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If you’re reading this manual, you probably 
know that finding the perfect facility for your 
charter school seems like a huge, complicated 
undertaking, you’re in good company. Across the 
U.S., facilities are, by far, the greatest challenge 
faced by charter schools. Planning and financing 
any facility project is complex, time consuming, and 
has the potential to distract your team from its core 
mission: serving your students.

This manual covers our perspectives on the charter 
school facilities landscape market and provides 
advice on planning and realistically balancing your 
team’s facility dreams with budget realities. We 
also cover the four primary funding structures 
that charter schools use to finance facilities: cash, 
banks, bonds, and long-term leases. 

That’s why it’s so important to find the right funding 
partner to help guide you through the process 

and help you succeed. Charter School Capital has 
years of experience in navigating the unique needs 
and challenges of charter schools and has helped 
schools achieve their facility goals using each 
of those methods—and we’ll help you see which 
options might be best for your school’s situation.

At Charter School Capital, we believe in the power 
of charter schools—and their leaders—to deliver 
quality education and foster success in their 
students. Over the past ten years, we’ve invested 
over $2.5 billion in more than 800 charter schools 
to help them grow their schools, finance facilities, 
and achieve academic excellence and operational 
stability. We view ourselves as a long-term partner 
of charter schools and a strong advocate of the 
charter school movement. 

This manual is intended only for informational and 
planning purposes. 

Welcome! Most charter school leaders aren’t 
financial or real estate experts, and for a good 
reason—you’re focused 100% on educating children. 

Our goal is to provide useful information in the most 
straightforward way possible, but we know that every school is 
unique. If you still have questions, don’t hesitate to reach out to us. 

LIVE CHAT 
charterschoolcapital.com
 
EMAIL 
growcharters@charterschoolcapital.com

PHONE 
503-227-2910

TOLL FREE 
877-272-1001

http://charterschoolcapital.org
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01. Two Pitfalls to Avoid



NO. 1 PITFALL TO AVOID 

Not Knowing Your Budget
We’ve seen many schools hire architects or begin 
engaging firms without having any idea how much they’ll 
be able to borrow. Looking at properties that are too big 
or considering taking on unrealistic renovation projects 
would be a waste of your time and energy. By setting 
realistic expectations up front, you can help avoid 
making difficult choices down the line.

Before you do anything 
else, understand what 
you can afford

Take the time to understand your 
revenue and expenses. Knowing 
what you can afford for rent will 
inform how much you can borrow 
for your new facility or facility 

expansion.

KEY CONSIDERATION

T W O  P I T FA L L S  T O  AV O I D
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NO. 2 PITFALL TO AVOID 

The Planning Fallacy
Assume that any new or renovated facility 
will take much longer than you expect. 
Studies show that human beings across 
industries, projects, and cultures nearly 
always underestimate how long it will take 
to complete a project and how much it will 
cost.1 This is called the “planning fallacy,” 
and it affects just about everyone. The only 
way around it is to research how long other, 
similar projects have taken; plan wisely; and 
take advantage of expert advice.

Plan at least a year ahead.

Any kind of facility expansion will involve quite 
a lot of effort and likely involve your entire 
team. The range of burden varies, but moving 
staff, students, furniture, and equipment is an 
enormous undertaking. If you’re renovating your 
current facility, you still need to plan ahead so 
your programs aren’t disrupted. 

KEY CONSIDERATION

1  Anthony, Scott. “The Planning Fallacy and the Innovator’s Dilemma,” Harvard Business Review, 1 Aug 2012, hbr.org/2012/08/the-planning-fallacy-and-the-i

T W O  P I T FA L L S  T O  AV O I D
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The Planning Reality:  
Execution Requires Significant Time

1 Plan
  Space programming
  Features
  Budget
  Timeline
  Charter approvals

2 Fund
  Cash
  Bank
  Bond
  Lease

3 Acquire

  Locate site
  Requirements and restrictions
  Leasing / purchasing
  Acquisition
  Use permit
  Land prep

4 Design
  Select team
  Design / build options
  GC bidding
  Building permits
  Timing: big bang or phased

5 Construction
  Move dirt
  Raise the roof
  Control: Project manager or owner’s representative

T W O  P I T FA L L S  T O  AV O I D
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02. Market Overview



The charter school market boils down to 
this: Plenty of kids want to attend charter 
schools, but there just aren’t enough seats, 
classrooms, and schools to serve all of 
them.

