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7.1
Northwest Louisiana Strategic Action Council Members
Abrams, Reginald


Abrams & LaFargue
Beaird, John B.


Beaird Properties
Bradley, Ed



KSLA Channel 12 
Bremer, Dick



Greater Shreveport Chamber of Commerce
Broderick, Lindy


Greater Shreveport Chamber of Commerce
Chance, Vernon B.


Committee of One Hundred
*Davidson, Dee


Horseshoe Casino Hotel
Dudley, Zazell



Dudley Enterprises
*Griggs, Roy L.


Griggs Enterprises, Inc.
Gruber, Sue



Minden-Webster Chamber of Commerce
Hamm, Bo



Berg Mechanical
Hubbard, John T.


AEP Southwestern
Marsala, Dr. Vincent J.

LSU in Shreveport
McInnis, Harry E.  Jr.


McInnis Brothers Construction, Inc
Pierce, Joe



United Way of Northwest Louisiana
Pierson, Don



Bossier Chamber of Commerce
*Priest, Lillian



JaLi'Ve Enterprises
*Thompson, Arthur


City of Shreveport
*Thompson, Lloyd


Thompson Transportation Services
*Walker, Art



Communications One
Wayt, Gard



Wayt Gard & Associates
 

 *   Denotes members “At large”.
7.2    Northwest Louisiana Comprehensive CDC and Fund Steering Committee

Beaird, John B., Beaird Properties, Co-Chair  
 

Dudley, Zazell, Dudley Enterprises, Co-Chair

Childs, Alvin Jr. Vintage Realty

Godfrey, Helen, Shreveport Credit Union 
Moore, Bonnie, City of Shreveport Department of Community Development 

Williams, Judy, Williams Creative Group 
Don Weir, Jr., Attorney
Rev. C. E. McClain, Little Union Baptist Church

7.3     Northwest Louisiana Fund Draft Term Sheet

NOTE:  This Draft Term Sheet is solely for the use of the Northwest Louisiana Strategic Action Council, the Northwest Louisiana Comprehensive Community Development Corporation, and the Fund Building Team in discussions with potential investors to refine the parameters of the proposed Fund.  It should not be construed as an offering to investors or as a final summary of the Fund.  All decisions involving the details of the proposed Fund will be reached at a future date by Strategic Action Council, the Comprehensive CDC, the selected Fund Management Team and investors in the proposed Fund.  

The $20 million Northwest Louisiana Community Development Fund (the “Northwest Louisiana Fund”) will be a limited liability company (LLC) created to invest in real estate, housing, commercial and industrial projects, and to select work force, affordable multi-family housing opportunities which are a part of mixed-use mixed-income projects, primarily in the low to moderate income neighborhoods of the Shreveport-Bossier metropolitan area. 

To achieve superior long-term financial returns for its investors and to achieve economic and environmental returns expected by the community and sponsor(s), the Fund will be able to make equity, equity-related, and debt investments in real estate developments in these target areas.  These investments will have the capacity to improve the quality of life, to make a measurable impact in the economic revitalization of the target neighborhoods, and to meet appropriate rates of return in the mid teens, as described in this term sheet. 

The Northwest Louisiana Strategic Action Council (SAC) and the Northwest Louisiana Comprehensive Community Development Corporation (Comprehensive CDC) and are the lead organizations in sponsoring and developing the Northwest Louisiana Community Development Fund to make investments guided by the new “double bottom line” private investment Paradigm. 

The Northwest Louisiana Community Development Fund can serve as an organizing principle for sound community economic development in the region.  The Fund’s purpose is to promote a long-term, regional approach to the challenges facing Northwest Louisiana based on collaboration, cooperation and community leadership. 

The Fund will encourage appropriate infill development in the urban core areas of Northwest Louisiana, and discourage random commercial, industrial and housing development on open greenfields within the region. 

The Comprehensive CDC as Special Member ensures the Fund is designed to engage the most disadvantaged communities of the Northwest Louisiana region to capitalize their underutilized workforce, land, and resources in ways that create wealth for residents and contribute to continued regional health and well being. Thus, these investments are expected to meet the community reinvestment obligations of select investors.   

The Fund will offer investors the opportunity to invest with a proven Fund Management Team, who brings to the Fund extensive real estate investment experience in mixed use commercial, industrial and mixed income workforce housing projects, the capacity to attract investors to the Fund, and the willingness to invest a portion of their own resources in the Fund.
	Background:
	The Fund is created to take advantage of properties that require repositioning by way of development, renovation, leasing upgrades, resolution of environmental issues or by other means which may significantly increase market value and economic activity in the urban core areas of the Shreveport-Bossier metropolitan area.  These areas are largely the low to moderate income neighborhoods of the Shreveport-Bossier metropolitan area. 

Once the Fund has been closed, the Special Member will have no direct responsibility for the investment decisions of the Fund.  

Investment in the Fund is under consideration by major commercial banks, other financial service corporations, insurance companies, foundations, and private and public institutional investors in Northwest Louisiana and throughout the nation.  

The Fund itself will be a for-profit LLC that is designed to achieve public purposes while producing an appropriate return for its investors.  The Managing Member makes all investment decisions for the Fund.  


	Investment Entity:
	The Northwest Louisiana Fund, LLC will be a Limited Liability Company that will be created jointly by two organizations: The Managing Member and the Comprehensive CDC as a Special Member.

	The Comprehensive CDC  as Special Member:
	The Comprehensive CDC, as Special Member, will have the following rights and responsibilities:  

1) Choose the Managing Member in collaboration with other lead investors;

2) Negotiate the term sheet with the Managing Member in collaboration with other lead investors;

3) Receive a portion of the management fee and carried interest as described below, in exchange for value added services to increase deal flow;

4) Represent the Comprehensive CDC on the Advisory Board with one seat as described below;

5) Monitor Fund performance, to ensure that the objectives and “double bottom line” Investment Criteria are met by the Fund and its Managing Member; and

6) Help Source Deals.

	Managing Member:
	Managing Member has sole responsibility for all investment decisions and responsibility for other day-to-day activities of the Fund.

The Managing Member will be recognized by lead investors as having a proven management team with the capacity to attract additional investors to the Fund.

The Managing Member will be willing to invest no less than 5% of the total commitments to the Fund.  

During the Fund formation process, the Managing Member will be responsible for developing a strategy for the successful closing and execution of the Fund. 

	Legal Structure:
	The Fund itself will be structured as a limited liability company (LLC). 

Each individual project in which the Fund invests will most likely be structured as a separate LLC or in the case of higher yielding debt investments will be structured in a legal lending unit, according to general practice.  The project LLCs in the portfolio will be structured so that investments are not cross collateralized.  This means that no investment may be put at risk as collateral for another investment.

The legal structure will be designed to ensure that the particular needs of certain classes of investors will be protected.  These include the fiduciary responsibilities of pension fund and other institutional investors, the community reinvestment requirements of commercial banks, any specific requirements of bank holding companies, and any other needs that may become apparent during the closing of the Fund. 

	Investment Objective:
	Achieve superior equity returns ranging from mid to high teens.

To achieve a significant economic impact in the Shreveport-Bossier metropolitan area and the ten parish region of Northwest Louisiana through strategic real estate investments in commercial, industrial, and mixed-use projects and mixed income, low income and affordable housing projects which trigger further smart development in surrounding areas. 

	Investment Strategy:
	Emphasis will be placed on development projects which: 

1) contribute to the growth and development of the regional economy on Northwest and

2) offer investors the best opportunities for capital appreciation

To be considered for investment, real estate development projects must be within the low and moderate-income neighborhoods of this region.  These neighborhoods are further defined by family incomes being less than 80% of the median family incomes in the surrounding area.  

At the Managing Member’s election, investments could be (1) in areas contiguous to the LMI neighborhoods, or (2) a brownfield, or (3) a closed military base, if the project benefits residents of one or more of these LMI neighborhoods and the investment have the support of the Special Member. 

A priority will be given to those projects that can make the most measurable impact in the region as a whole. 

The Fund will have the flexibility to make any appropriate investment involving equity or debt, including mezzanine capital with equity components.

Potential portfolio projects will generally be in partnership with a developer with a demonstrated capacity to manage increasingly complex commercial, industrial and mixed-use and mixed income, low-income and affordable housing development projects. 

Special consideration will be given to developers indigenous to the community who are capable of producing the risk-adjusted returns expected of the Fund.  

Joint ventures with community partners will be encouraged and given priority. 

