These initiatives
vary in complexity depending on the
partners involved and the specific au-
dience they are designed to serve.
While this list is by no means exhaus-
tive, the diversity of programs pre-
sented will hopefully spur innovative
thinking about how banks can invest
in childcare initiatives.

CRA LENDER PARTNERSHIP
(WasHineTon, D.C.)
In Washington D.C., a consortium of
eight banks, led by Riggs National
Bank, has partnered with two commu-
nity development corporations to ex-
pand the number of licensed neigh-
borhood childcare spaces in Washing-
ton, D.C. This effort is in response to
the increase in working mothers that
have resulted from welfare reform.
The program provides micro-loans
up to $1,500 to family home childcare
providers for a term typically of three
years, technical assistance on how to

run a business and other workshops
on providing quality childcare. Typi-
cally, the loans are used to purchase
playground equipment, smoke detec-
tors, and other items to meet licensing
requirements.

The consortium was started in April
2000 and already has funded fourteen
childcare programs. The eight banks
made initial pledges to contribute a total
of $60,000. Additionally, they waived
any administrative or servicing fees. The
local government contributed $200,000
to cover administrative costs, includ-
ing the staff costs reiated to providing
technical assistance and training to the
borrowers.

This program is in its first phase with
plans to expand its lending capacity to
serve childcare centers and facilities
development in the future. The pro-
gram was three years in the planning
stage to get up and running.

CoNTACT:
RUSSELL SIMMONS
Senior Vice President
Riggs National Bank
(202) 835-5298

OHio CHiLbcARe CAPITAL FunD
The Ohio Childcare Capital Fund, man-
aged by The Ohio Community Devel-
opment Finance Fund (Finance Fund),
is a resource for Head Start > agencies
in the financing of real estate projects.
The Finance Fund is a housing and
economic development agency whose
programs target under served commu-
nities. In 1996, as a result of a four-
year lobbying effort to increase Head
Start dollars, the Ohio State legislature
made a one-time budget allocation of
$3 million to Head Start to leverage
funds for childcare facilities in Ohio.
The $3 million was used to buy a
certificate of deposit (CD), which gen-
erated an additional $3 million from the

5 Head Start is a federally funded early
care and education program for low-
income families.
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sale of the CD’s revenue and future
principal payments. The approxi-
mately $6 million of funds are used as
linked deposits to help lower the costs
of funds available to childcare programs
for facilities development, resulting in
sixteen projects so far. Linked deposits
are funds placed in conventional lend-
ing institutions that enable them to make
loans at a reduced rate to specific bor-
rowers, such as childcare providers. The
interest earned on the deposited funds
is used to subsidize the interest charged
on below-market rate loans.

The Finance Fund also administers
a grant fund that can be used for pre-
development “soft costs” associated
with acquisition, rehabilitation/addi-
tion and new construction of childcare
facilities such as a feasibility study, ar-
chitectural and engineering work. The
grants are available to nonprofit orga-
nizations that provide childcare ser-
vices to low-income populations—
non-Head Start programs—and who
generally do not have experience in
property development. Banks might
think about identifying similar grant
programs in their area to locate
childcare providers who are consid-
ering expanding their facilities.

CoNTACT:
James R. KLEIN
(800) 959-2333 or (614) 221-7493
email: info@financefund.org
website: www.financefund.org

MassacHuseTTs CHiLD CARE CAPITAL
InvesTMENT FunD

The Child Care Capital Investment
Fund (CCCIF) pools funds from pub-
lic and private sources and re-lends
them to nonprofit childcare providers
serving low-income children in Mas-
sachusetts. The fund was initiated in
1992 by the United Way with a sig-
nificant contribution from the Ford
Foundation, raising $2.5 million for the
initial pool.



Recently, CCCIF received a million
dollars in “participation loans” from
four local banks: Citizens Bank, Fleet,
Boston Private Bank and Wainwright
Bank, with each lender contributing
$250,000. Their participation was stimu-
lated by an offer from the Federal
Home Loan Bank to use funds from a
special program to support this com-
munity effort.

CCCIF distributes $1.2 million annu-
ally in loans ranging from $10,000 to
$300,000. The loans are given at a fixed
rate of seven percent interest for a term
of ten years, with six to eight loans
outstanding at any given time.

One of the most important features
of the Child Care Capital Investment
Fund is the extensive technical assistance
given to each borrower. Recognizing that
childcare providers are not in the busi-
ness of real estate development, CCCIF
staff provide an average of 40-50 hours
of technical assistance which includes
assistance to identify architects and con-
tractors, manage financing and business
expansion and determine the borrower’s
debt service capacity.

ConTACT:
VicToriA Bok
Program Manager
(617) 727-5944
e-mail: vbok@cedac.org
website: www.cccif.org

SAN FrANcisco CHILDCARE
FAciLities Funp
The San Francisco Childcare Facilities
Fund (CCFF) is a public-private part-
nership whose goal is to increase the
guantity and improve the quality of
childcare in San Francisco. Since its in-
ception in 1998, $15 million has been
raised for childcare facilities already
benefiting 120 family home providers
and 30 centers. To date, over 2000
childcare spaces have been financed,
including 1400 new spaces, through
grants and loans totaling almost $7
million.

The San Francisco Childcare Facili-
ties Fund offers three core programs:

1) The Family Childcare Assistance
program provides grants of $1,000 to
$5,000 to meet one-time capital ex-
penses of family (in-home) childcare
providers.