Even with 6,900 charter schools serving three million 
students nationally, there are still one million students 
on charter school wait lists, according to the most 
recent figures available.2 It’s easy to see why the 
National Alliance for Public Charter Schools reports that 
facilities remain the most significant obstacle to the 
growth of charter schools in the United States.  

To meet this demand and help schools serve more 
children, there are more financing options available for 
charters than ever before. Of course, not every school 
qualifies for every option, but it’s safe to say that many 
schools aren’t aware of all the options available  
to them.  

Looking at market trends, money is cheaper than it 
was a decade ago or even five years ago, but interest 
rates have actually been rising3 over the last few years 
and are expected to continue to rise even more. The 
Federal Reserve Board is always analyzing the effect of 
interest rates on inflation and economic growth and has 
the ability to raise or lower them at any time. Changing 
interest rates affect every aspect of the capital markets.

Market Overview

2  National Alliance for Public Charter Schools, “Estimated Charter Public School Enrollment, 2016-17,” publiccharters.org/sites/default/files/migrated/wp-content/
uploads/2017/01/EER_Report_V5.pdf

3 FED Federal Funds Rate, American Central Bank’s Interest Rate, global-rates.com/interest-rates/central-banks/central-bank-america/fed-interest-rate.aspx

M A R K E T  O V E R V I E W
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Depending on current interest rates, it 
may be financially wise to refinance your 
current property in order to lock in a fixed 
rate or at least to secure more predictable 
rates over the long term—even if you aren’t 
actively looking to expand.

EXPERT TIP

When you pay back a loan, you have to pay interest on it. Interest is the 
price you pay for using the lender’s money; a relatively high interest rate 
means you’ll end up paying more over the life of your loan. So, if you borrow 
$1,000,000 over 20 years at a fixed interest rate of 5%, you’ll ultimately pay 
back $1,583,894. With a fixed interest rate of 5.5%, you would pay back 
$1,650,930. In this example, a difference of half a percentage point means 
paying $67,036 more over the life of a loan.4

HOW INTEREST RATES AFFECT THE “COST” OF MONEY

M A R K E T  O V E R V I E W

As of early 2018, interest rates have been rising slowly 
but surely over the past two years, so it’s a good time to 
consider the future.5 If you’re locked into a good long-
term bond or you have an affordable lease situation, 
you’re in good shape. But if your loan’s interest rates are 
variable, it’s smart to lock in a fixed or predictable rate 
if you can. You’ll be able to plan for the future and you’ll 
likely pay significantly less over the life of the loan.

4  Investing Answers, Loan Interest Calculator: How Much Interest Will I Pay My Lender? 
investinganswers.com/calculators/loan/loan-interest-calculator-how-much-interest-will-
i-pay-my-lender-3191

5  FED Federal Funds Rate, American Central Bank’s Interest Rate, global-rates.com/
interest-rates/central-banks/central-bank-america/fed-interest-rate.aspx
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03. How to Reconcile  
Your Dreams with  
Your Budget



Three Considerations:  
Requirements, Curb Appeal, Budget

H O W  T O  R E C O N C I L E   YO U R  D R E A M S  W I T H  YO U R  B U D G E T

Requirements 
 

What must we have to serve  
our students and fulfill  

our mission?

Curb Appeal 

What are the minimum 
requirements needed to  
attract enough families 

to meet enrollment goals?

Budget
Taking into account revenue 
and financing streams, what 

can we afford?

What does your facility need 
to enable you to fulfill the 
promises of your charter?

Do you plan on increasing 
enrollment or holding steady?

Do your students have 
specialty requirements 
such as adaptive exercise 
equipment, sensory and 
calm rooms, accessibility 
modifications, or adaptive 
communication devices?