	Community Revitalization Investment Criteria:
	All investments shall have substantial compliance with the following Community Revitalization Investment Criteria:

· Make urban communities more livable and walkable through the development of infill housing, commercial, and/or retail developments within existing neighborhoods in close proximity to public transit.

· Maximize the use of existing resources (water, power, existing buildings or infrastructure, materials, manpower and dollars). 

· Encourage the integration of mixed-income and mixed-use neighborhoods.

· Help reduce pressure for development at the periphery of the region by building on the comparative advantages of the urban core.

· Encourage the reuse and redevelopment of underutilized properties such as brownfields.

	Displacement:
	Any investment which involves the displacement of households earning less then 80% of the area median income will require the project developer to prepare a relocation plan for approval by the Managing Member with advice from the Special Member. 

	Diversification:
	The Fund will invest not more than 20% of the aggregate capital commitments in any single portfolio project, or more than 20% of the aggregate capital with any one developer. The Fund’s equity position in a project will generate at least 50% leverage.
A majority of the investors may agree to a higher percentage of investment in any single portfolio project, a higher percentage of investment with any one developer, and a lower percentage of leverage as proposed by the Managing Member.


	Housing Component:
	As a general proposition, mixed-income housing will be a part of mixed-use development.  

	Capitalization:
	Minimum capitalization of $20 million.  Maximum capitalization of $40 million. 

The Managing Member and the Special Member may, at their discretion, accept subscriptions in excess of the stated maximum.  

	Minimum Subscription:
	$3 million

The Managing Member and the Special Member may, at their discretion accept subscriptions below the stated minimum.

	Location:
	Investments will be made in developments located within the Geographical focus of the ten parish region of Northwest Louisiana.   Investments will generally be made neighborhoods in which family incomes are less than 80% of the median family incomes in the surrounding area. 

The Market Assessment demonstrates that there is sufficient deal flow to support a $20-30 million Fund. 


	First and Subsequent Closings:
	The Managing Member and the Special Member may, at their discretion, schedule a first closing when subscriptions have reached $ 10 million.  

The Managing Member and the Special Member may, at their discretion, schedule subsequent closings for one year after the initial closing. 

Investors that buy in subsequent to the initial closing will do so on a pari-pasu basis and will be required to fund their pro-rata share of the sum of the following:

· Costs and fees expended to date

· Investments to date

· A 10% annual carry cost for the two items above.

	Advisory Board:
	An Advisory Board representing investors in the Fund will be established to advise the Managing Member on issues relating to the investment program.   

A representative of The Comprehensive CDC will hold one seat on the Advisory Board, as the Special Member.

The Advisory Board will meet at least semi-annually with the Managing Member and the Special Member, where it will be briefed regarding:

· The investment strategy of the Fund

· The current performance of the Fund relevant to:

· “Double Bottom Line” Investment Criteria, and

· Financial returns; as well as the overall climate for real estate investment in low and moderate-income neighborhoods in the Northwest Louisiana area. 

All investment decisions will be made solely by the Managing Member.

	Removal  Of Managing Member:
	After 36 months from fund inception, a group consisting of 80% of the investors representing at least 80% of the invested capital may remove the Fund Management Team.  The reasons for removal are to be delivered in writing to the Fund Management Team.  The Fund Management Team shall bear no dilution of its carried interest.  The Fund Management Team’s investment commitment shall be eliminated upon notification of removal.

	Working Capital Line:
	There will be a working capital line of $1 million secured by the aggregate capital commitment less capital returned from either the sale or refinancing of projects subject to the consent of the investors.

	Drawdown/ Investment Period:
	Investors’ commitment shall be drawn down during the five-year period commencing on the first closing date.

	Term of the Fund:
	The Fund shall operate for a term of eight years, and can be extended to facilitate the realization of investments for one year by the Managing Member.  The Managing Member with the consent of the Fund’s Advisory Board may be extended for a further year. 

	Co-Investment Policy:
	Where possible and appropriate, the Managing Member intends, but will be under no obligation, to provide co-investment opportunities to Fund investors.

	Reinvestment Rights:
	During the drawdown/investment period, proceeds returned to investors within 24 months of investment that constitutes a return of capital may be subject to reinvestment by the Managing Member at its sole discretion.

	Organization Expenses:
	The Fund will bear the legal, accounting, and other professional costs of organizing the Fund as well as certain out-of-pocket expenses.  Organizational expenses will not exceed $500,000.

$350,000 of the total organizational expenses is dedicated to the SAC and the Comprehensive CDC for the purpose of recovering organizational expenses incurred out-of-pocket on behalf of the Fund’s creation.


	Management Fees:
	The asset management fee will be 2.0% per annum payable quarterly on the aggregate committed capital less capital returned from either the sale or refinancing of projects.

The above management fee will be no less than 80 basis points of the portfolio asset value, or 2% of capital, which ever is greater.  

In any event, an additional management fee of 0.5% of the aggregate committed capital less capital returned from either the sale or refinancing of projects will be paid quarterly to the Special Member.  

The Managing Member will not benefit financially from any third party charges for property management, servicing or other fees.

	Distribution and Allocation of Income:
	Income will be allocated on an aggregate basis in the order of priority set forth as follows:

First, investors will receive 100% of their invested capital.
Second. A preferred return on the Investor’s invested capital at the rate of 6% per annum compounded annually.  

Third, 79% to the Managing Member, 2% to The Collaborative as the Special Member, and 19% to all investors in proportion to funded commitments until such time as the Managing Member has received 19% as its carried interest, and The Collaborative as the Special Member has received 2% as its carried interest of the sum of the distributed Preferred

Fourth, 19% to the Managing Member, 2% to The Collaborative, as the Special Member, 79% to all investors in proportion to funded commitments.


	Loss Reserve Account:
	50% of the after-tax income allocable to the Fund Management Team pursuant to items 3) and 4) above with the exception of the Investment Managing Member’s co-invest and preferred return will be held in a Loss Reserve Account for a period of 3 years from the receipt thereof.  The funds in the Loss Reserve Account may be used to offset the Investment Managing Member’s pro-rata share of subsequent cumulative net losses of the fund, at the sole discretion of the investors.  

The Loss Reserve Account does not apply to the Special Member.

	Distributions:
	The Fund will distribute promptly to investors all cash received by the Fund from its investments, and all cash proceeds from the sale or other disposition of securities or other property held or received by the Fund, other than amounts retained by the Fund to pay its expenses and other obligations.  

All distributions will be made to the investors in accordance with their capital contributions.

	Reporting:
	Within 120 days of the end of the fiscal year of the Fund, an audited financial statement of the Fund’s position, as well as an un-audited report on the performance of individual portfolio investments will be provided to the investors by the Managing Member.

Un-audited financial statements will be provided to investors approximately 60 days after the end of each quarter by the Managing Member.

The Managing Member and the Special Member will be similarly responsible for reporting on a quarterly and annual basis the success of the Fund in meeting the Smart Growth Investment Criteria.


7.4   Alternate Models for Successful Double Bottom Line Funds

The young field of market-rate “double bottom line” private equity funds investing profitably in domestic emerging inner city markets is a dynamic one in which rapid change and growth are constant realities.  Distinct from the original below-market community investment fund model that came to prominence in the ‘80s and early ‘90s, and the newer risk-adjusted market-rate of return model that has flourished in the last decade has evolved many different kinds of double bottom line private equity funds, including national funds and regional funds.  

The two most successful forms, risk-adjusted market-rate of return national and regional funds, have several common characteristics.  These include:

· Investing only in and near targeted low-income inner-city emerging markets to make a significant measurable impact in job and wealth creation, and community revitalization;

· Engaging proven private equity fund managers who have produced upper quartile risk-adjusted rates of return for large institutional investors;

· Attracting large institutional investors drawn from commercial banks, insurance companies, foundations, university endowments, pension funds, as well as, increasingly, individual high net worth investors;

· Producing a risk-adjusted market-rate-of-return according to the highest fiduciary standards for private equity investment and in accordance with the highest standards of the prudent institutional investor (the first vintage late ‘90s funds are currently all producing upper quartile returns in the high 20s-low 30s), and 
· Being capitalized at a scale large enough to attract both proven private equity fund managers and large institutional investors, and to achieve significant measurable “double bottom line” returns:

· Upper quartile, risk-adjusted market-rates-of-return for institutional investors, and

· Measurable job and wealth creation, benefiting the current residents, and community revitalization in the target low-income neighborhoods.