2) The Childcare Center Assistance Pro-
gram provides pre-development and
planning grants, grants for equipment,
working capital to stabilize business and
construction to permanent loans through
the award winning Section 108 Com-
munity Development Loan Program.®

3) Technical assistance is also provided
to boost the facilities expertise and
business management skills of
childcare providers.

CoNTACT:
SEPTEMBER JARRETT
Low Income Housing Fund
(415) 772-9094
email: sjarrett@lihs.org

Cascapia RevoLving Funp

Cascadia is a certified CDFI that provides
loans, bookkeeping and technical assis-
tance to businesses that do not qualify
for traditional bank financing. Their sup-
port of start-up and existing childcare
businesses has contributed to both the
capacity and profitability of this highly
specialized sector. Cascadia’s loans en-
able childcare providers to renovate or
expand their facilities, and make other
improvements such as purchasing play-
ground equipment or installing a fence
for an outdoor play area. Their loans
also help providers increase the num-
ber of kids they are certified to serve,
which positively impacts the provider’s
annual income and improves the avail-
ability of licensed care for parents. Loan
amounts range from $1,000 to $150,000
with low interest rates and a two per-
cent loan fee plus closing costs.

6 Section 108 is a HUD program that
enables States and local governments to
obtain federally guaranteed loans to
support large economic development
and revitalization projects. Current and
future CDBG funds are pledged as
security for the loans. Funding childcare
facilities is one of the most unique uses
of this program, with CCFF being
perhaps the only example.
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ABoUT THE AUTHOR

Jopi NisHIOKA is planner for Project Lift-Off,
a community-based initiative that seeks to
create a system of early care, education and
out-of-school-time activities that are afford-
able, easy to access and highly effective for
the children of King County, Washington. She
co-staffs the Project Lift-Off working group
whose aim is to “revolutionize the financing
of child care and out-of-school-time pro-
grams,” along with other components of the
Project Lift-Off action agenda. As part of her
work in childcare finance, she is helping the
Federal Reserve Bank of San Francisco facili-
tate a childcare finance initiative with Wash-
ington bankers. Ms. Nishioka has a bachelor’s
degree in finance from Boston University, and
a law degree from George Washington Uni-
versity. Ms. Nishioka practiced law for six years,
primarily representing women and children,
before leaving the practice of law to focus
her efforts on advocating for women and
children outside of the courtroom.

Cascadia manages its high-risk lend-
ing successfully. Eighty percent of their
borrowers are still in business and their
loan loss rate is less than one percent.
These impressive figures are largely the
result of the technical assistance and
personal attention the staff provides to
their borrowers. Its loan funds come
from individuals and institutions that
invest in Cascadia at below market
rates. This approach offers banks a
convenient, lower risk way to make
CRA eligible small business loans to
childcare providers.

CoNTACT:

MaRY ANN JOHNSON
Childcare Fund Manager
(206) 447-9226
email: maj@cascadiafund.org
website: www.cascadiafund.org

Bank oF AMERICA CHILDCARE PLus

Bank of America has shown leadership
in addressing work and family issues
for their employees. Depending on the
employee’s eligibility, Bank of America
will reimburse up to $152 a month per
child. They have found that helping
employees pay for childcare has de-
creased turnover by fifty percent for
those employees using the program.
The savings to the bottom line created
by the lower turnover, more than jus-
tifies the $22 million this benefit costs
Bank of America annually. Bank of
America also offers inclement weather
and summer care programs at some
locations and near-site childcare cen-
ters in some cities.

CHiLDCARE FAciLITIES FINANCING PROGRAM
(CALIFORNIA)

The California Department of Housing
and Community Development (HCD)
offers loan guaranties up to 80% to en-
courage private sector lenders to finance
childcare facility development. Because
priority is given to applicants who are
primarily serving children from “welfare
to work” or other low-income families
as one of the criteria, banks can be cer-
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tain that the loans would be eligible for
CRA Lending Test credit.

COoNTACT:
JEANNE MONAHAN
(916) 327-3626
email: jmonahan@hcd.ca.gov

THe VALUE OF TECHNICAL ASSISTANCE
The biggest barrier to expanding
childcare services may very well be the
childcare providers themselves. While
the programs discussed above have
helped a number of childcare provid-
ers and created many new slots for
children in their communities, it re-
mains a struggle to encourage childcare
providers to take out loans. Technical
assistance can provide the information
they need to make a wise and practi-
cal decision to borrow funds for their
childcare program.

Childcare providers are reluctant to
take on the responsibility of servicing
a loan commitment because they ei-
ther cannot afford the monthly loan
payments, are intimidated by the lend-
ing process or are afraid to incur addi-
tional debt. Yet, many childcare pro-
viders use high-interest credit cards to
pay for playground equipment and
improvements to their facilities. Pro-
grams that offer grants report a great
demand for these funds. Bundling
loans with grants is a way of leverag-
ing these limited funds by enticing
childcare providers to explore the pos-
sibility of borrowing.

Many banks that have undertaken
loans to childcare providers have ex-
pressed a need for outreach and edu-
cation about budgeting, financial man-
agement, as well as ongoing assistance
for the borrower once they embark on
a facilities project. The lending pro-
grams discussed above are adminis-
tered by nonprofit intermediaries
whose supplemental support from
foundations, municipalities and other
concerned parties enable them to pro-
vide such assistance. Investing through
intermediaries is a cost effective and
efficient way to support childcare. Cl