The earlier model of below-market community investment  funds are not a subject for this analysis.  Few of them have been of a scale to attract [1] proven fund managers or [2] large institutional investors, or produce either [3] risk-adjusted market rates-of-return or [4] very large-scale impact in targeted low-income neighborhoods.

While their impact, particularly in the areas of low-income housing development and support for very small and micro-enterprise, has been significant, the below market community investments have sought to supplement the market, necessarily reducing the scale at which they can operate.  They are utilizing a different paradigm and should be judged in relation to what they are attempting to accomplish.  Their performance should not be assessed according to the criteria appropriate to a risk adjusted market rate double bottom line fund that seeks to guide the market into addressing domestic emerging markets.  The confusion over appropriate criteria in measuring the below-market community investments and the lumping together of the below market and market rate community investment funds has tended to place a cloud on the national and regional funds which are performing both at the highest standards of the private equity industry, and the highest current standards for double bottom line investing.  

Because of lack of abundant free information on the performance of the risk-adjusted market-rate-of-return double bottom line funds, it is not yet widely understood that these funds are not only doing good (the second bottom line), but they are doing extremely well—generally outperforming their conventional private equity funds of the same mid-to-late ‘90s vintage (the first bottom line). 

Although national funds and regional funds share many of the same characteristics, this analysis of models is generally focused on those regional funds that share a subset of special characteristics:

· A regional private sector CEO leadership organization undertakes the creation of a not-for-profit Initiative and a for-profit family of private equity Funds to revitalize target inner city neighborhoods as a part of an overall, larger regional economic development strategy;

· The not-for-profit Initiative is organized to oversee the creation of the Fund or Family of Funds, and to ensure that the goals of both bottom lines are met;

· The Fund or Family of Funds are structured to support the not-for-profit Initiative sponsor with an income stream so that the Initiative can help produce “second bottom line” measurable job and wealth creation, and community revitalization which is then post-audited for value received;

Four basic legal forms have emerged as options for the not-for-profit Initiative Sponsor and its for-profit Fund or Family of Funds: [1] the Contractual Model, [2] the Ownership Model, [3] the Legislative Model, and [4] the Fund Manager Model.  Each has its own strengths and weaknesses as summarized in the attached chart.

Table 7‑1 Four Legal Approaches to Fund Oversight

	Legal Model
	Structure
	Strengths
	Weaknesses
	Examples

	Contractual Model
	Sponsor contracts with a proven fund manager to serve as fund manager, and the Fund is then structured either as an LLC or Limited Partnership
	Proven outside Fund Manager
	Fund Manager can run off with the idea with no accountability to not-for-profit sponsor
	Genesis LA Funds, Bay Area Funds, San Diego & Sacramento

	Ownership Model
	NFP Community Sponsor owns for Profit Fund Manager
	CDC has control over Fund Manager
	Investors tend to not trust CDC 
	Community Preservation Corporation/CPC Resources Coastal Enterprises/CEI Ventures

MA Housing Investment/MHIC Equity LLC

	Legislative Model
	Fund criteria and tax deal codified in state legislation
	Good Option in a competitive market
	Not an option in Northwest, La
	MA Life Initiative, MA Property & Casualty Initiative

	Fund Manager Model
	Fund Manager owns not-for-profit sponsor
	Investors like returns, fund managers, and double bottom line concept
	Who is monitoring second bottom line?
	American Ventures, CA Urban Investment Partners, Canyon Johnson Urban Fund, Paradigm Properties, Urban American, Yucaipa Fund


7.4.1 The Contractual Model: 






    The CDC Contracts with the Fund Manager

The Contractual model has emerged in California in the last decade as the classical model for establishing regional “double bottom line” funds.  In the Contractual Model the not-for-profit Initiative Sponsor contracts with a proven Fund Manager with a track record of risk-adjusted private equity market-rates-of-return to manage the Fund.  The Fund is then structured either as a limited liability company (LLC) or a limited partnership (LP). 

The Fund is legally structured to share a portion of the management fee (operating costs) and carried interest (profit) between the for-profit Fund Manager and the not-for-profit Initiative Sponsor.  The Sponsor as Special Member of the Fund receives a portion of the management fee and carried interest for value received by the Fund in sourcing deal flow and monitoring the benefits to urban core neighborhoods.  

The strength of the contractual model is that the best fund managers are attracted, which in turn will attract the best institutional investors.  As a consequence, the $85 million Genesis LA Real Estate Investment Fund I is managed by Shamrock Advisors, a billion dollar investment company created by the Disney Family.  This well managed doubled bottom line fund has so exceeded its promised mid-to-high teens returns to investors that the second fund, Genesis LA Real Estate Fund II, is now expected to close at larger than $150 million.  Similarly, the $66 million Bay Area Smart Growth Fund I is on target to produce similar substantial double digit returns that are significantly above those initially promised to investors, as well as being generally higher than those for conventional “plain vanilla” funds of the same vintage. 

The weakness in these first deployments of the model is that, initially, the contract between the not-for-profit Initiative sponsor and the Fund manager was only for the limited life of Fund I.  This does not protect the Sponsor from the Fund Manager electing to create later funds in the same footprint without the partnership with the not-for-profit that first brought the fund manager to the field of “double bottom line” investing.  Thus, the contractual model has evolved in California in the following ways:

· The contractual model was first implemented by the Bay Area Family of Funds (Section 1.1) and now provides the legal framework for Bay Area funds with over $180 million of capital under management.  This Family of Funds is expected to generate more than $ 1 billion of projects in the poorest target neighborhoods in the Bay Area in this decade;

· The contractual model was then extended to apply to the $26 million Nehemiah Sacramento Valley Fund (Section 1.3).  In both instances of the Bay Area and Sacramento, the fund manager of the inner city real estate revitalization fund is Pacific Coast Capital Partners.

· The Genesis LA Family of Funds (Section 1.2) was the first of the California models of regional initiatives and funds to be implemented in 1999.  Genesis LA did not at first, however, adopt the contract model of a shared management fee and carried interest between the for-profit and the not-for-profit in exchange for value received in implementing the second bottom line.  

Subsequently, Genesis LA has adopted the contract model, and has improved upon the original.  The Genesis LA not-for-profit has now engaged in a long term contract with its three fund managers.  This long-term contract extends beyond an individual fund in order to ensure that as long as the fund manager operates “double bottom line” funds in the footprint of the not-for-profit sponsor, it will always be in partnership with the not-for-profit sponsor. 

· The San Diego Capital Collaborative has now adopted the modified contractual model of Genesis LA (Section 1.4) 

Each of these models and their evolution is spelled out below.

7.4.1.1 The Bay Area Community Capital Investment Initiative & Family of Funds

The Bay Area Community Capital Investment Initiative (CCII) and the Bay Area Family of Funds are the current national paradigm for regional Initiatives employing the contractual model to build market-rate, double bottom line, private equity Families of Funds with proven Fund Managers and institutional investors to create significant, measurable change in targeted low-income neighborhoods. 

The Initiative:
The Community Capital Investment Initiative

The Community Capital Investment Initiative and the Bay Area Family of funds are the private sector and community stakeholder-led initiatives formed to invest in the revitalization of the 52 most disadvantaged inner city neighborhoods of the ten counties surrounding the San Francisco Bay.  This Initiative and the Family of Funds grew out of the leadership of the CEO-led Bay Area Council and the work of the Bay Area Alliance for Sustainable Communities, and the Alliance for Community Development of the San Francisco Bay Area. 

The Bay Area Council is the CEO leadership organization created to ensure that the Bay Area remains the pre-eminent regional engine of innovation and economic creativity in the world.  Early on, the CEOs of the Bay Area Council recognized that the region could not maintain this global supremacy unless the Council helped foster an economic and social environment in the ten county Bay Area in which everyone had an opportunity to participate in the economic benefits of regional innovation, and in which economic growth occurred in an environment of healthy sustainable development.  If not, social tension, high housing costs, clogged transportation, pollution and environmental degradation could “kill the golden egg” that made this environment of innovation so special.

The Bay Area Alliance for Sustainable Communities was initiated by the Bay Area Council along with the Sierra Club, Urban Habitat Program, and the Association of Bay Area Governments, as a necessary broad-based civic leadership effort of business, environmental community and government leaders to oversee economic, social and environmental development that accomplishes the “three Es”—Economic vitality, Social Equity and Environmental integrity”.  

The Community Capital Investment Initiative (CCII) was then launched by the Bay Area Alliance for Sustainable Communities to ensure that the economic benefits of Bay Area regional innovation paid off in the poorest neighborhoods of San Francisco, Oakland, San Jose, Richmond and East Palo Alto, as well as other priority communities in the ten county region.  
CCII recognized that the classic approach to inner city redevelopment—that is to define the areas in the negative as “disadvantaged”—was upside down and backwards.  Just as private capital markets have recognized that third world underdeveloped countries represent “international emerging markets”, CCII identified these 52 inner city neighborhoods as “domestic emerging markets” filled with economic opportunity that had been overlooked by imperfections in the marketplace.  The under-appreciated resources of the low-income neighborhoods of the Bay Area include:

· By far the fastest growing population base of very diverse ethnicity offering potential employees for worker-starved growing enterprises and dense markets for commercial and retail sales.  Thus:

· An available workforce to fuel further regional growth, 

· An under-served consumer base that provides an untapped market for increased local goods and services sales, 

· Unrealized opportunities for commercial and industrial development, 

· A significant market opportunity to build quality mixed-income market-rate and affordable housing, and 

· Substantial under-utilized infrastructure that could be more profitably employed. 

A properly constructed, sustainable regional economic development initiative, such as the Community Capital Investment Initiative of the Bay Area Alliance for Sustainable Communities, could assist in rebuilding these 52 low-income neighborhoods in ways that strengthen the economic, social and environmental health of the entire region as well as the neighborhoods themselves and their current residents.

The Funds:
The Bay Area Family of Funds 

The Community Capital Investment Initiative is organized as a Business Council and a Community Council.  As one of its key contributions to the Initiative, the Business Council undertook the Bay Area Family of Funds when it became evident that the wholesale approach of mobilizing nearly $200 million of private equity capital through proven fund managers was a much more efficient way to deploy $1 billion of capital into the target neighborhoods in order to make a measurable, special impact in community revitalization than the originally imagined retail effort which perceived of each isolated project de novo.  

Until the wholesale Fund approach was developed, the conventional retail approach required starting over from scratch with each of hundreds of individual deals to organize the entitlements, local community support, equity partners, bank finance, permanent finance, and below-market gap financing with no accumulated experience in a single core management and with no economies of scale from project to project.

Perhaps even more important, the Fund approach turns the imperfections in capital markets—imperfections that explain the failure of private capital to recognize the opportunities inherent in these “domestic emerging markets”—into an asset.  Capital does not easily flow to these perceived “disadvantaged” areas for five identifiable reasons: 

1. High information and transaction costs—there is little easy, cheap and reliable information about the market opportunities in these neighborhoods; therefore the private capital flows to where the information is available, and there is a conventional practice for doing proven, established deals.  A well organized Initiative and Fund or Family of Funds becomes the means to organize that free information for partner banks, co-investors, developers and public officials;

2. Market prejudice—Contrary to the facts, these are reputed to be high-crime areas (true in the ‘70s and 80s. but vastly less so today), with many poor people (nationally, half in inner city neighborhoods are middle class), no market (less per person, but far more per dense square mile, so high overall market share), lazy workers (most have two and three jobs and work 70-90 hours per week); too much opposition (yes, to gentrification; no, to mixed-income and mixed-use developments done in partnership with community stakeholders), etc.  Again, a well organized Initiative and Fund can overcome these prejudices, and nothing changes perceptions more than successful projects that are a win-win for investors, community stakeholders and resident job holders who for the first time have health care, child care and other benefits (see, for instance, the Marin City Gateway Project of the Bay Area Smart Growth Fund described below);

3. Insufficient market competition—because of both of the above, there are fewer qualified lenders and virtually no investors (2% of private equity is invested in areas where the majority of the new population growth in the United States will take place in the next decade). Again, the presence of successful funds changes all this, creating co-investment opportunities for investors in the fund, far more sound senior lending opportunities for the banks, and permanent loans for insurance companies, pension funds (CRC in New York has packaged over $4 billion in such loans for its pension fund partners) and other institutional investors.  Perhaps most important, success brings other funds into the market, so that in Southern California, Canyon Johnson, Shamrock, Pacific Coast Capital and Phoenix are going head to head in Los Angeles and San Diego; 

4. Market-distorting government policies—entitlement processes have been historically difficult because of failed promises in the past and confrontational practices, both of which Initiatives and Funds that embrace community stakeholders can turn from a liability to an asset, and 

5. Insufficient risk pricing, pooling and spreading mechanisms—lack of competition among suppliers creates monopoly pricing, or prices the deal beyond the doable for either the supplier or the demander.

Fortunately, private equity capital is specifically designed to profit from recognizing these market imperfections and then realizing significant risk-adjusted market rates of return by intervening to remove the market barriers. Double bottom line funds like the Bay Area Family of Funds—with proven fund managers like Pacific Coast Capital Partners and JPMorgan H & Q—are extremely good at creating their own specialized information to assess good deals and eliminate prejudice, to transact efficient deal making and deal following due diligence procedures, price up to risk, and then through the Fund itself creating a means to spread risk among a broad range of investors and pool risk with a range of different kinds of investments over the life of the Fund.

Then too, a unique feature of these regional double bottom line funds is that the Fund Managers are partners with a not-for-profit Initiative which sponsors the fund, brings strong private sector and community stakeholder leadership into the structure of the not-for-profit Fund Sponsor, and provides measurable value to the Fund Manager in deal sourcing, creating community support, and providing both “pre care” and “after care” to the done deal to ensure that it remains strongly supported in its target community, and is successful in producing measurable outcomes with regard to both bottom lines.  

It is for these reasons that the Family of Funds was the first Initiative in the nation to negotiate a portion of the management fee and carried interest of the investment funds for the not-for-profit umbrella management organization in exchange for value-added contributions to the synergy between funds, assistance in deal flow, and maximization of community support.

The Bay Area Family of Funds consists of three investment funds with more than $180 million of capital under management that is, in turn, expected to leverage $1 billion of projects in the 52 target communities over the next decade: 

· The $66 million Bay Area Smart Growth Fund is a real estate equity fund focusing on large scale, mixed-income and mixed-use commercial, industrial and housing projects designed to make a special impact in community revitalization; 

· The $75 million Bay Area Community Equity Fund is a business equity fund designed to invest in rapidly growing enterprises that have emerged from the unique climate of innovation in the Bay Area, are or will locate in one of the 52 target neighborhoods and have the high prospect of generating high quality jobs and wealth for residents of these target areas, and

· The $40 million California Environmental Redevelopment Fund (CERF) was initiated as a part of the Bay Area Family of Funds, and will commit 25% of its investments in the Bay Area, but is designed to invest in environmental remediation on a statewide basis.  

Although these three funds are individually managed, they have a common service area and share common goals and oversight, and are intended to contribute to a whole that is greater than the sum of the parts of the individual funds:  

· The Bay Area Smart Growth Fund is designed to house rapidly growing manufacturing firms in its industrial parks, and retail and commercial firms in its shopping malls that were initially financed by the Bay Area Equity Fund;

· The Bay Area Equity Fund, in turn, is designed to finance minority-owned export service firms (leasing, security, maintenance, etc.) that may emerge from Bay Area Smart Growth funded industrial parks and shopping centers, and have the capacity to serve other similar parks and malls in the region, and

· The California Environmental Redevelopment Fund (CERF) is designed to clean up sites for real estate projects financed by the Bay Area Smart Growth Fund or sites to house firms funded by the Bay Area Equity Fund.

If this synergy can be realized, the economic, social and environmental impact can be multiplied many fold.

The $ 66 million Bay Area Smart Growth Fund

The Bay Area Smart Growth Fund had its first closing on September 28, 2001 at $50 million, 17 days after 9/11.  Given the fact that these were merely “soft circle” commitments on September 11, 2001, these final binding legal commitments a little more than two weeks later were testament to the confidence of the investors in the concept, in the Initiative Sponsor--the Bay Area Council, and in the Fund Manager—Pacific Coast Capital Partners.  

Pacific Coast Capital Partners (PCCP) were selected from a national search that came down to two highly regarded firms with substantial track records, one Chicago-based, and the winner, California-based.  Pacific Coast Capital was well known to lead investors, as the four principals had previously led the real estate investment practice for Wells Fargo Bank, and had amassed a substantial real estate portfolio throughout California.  Before choosing to invest in domestic emerging markets through an environmentally sound “smart growth” strategy, PCCP had created an investment portfolio of more than $2 billion and had generated returns in substantial double digits.  

One of the significant outcomes of this choice is that PCCP is now committed to a substantial practice in this arena of market-rate, double-bottom-line investing in geographically targeted “smart growth” funds in their region of expertise—the Pacific Coast.  In addition to managing the Bay Area Smart Growth Fund, they are also the fund manager of the Nehemiah Sacramento Valley Fund (Section 1.3), and have just had the first closing in what is expected to become a $200 million domestic emerging market fund serving Southern California from the San Fernando Valley to the Tijuana border (Section 4.0).

It is also important to note that many of the investors in the Bay Area Smart Growth Fund were investors whose rate-of-return expectations were exceeded by their investment in the Genesis LA Real Estate Investment Fund two years earlier in 1999.  

As a result of a sound design, an excellent CEO-led Initiative Sponsor, a highly regarded Fund Manager, and higher than expected early returns, the investor base of the the Bay Area Smart Growth Fund was broadened substantially beyond that of Genesis LA.  Investors in the Bay Area Smart Growth Fund include:

· Major banks such as Wells Fargo, Washington Mutual, Citibank, and Bank of America which had previously successfully invested in Genesis LA;

· New regional banks, community banks and credit card companies, including Greater Bay Bank, Far East Bank and Providian; 

· Major insurance companies, including Pacific Life, Mercury Insurance, the California State Automobile Association and PMI Insurance—a major coup that begins to create the possibility of a parallel to the very substantial investment of the Massachusetts industry in “double bottom line” private equity funds;

· Foundations, first represented here by F.B. Heron (California Community Foundation had invested in Genesis LA), a significant source of investment in these pioneering regional market-rate, double bottom line funds; 
· Pacific Coast Capital Partners, itself, because of a standard practice established by the Fund Builder to have real estate equity fund managers invest approximately 5% of fund corpus as a limited partner.  This is designed to establish an alignment of interests between the limited partners and the fund manager in achieving risk-adjusted market-rates-of-return for investors.   

It is striking to realize that all this capital was raised not only following September 11, 2001, but following the collapse of the technology bubble and the Bay Area economy, and following the precipitous decline in both publicly traded stock markets, private equity and venture capital markets and the national economy.

The Fund has now invested more than 80% of its corpus in an array of mixed-income housing and in mixed-use commercial and industrial community revitalization projects that appear on course to substantially exceed the net 15-18% financial returns expected by investors, and the social and environmental returns expected by its community sponsors.  All investments are in one of the 52 high-priority targeted low-income neighborhoods of the Bay Area and have been developed in collaboration with community stakeholders.   Key investments include the following projects:

· The Marin City Gateway Shopping Center ($7.1 million investment in a $28 million project) is a 182,054 square foot community-based shopping center in one of the poorest African-American target neighborhoods in the Bay Area, an unincorporated low-income area in the richest county in America.  One quarter of the population is below the poverty line, the median income is less than half that of the Bay Area, and large numbers of residents are unemployed. 
Walter Ross Associates and the Bay Area Smart Growth Fund have helped the not-for-profit Marin City Community Land Corporation (Marin City CLC) to preserve its ownership in the most important single asset in the community, the $28 million shopping center, and retrieve it from the previous owner who got into serious financial difficulties. As a result, the Marin City CLC was able to exercise its right-of-first-refusal to buy out the property from that previous owner; the Fund then formed a 50-50% joint venture with Marin City CLC to purchase the property, and then provided the financing for the purchase.  

By 2008, the Marin City CLC will become the majority owner Gateway Center, and the Fund will exit having achieved its full financial return objectives.  By that time, the most conservative projections indicate a substantial increase in value in the Center will generate at least $2.7 million in cash for the Marin City CLC in addition to majority ownership.  

The role of the CCII Initiative and the Bay Area Family of Funds does not stop with the real estate, however.  Services essential to the success of the Shopping Center provide the opportunity to create joint ventures between Marin City and successful outside vendors which will employ Marin City residents.  These service joint ventures include minority-owned firms for painting, landscaping, security, and janitorial.  Each of these then has the potential to export these services to shopping centers, industrial parks, and other mixed-use real estate projects throughout the Bay Area.

Moreover, the commitment to the second bottom line extends beyond real estate and business development.  With revenues generated to the CDC by the success of the Gateway Center, the Marin City CDC provides Marin City residents with wealth creation and support services, including: financial management programs and individual development accounts (IDAs); first-time home owner programs; prevention and health promotion programs that create awareness of early warning signals and decrease illness-related absenteeism; and child care services.

As a result of these successes, the San Francisco Business Times recognized the Marin City Gateway Shopping Center as the “Best Real Estate Sale or Lease Project of the Year” in 2003. 

· The Story and King Road Project, in the heart of Southeast San Jose ($10 million investment in a $100 million project), will create a community shopping center to be developed on 26.2 acres at a major intersection in an important Hispanic community.  The project will replace an existing center with a mix of current tenants, new stores and restaurants and involve approximately 260,000 square feet of new construction.  The project will include a 50,000 square foot “Mercado,” providing 100 local Hispanic merchants with long-term leases at affordable rents and business assistance. [The project has been scaled back.  You need to get the figures from Adam.]

· Vallejo Plaza, in Vallejo ($5.2 million investment in a $16. 5 million project), is a 267,500 square foot community shopping center on approximately 29 acres in a neighborhood with a high concentration of Filipino and other Asian Americans.  Three anchor tenant spaces covering over 100,000 square feet were dark, but are now re-tenanted with a new Filipino and Asian grocery store, a Mercado for local merchants, a Filipino banquet facility, and construction of seven acres of housing with 200 affordable units.
· Ascend Residential Properties, Inc, in the East Bay ($3 million investment, generating $45 million in affordable housing), specializes in acquiring, rehabilitating, and selling affordable homes in neglected target areas of Alameda and Contra Costa counties.  Deteriorating buildings in these neighborhoods are becoming attractive homes in communities where there is a critical need for housing and revitalization.  

Since 1999, Ascend has rehabilitated and sold over 100 homes and developed a solid reputation for producing a quality product.  Virtually all of Ascend’s homes have been affordable to moderate-income households, and 75% have been affordable to low-income households, where housing demand is the strongest.  

In November 2002, the Bay Area Smart Growth Fund re-capitalized the current management in a new entity, providing $3 million in equity capital for four years to acquire and rehabilitate approximately 200 single-family homes affordable to low and moderate income residents.  

· The North Richmond Land Project, ($2.7 million investment in an $8 million total project), involves brownfield cleanup and 140 new units of affordable and mixed-income housing on 50 acres in one of the highest priority African-American neighborhoods for the Bay Area Family of Funds.

· The Richmond Joint Venture: the Richmond Improvement Association and Walter L. Ross & Associates recently announced the formation of the Richmond Joint Venture in Richmond, California to identify and acquire land for large-scale neighborhood redevelopment.   

The Richmond Improvement Association (RIA) was established in 1999 as a faith-based coalition of 80 congregations across denominational lines to address improvement of economically disadvantaged neighborhoods in Richmond, California.  The Richmond Improvement Association was founded in the spirit of the Montgomery Improvement Association created in 1955 in Montgomery, Alabama by Dr. Martin Luther King.  Led by its President, Rev. Andre Shumake, the RIA mission is, similarly, to be a positive catalyst for revitalization of disadvantaged neighborhoods in Richmond.  RIA envisions developing a range of housing types for various income levels—single-family homes, multi-unit dwellings, senior housing, and rental housing—with for-profit and not-for-profit developers, city agencies, and community groups working together in the context of land-use, tax, and zoning policies that ensure equity and fairness in the development process.  

To accomplish these goals, the Richmond Joint Venture will:

· Establish a collaborative process for identifying and acquiring residential, commercial, and mixed-use sites in Richmond and North Richmond.

· Obtain entitlements for those sites.

· Undertake affordable, workforce, mixed income, and market-rate housing developments, as well as other commercial, mixed use, and transit-oriented developments.

· Build the capacity of RIA to be a development partner and serve as a development team member, and, over time, increase significantly RIA's role in the development process.

The Bay Area Smart Growth Fund has expressed high interest in working with the Richmond Joint Venture and a willingness to provide financing for the projects developed by the Richmond Joint Venture.  The Richmond Joint Venture is being assisted by the Joint Venture Project managed by the Bay Area Council and supported by the Ford Foundation, with Sustainable Systems serving as the lead consultant.  The Joint Venture Project is an aspect of the Community Capital Investment Initiative.

The Richmond Joint Venture is one aspect of the RIA Equitable Development Zone initiative to benefit low income/low-wealth residents and create a vibrant mixed-income community with a high quality of life for residents of Richmond.  The RIA Equitable Development Zone initiative is assisted by the Urban Habitat Program and Policy Link and also supported by the Ford Foundation.

The Richmond Joint Venture has already begun to assess a variety of development opportunities throughout Richmond and North Richmond (an unincorporated African-American neighborhood adjacent to the City, but in the County), including scattered-site individual housing, multi-unit housing projects, and mixed-use projects. 

The $75 million Bay Area Equity Fund

The $75 million Bay Area Equity Fund is sponsored by the Alliance for Community Development and the Bay Area Council, and is managed by JPMorgan H&Q.  The final closing of the Fund took place on June 30, 2004 at $75 million.

The Alliance for Community Development is a broad-based coalition of community development finance institutions (CDFIs) and community development practitioners who actually initiated the process that became the Bay Area Family of Funds when the Bay Area Council joined the Alliance in sponsoring the Community Equity Fund.

JPMorgan H&Q, formerly Hambrecht and Quist, is now a subsidiary of JPMorgan Chase., one of the premiere venture capital and boutique investment banks in the Bay Area that played a key role in founding Silicon Valley and funding some of the earliest technology and life science start-ups in the ‘60s, ‘70s, ‘80s and ‘90s.  JPMorgan H&Q is also a long time leader in the Bay Area Council, and deeply committed to the essential importance of the “three Es”—Economic vitality, Social Equity and Environmental integrity” to the continued entrepreneurial vitality of the Bay Area.

Based on early experience by the fund management team in doing “double bottom line” investing without calling it that, the team is confident that there are superb serial entrepreneurs in the Bay Area that are as committed to the second bottom line as the first. 

An early case in point was H & Q’s investment in Odwalla, the pioneer fresh juice manufacturer who demonstrated that fresh squeezed juice could be produced in large bulk and sold nationally through supermarkets with no loss in quality.  But the founding entrepreneur was equally interested in having a second bottom line impact.  The juice making plant was built in Denuba in the heart of the Central Valley, where former Latino-Latina day laborers who be employed in proper manufacturing jobs with full benefits, career ladders and both health care and day care.  This double bottom line investment produced a 77% return for H & Q investors.  Odwalla is now a division of Coca-Cola.  The 17 double bottom line investments previously made by the H & Q management team before the Bay Area Equity fund was formed produced a higher return than comparable conventional private equity investments of the same vintage.

The fund’s investment strategy is to invest 90% in emerging growth companies, and 10% in “strategic equity” smaller, more moderate growth companies in target neighborhoods.   

The core model of the Fund is to work with a serial entrepreneur who is committed to the double bottom line.  At the moment of takeoff—when the firm is about to move from Palo Alto to Mountain View, move the firm instead to East Palo Alto.   

The first deal has just been completed with Elephant Pharmacy currently located near a low and moderate-income neighborhood of Berkeley and complies with livable wage ordinances that are committed to hiring low and moderate-income employees from the local community.  The group is dedicated to social programs offered through the Bay Area Council and the Alliance for Community Development.

The Pharmacy is a “big box” natural health retailer, focusing on natural/organic products, integrating traditional and new medicines, and providing a high-end shopping experience to the customer.  Elephant’s stores offers traditional and alternative medicines, natural foods, and other personal care products, vitamins and supplements, Photo lab, DVD/video rental, flowers, seasonal products, and a traditional pharmacy.  The Company will also extend its brand into the private label supplements business, beginning with a pilot in this area in June 2004. Elephant Pharmacy has a proven management team with a $9 million revenue run rate and projected revenue of $11.8 million in 2004.  The team is led by Stuart Skorman, former CEO of Reel.com and Empire Video and Executive of Bread & Circus.  
As a result of a sound design, an excellent CEO-led Initiative Sponsor, a highly regarded Fund Manager, and higher than expected early returns, the investor base of the the Bay Area Smart Growth Fund was broadened substantially beyond that of Genesis LA.  Investors in the Bay Area Smart Growth Fund include:

· Major banks such as Wells Fargo, Washington Mutual, Citibank, and Bank of America which had previously successfully invested in Genesis LA;

· New regional banks, community banks and credit card companies, including Greater Bay Bank, Far East Bank and Providian; 

· Major insurance companies, including Pacific Life, Mercury Insurance, the California State Automobile Association and PMI Insurance—a major coup that begins to create the possibility of a parallel to the very substantial investment of the Massachusetts industry in “double bottom line” private equity funds;

· Foundations, first represented here by F.B. Heron (California Community Foundation had invested in Genesis LA), a significant source of investment in these pioneering regional market-rate, double bottom line funds; 
· Pacific Coast Capital Partners, itself, because of a standard practice established by the Fund Builder to have real estate equity fund managers invest approximately 5% of fund corpus as a limited partner.  This is designed to establish an alignment of interests between the limited partners and the fund manager in achieving risk-adjusted market-rates-of-return for investors.   

The $40 million California Environmental Reinvestment Fund

CERF has also had its first closing at $40 million. It is an evergreen fund. 

7.4.1.2 Genesis LA & Funds

The Initiative:  

Genesis LA is the private-public initiative between the City of Los Angeles and private investors to invest in rebuilding inner city neighborhoods.  The Genesis LA not-for-profit has improved upon the original contractual model, and engaged in a contract with its three fund managers to ensure that so long as they operate “double bottom line” funds in the footprint of the not-for-profit sponsor, it will always be in partnership with the not-for-profit sponsor. The Genesis LA initiative sets the paradigm for the relationship between the initiative and the Fund Manager.  Shamrock Advisors agrees that the initiative must be part of the contractual agreement for generating deal flow, pre-care and after care for a portion of the management fee and carried interest.  

Genesis LA grew out of the failure of Rebuild LA, a loose consortium of private and public interests, set up after the 1992 Los Angeles riots, and the LA Community Development Bank, a public sector initiative.  Rebuild LA was created with great fanfare, but failed to meet high community expectations because it had no central, proven private sector management capable of making “blind pool” investment decisions with legally committed capital.  It had a public and not-for-profit structure with no capacity to compel commitment of vague private sector promises.  The federally funded $100 million LA Community Bank was no bank at all.  Instead, it was a government bureaucracy with no painful financial penalties to a failed management for making bad, politically motivated, investment decisions.  “Genesis LA” refers to three closely inter related entities that represent, respectively, the three sectors essential to create the full private sector, not-for-profit, public sector partnership: (1) the public sector “Genesis LA” located in the Los Angeles Mayor’s Office of Economic Development; (2) the not-for-profit Genesis LA Economic Development Corporation which sponsored the formation of the (3) for-profit $85 million Genesis LA Real Estate Investment Fund I managed by Shamrock Partners, a Disney Family investment firm.  Together, all three are known collectively as “Genesis LA”.

Between the fall of 1998 and spring of 1999, the Mayor’s Office of Economic Development of the City of Los Angeles analyzed more than 75 projects with a total estimated project value in excess of $2.5 billion.  

By April 1999, this list was reduced to 15 Keystone Projects sponsored by Genesis LA, with a goal to generate $250 million of private sector investment and 5,000 jobs by May 2001.  By May 8, 2000, one full year ahead of schedule, five of these 15 Genesis LA Keystone Projects had already exceeded these goals, and generated $293.5 million in private capital investment and 5,324 jobs.  As a result, six new Keystone Projects were added by Genesis LA.  Total private sector capital investment in the 21 Keystone Projects is expected to exceed $1.5 billion.  

The Funds:

The Genesis LA Real Estate Investment Fund

To further catalyze these Keystone Projects, a group of leading private sector banks, private investors, foundations and pension funds created the first of its kind “blind pool” private equity real estate fund targeted to low and moderate-income neighborhoods.  The $85 million Genesis LA Real Estate Fund held its first closing in July 2000 and final closing in October 2000.  The Genesis LA Fund invests in urban “Smart Growth” mixed-use, mixed-income projects comparable to those proposed for the Shreveport Comprehensive CDC. Investors include Bank of America, Wells Fargo, Washington Mutual, California Federal, Union Bank, Far East Bank, US Bank, Citibank, Shamrock Capital Advisors, Nehemiah Corporation, California Community Foundation, City National Bank, Sanwa Bank and Stewart Title of California
The Genesis LA Real Estate Fund is now fully invested and managed by Shamrock Capital a Disney Family Fund.  The Fund invests in LMI neighborhoods in the Los Angeles County with returns far above the promised 15%.

The Fulcrum Growth Fund

The Fulcrum Growth Capital Fund is a $27M Fund managed by Fulcrum Capital Group and invests in minority entrepreneurs in LMI neighborhoods.

The Genesis La Workforce Housing Fund

The Genesis Workforce Housing Fund anticipates $100M managed by Phoenix Partners West and supports “workforce housing” in LA’s urban core.
7.4.1.3 Nehemiah Corporation & Funds

The Initiative:

The Nehemiah Community Reinvestment Fund has been the Sponsor and Champion of the Nehemiah Sacramento Valley Fund that will invest in mixed-use, mixed-income, commercial, retail, light industrial and housing projects in the six county Sacramento Valley.  

The Fund:

The Nehemiah Sacramento Valley Fund makes use of the experience of both Los Angeles and the Bay Area, however it does not incorporate as stringent Social Investment Criteria as the Bay Area Smart Growth Fund.  The Fund is focused on smart growth projects in low and moderate-income neighborhoods, brownfield sites, and former military bases.  As the Nehemiah Corporation, the parent of the Nehemiah Community Reinvestment Fund, is focused on first-time homeowners, there is a special interest of the Sponsor in creating affordable home ownership opportunities in the Sacramento region for lower income and minority “first time” home buyers.  

Nehemiah has chosen the same proven investment manager as the Bay Area, Pacific Coast Capital Partners, because it has achieved substantial returns for investors, understands the California real estate market, and has demonstrated a special affinity for working in low income neighborhoods with community groups.  

The fund is currently operating with $29.5M, targets LMI neighborhoods in the 6 county region, and invests in mixed-use & mixed-income projects.

7.4.1.4 The San Diego Capital Collaborative

The Initiative:  

The San Diego Capital Collaborative was established to invest equity in commercial, industrial and mixed-income housing and focus on mixed-use projects that can be made commercially viable, but are not yet sufficiently attractive to private developers and investors, to benefit low and moderate-income populations.   The San Diego Capital Collaborative has now adopted the modified contractual model. 

The Funds:  
The San Diego Smart Growth Fund is the Keystone Fund of the San Diego Capital Collaborative aimed at improving upon all of the previous California Smart Growth and Real Estate Investment Funds by both addressing all forms of housing and by developing a range of market and below market resources within the San Diego Smart Growth Fund Cluster.  The for-profit San Diego Smart Growth Fund will be the first to put equal weight on mixed-use commercial and industrial development, and on mixed-income housing development, including workforce housing (from 60 to 120% and 120-150% of AMI) and affordable housing (60% or below AMI). 

The affordable housing component can be financed as a part of the Smart Growth Fund Cluster either (1) within mixed-use and mixed-income projects, or (2) in stand-alone projects by the affiliated San Diego City $55 million tax increment affordable housing facility, or (3) by a similar potential facility which may be developed with the County, or (4) by other tax increment housing set-aside funds in other jurisdictions with redevelopment project areas, or (5) in a dedicated workforce and affordable housing blind pool which we will seek to develop as a part of the Smart Growth Fund Cluster in partnership with the American Community Fund of Fannie Mae and/or Freddie Mac.

This Smart Growth Fund Cluster will require an unusual Fund Management Team with combined experience and comfort in financing mixed-use projects that include a blend of housing covering mixed income housing, workforce housing and affordable housing, and comfort in partnering with the not-for-profit umbrella San Diego Capital Collaborative Management.

The Smart Growth Fund target is $50 million in mixed-use, mixed-income on older linear commercial strips.

The Goodman Capital Fund, being built by the CDC Small Business Finance and Neighborhood National Bank, may be affiliated with San Diego but it has not yet happened to date. 
7.4.2 The Ownership Model:  






    The CDC Owns or Controls the Fund Manager

The Ownership model is structured so that the not-for-profit community sponsor owns the for-profit fund manager.  The not-for-profit sponsor establishes the policy for the fund being:  investments in low-moderate income areas only, no displacement permitted, mixed-use and mixed-income, measurable job and wealth benefits for residents, limited partners include world class institutional investors, and the not-for-profit parent shares in the management fee and carried interest. 

The ownership model is an older model than the contractual model, as it is the preferred model of what have come to be called the “first generation double bottom line” funds.  As a general proposition, these “first generation” funds were managed by community development professionals with far less professional fund management experience that the “second generation” contractual model outlined above.  As a result, the majority of these funds were too small in size and invested in too small and insignificant deals to be successful in accomplishing either bottom line.  

It is the exceptions, however, that prove the rule.  A number of “ownership model” funds have been so successful that they have gravitated into the “second generation” by virtue to their success in accomplishing both bottom lines, and in generating Funds II and III that are as large as “contractual model second generation” funds.  

The advantage of the ownership model is that the fund manager cannot decide to “go it alone”, as the fund manager can in the contractual model.  The potential problem with the ownership model is that one does not create a fund manager of the same strength as the contractual model to attract institutional investors.  These three models demonstrate that this problem can be overcome.

7.4.2.1 Coastal Enterprises, Inc. and its Family of Funds

The Initiative:  

A $53M Coastal Enterprises, Inc (CEI), Limited Partnership is a not-for-profit 25 year old broad based CDC, with over 1,000 loans & investments in coastal Maine.  CEI’s mission is to generate a competitive financial return through investments that also generate a social return on investments as measured by high quality jobs.  CEI is the parent company to the following three funds. 

The Funds: 

$25M CEI Ventures, Inc. (CVI) Fund
The $25M CEI Ventures, Inc. (CVI) Fund, became operational in 1996,  as a for-profit venture capital management firm to make seed and venture capital investments which would complement Coastal Enterprise’s own portfolio of loan instruments.  CEI Ventures carries on its parent company’s mission of profitable and socially responsible investment.  The Fund acts as an extension of its parent corporation’s mission, goals, accumulated experience and financial tools.  Coastal Enterprises contributes substantial deal flow to CEI Ventures as it reviews a few thousand investment opportunities each year and is able to funnel attractive opportunities to its subsidiary.  CEI Ventures’ risk capital investments also complement Coastal Enterprise’s micro business loans, subordinated term loans to small business, and housing finance loans by providing equity to grow enterprises that have emerged through the Coastal Enterprise network.   

Two CEI Funds in operation:

 $5.5M Coastal Ventures Fund I, ten year, Limited Partnership   

$20M Coastal Ventures Fund II, Limited Liability Company

$10M CEI Community Ventures, Inc.(CCVI) Fund

The $10M CEI Community Ventures, Inc. (CCVI) Fund, a CDFI Coastal Enterprises is a recipient of US$500,000 investment from the US Federal Department of the Treasury Community Development Financial Institutions (CDFI) initiative.  The purpose of the CDFI initiative is to provide minority capital to community-oriented investment funds that either have a majority of private sector capital or are seeking to attract a majority of private sector capital.  These funds are competitively awarded to community-oriented funds that have demonstrated the soundest success in carrying out their public goals with private capital.  Coastal Enterprises received the CDFI grant specifically to invest in CEI Ventures’ first fund.  

The $129 CEI Capital Management LLC (CCML) is the NMTC Fund.
7.4.2.2 Community Preservation Corporation/CPC Resources

The Initiative:  

Community Preservation Corporation is a private non-profit mortgage company, established in 1974, is the lender that provides construction and permanent financing and operates throughout NY and NJ.   The Corporation is sponsored by 90 banks and insurance companies.  The mission is to prevent housing abandonment by investing in deteriorating but habitable buildings and develop private-public solutions to the City’s housing crisis. 
The Focus is on two neighborhoods at inception: Washington Heights, Crown Heights, 10,000 units restored over 7 years in Washington Heights and Inwood, 7,000 units restored in Harlem, 13,000 units restored in South Bronx, 106,000 Housing Units, $500 MM FY 2003 – 2004 (230-250 transactions), $3.9 billion invested with cumulative losses to investors less than 10 basis points.

The Fund:  

CPC Resources is the for-profit, wholly owned subsidiary of CPC created to invest in strategic properties and have built the following Funds:

· The Opportunity Fund I is a  $42.5 million fund managed by CPCR with 13 institutional investors, 9% preferred return required by investors, and an 80/20 investor/manager split. The fund restores key properties, restructures governmentally assisted buildings, infill housing, and bolsters local development capacity. 
Next steps include building an Opportunity Fund II capitalized at $150 million, the same structure as Fund I, after a 20% IRR and a 50/50 split. 

7.4.3 The Legislative Model:  

 The legislative model, in which the legal structure is codified in legislation, has only emerged for insurance companies in the same state that originated Community Reinvestment Legislation for commercial banks.  It is inappropriate for Louisiana for many reasons, most importantly that the Comprehensive CDC and Fund are private initiatives at the sub-state, regional level.  The Appendix is simply included for reference.

In the legislative model the fund criteria and tax deal are codified in state legislation.  

7.4.3.1 Massachusetts Insurance Company CRA Legislation

The Initiative: 

The Massachusetts Association Community Development Corporation and the Massachusetts Housing Authority are the initiative builders that lobbied the insurance industry and legislature to create the model.  All monitoring is now codified through the legislature.  The initiative builders do not participate in the management fee or carried interest.  Essentially, this model was built by two advocacy groups, the insurance industry and the legislature. 
The Funds:

Three Massachusetts private equity funds to accomplish specific public purposes have been capitalized by the Massachusetts insurance industry since 1977:

The 26-year-old Massachusetts Capital Resource Company (MCRC) has now invested almost $500 million in 275 mature shoe, leather, paper, fish-processing and technology companies in the $10-40 million sales range—creating over 15,000 jobs in the state since its initial capitalization in 1977.  Two thirds of the investment has been in disadvantaged areas.  Originally scheduled to end after a five-year tax credit if the insurance industry was not satisfied with the returns, MCRC has rolled over its capital five times and has consistently produced a net 18-20+% IRR, with the result that investors are committed to the partnership to 2023.  

The $100 million Massachusetts Life Initiative, created in 1998, has invested more than $100 million in community-based developments in low-income areas in the past five years, and is now rolling over its capital to begin a second investment cycle.  Investments are divided roughly 50-50 between inner city real estate and business enterprise.  As an example of how first-generation, below-market funds and second-generation, market-rate funds can collaborate, the Mass Life Initiative is an $8 million investor in the Boston Community Loan Fund.

The $80 million Massachusetts Property and Casualty Initiative, LLC has been in operation for three years and has successfully issued commitments totaling more than $50 million to housing developers, businesses, not-for-profit organizations and community loan/venture funds. 

These community equity funds join 28 other specialized for-profit, not-for-profit and quasi-public equity and debt (both private and publicly traded) financial intermediaries, which, for the past 20 years, have collaborated to invest $10 billion in low-income community development in the state.  

7.4.4
The Fund Manager Model  

The Fund Manager model is the model in which the fund manager establishes the Fund without not-for-profit oversight, and is an excellent addition to a highly competitive “double bottom line” market such as Southern California or Massachusetts, in which there are as many as a half dozen highly capitalized and qualified funds competing with each other to serve the private equity “double bottom line” needs of low-income emerging markets.

Until such a condition exists in Northwest Louisiana, this model is premature.  Nevertheless, several fund managers who have emerged from this model should be considered as manager of the Community Development Fund I, and are described in Section 4.6 below, Identifying and Selecting a Fund Manager.  In the Fund Manager model the fund manager owns the not-for-profit sponsor.

The Urban Initiatives Fund, managed by American Ventures Realty Investors, is a unique hybrid national investment vehicle with a series of regional initiatives—a pattern that may well become more common in the near future.  The Fund provides mezzanine capital to targeted community development real estate projects, with an expected net 10 – 14% return to investors.  The first two initiatives in the national series, with others soon to come, are: $30 million in New Mexico, with the McCune Foundation as lead investor, and $75 million in South Florida, with the Knight Foundation as the lead investor

The South Florida Urban Initiative Fund was approximately $75 Million at closing.  The Fund Manager is American Ventures and the focus is on Miami-Dade, Broward & Palm Beach in mixed-use, mixed-income transit-related developments. Knight Foundation initiated the process and the key investors include Citicorp, Wachovia, and Knight.

A new Fund has been established in Southern California capitalized at $200 million and managed by Pacific Coast Capital. 

7.5 List of Interviews

Abrams, Reginald                                            Abrams & LaFargue
Babin, Lisa S. 
LSU Health Sciences Foundation

Beal, Susan
LSUS-CBER

Beaird, John B.                                       
  Beaird Properties
Bergeron, Keith
Hibernia National Bank
Brandon, Bishop
Praise Temple Baptist Church

Blake, Harry
Mr. Canaan Baptist Church

Bradley, Ed                                                         
 KSLA Channel 12 
Bremer, Dick                                                 
 Greater Shreveport Chamber of Commerce
Brite, Vernon
New Testament United

Broderick, Lindy                                          
  Greater Shreveport Chamber of Commerce
Brown, Bob
Bossier City Community Development

Brown, Ray

Caldwell, Bishop
Greenwood Acres

Cary, Roy
Roy Cary & Associates Financial Services

Carter, James
Galilee City Housing Corporation

Chance, Vernon B.                                
  Committee of One Hundred

Childs, Alvin Jr. 
Vintage Realty

Clarke, Alan
Planning Commission Shreveport/Caddo 

Conerly, Jim

Cooper, James
Milam Street Development Corporation

Davidson, Dee                                                  
  Horseshoe Casino Hotel
Dalton, Henry
Planning Commission Shreveport/Caddo 

Dudley, Zazell                                       
  Dudley Enterprises
Flukers, Le Mar E. 
Realty Executives

Frankel, Arnie
AEP/SWEPCO

Godfrey, Helen
Shreveport Credit Union 
Green, Constance
S.B. Development LLC.

Griggs, Roy L.                                      
 Griggs Enterprises, Inc.
Gruber, Sue                                           
  Minden-Webster Chamber of Commerce
Hall, Rickey
Hall Builders, Inc.

Hamm, Bob                                           
  Berg Mechanical
Hawkins, Paula
Shreveport/Bossier Community Foundation 
Hicks, Ray
Grambling State University
Hightower, Keith
Mayor, City of Shreveport
Hennessee, Simone N. 
Providence House

Hubbard, John T.                                   
  AEP Southwestern
Hughes, Scott 
Morgan Hill Sutton & Mitchell 

Hunt, Pastor Murphy
Morning Star Missionary Baptist Church

Jackson, Kay
Bossier Community Development

Jambor, Roy
Planning Commission Shreveport/Caddo 

Jones, Dr. E. Edward
Galilee Baptist

LeComte, M.D.
Coordinating & Development Corporation

Lester, Ruth
Assurance Realty Inc.

Lester, Wavey
Department of Community Development

Marsala, Dr. Vincent J.                           
  LSU in Shreveport
May, Lola B.
Queensborough Neighborhood Association

McCarter, Mack
Shreveport-Bossier Community Renewal

McClain, Rev. C.E. 
Little Union Baptist Church

McInnis, Harry E. Jr.
McInnis Brothers Construction, Inc.

Mitchell, Kim E. 
Morgan Hill Sutton & Mitchell Architects 

Morgan, Cheryl
United Enterprises of Shreveport

Moore, Bonnie
Shreveport City Community Development
Pierce, Joe                                             
  United Way of Northwest Louisiana
Pierson, Don                                          
Bossier Chamber of Commerce
Pou, Dr. 
WatkinsThorntonPouHollier&Watkins
Priest, Lillian                                                      
   JaLi'Ve Enterprises
Robertson, Willie

Rozeman, Phillip, M.D.
Cardiovascular Consultants

Sharp, John F. “Jack” 
Biomedical Research Foundation
Smith, Ronnie 
AmSouth Bank
Stewart, Shirley
Calvary Baptist Church

Stokes, Ann 
Louisiana Workforce Commission
Swanson, Sharon S. 
Morgan Hill Sutton & Mitchell Architects

Thomas, Anita
Milam Street Development Corporation

Thomas, Ray
Shreveport City Community Development

Thompson, Arthur                                
City of Shreveport
Thompson, Lloyd
Thompson Transportation & Consultant 

Trudell, Patti 
CERT
Walker, Arthur L.
Communications One
Walker, Lorenz “Lo”
City of Bossier City

Walker, Steve
Bank One
Ward, Eleanora
S.B. Development LLC.

Watkins, Dr. Juan
WatkinsThorntonPouHollier&Watkins
Wayt, Gard                                           
  Wayt Gard & Associates
Weir, Don Jr.
Attorney
White, Booker
Greater Shreveport Chamber of Commerce
White, Willie C. III
David Raines Community Health Centers

Williams, Judy
Williams Creative Group 
Wimberly, Dan
Urban Housing of America, Inc.

Wimberly, Denise A. 
The Greenwood Villa Townhomes I and II