Could you make small 
enhancements such as 
landscaping and painting? 
Or are more substantial 
upgrades—such as a gym or 
science labs—required? 

What can you do to maximize 
what you have?

Can you fundraise to 
support your goals?

Are there grants or public 
programs you can take 
advantage of? It’s smart to 
pursue multiple financing 
alternatives.

What percentage of existing 
revenue can you use for your 
facility project?

What are your existing 
financial reserves?

Has curb appeal hindered 
enrollment so far?

How do other schools in 
your area look?

Are there other local or 
geographical considerations?
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When it comes to facilities, most charter schools are faced 
with a tough challenge: balancing essential requirements, 
aesthetics, and their budget.

H O W  T O  R E C O N C I L E   YO U R  D R E A M S  W I T H  YO U R  B U D G E T

It comes down to strategy: Is it more 
important to have enhanced facility options or 
invest in specific programs? If you have a top-
tier robotics program, a new lab might be very 
important. If you’re offering an arts program, 
having an excellent sound dynamics room or 
a black box drama theater may be essential to 
your students’ performances. 

Must-Haves: What Do You Need  
to Meet Your Mission? 
Everyone wants school that they can be proud of, 
but that isn’t as important as having a facility that 
enables you to meet your academic mission, fulfill 
the promises made in your charter, and meet your 
charter’s enrollment goals in the near term. So, go 
back to your mission and your board of advisors 
and dive deeply into what your facility must have to 
carry out your mission. 

Are there any specialty requirements? Are you 
running a dropout recovery program or a school for 
kids with developmental and learning disabilities? 
Do you need state-of-the-art science labs or  
an air-conditioned gym in order to serve your 
students?

Remember to consider structural requirements 
based on your geographic location and population 
served. Do you have a high population of students 
who use mobility devices? Is your school in  
a particularly snowy area? Is it particularly hot for 
part of the school year?

Aesthetics: Does Curb Appeal Affect 
Enrollment at Your School? 
The way your facility looks isn’t as important as 
what it can do—but it’s still important. Depending 
on the area, the way a school looks can have a 
significant impact on student enrollment, and 
enrollment numbers drive operating revenue, 
which in turn affects the quality of your academic 
programs. 

Consider your enrollment needs and take a look at 
the competition: If every other school in your area 
is shiny and beautiful but your school looks looks 
dilapidated and your enrollment is suffering, you 
may need to invest in improving your curb appeal.

Budget: What Can You Afford? 
Earlier, we mentioned that getting prequalified 
is the key first step in the process of renovating, 
expanding, or finding a new facility. When pre-
qualifying a school, a financial institution will look 
at a variety of factors, including:

 � The school’s existing reserves

 � Public subsidies

 � Private donations

 � Public or private foundation grants

 � Operating revenue

 � Charter term—financial institutions want to  
see that your charter has been renewed for 
the long term 

The Ultimate Guide to Charter School Facility Financing  |  13 



H O W  T O  R E C O N C I L E   YO U R  D R E A M S  W I T H  YO U R  B U D G E T

In a facility project’s first year, you may spend 
more than 20% of operating revenue. But over the 
longer term, investors are unlikely to offer financing 
for any project or property that would require 
you to spend more than 20% of your operating 
revenue on rent or repaying debt. 

Even if you have the funds to afford that level of 
debt, investors want to see that you’re reinvesting 
at least 80% of your revenue on instruction 
and enhancing your academic program. This 
is essential in order to remain competitive and 
ensure that other charter schools, private schools, 

or traditional public schools don’t overtake you in 
terms of educational quality. 

This chart can help you get an approximate idea 
of what you can afford to spend on your facilities 
budget. 

This chart indicates an average cost of funds that 
a school would have to pay on an ongoing basis, 
whether to bondholders, a bank, or a landlord. Your 
school’s situation will almost certainly be different, 
but the chart gives you a simple way to achieve a 
ballpark estimate of what you may be able to afford.

The vertical axis shows a range of potential project budgets, $0 to $20 million, which can include 
the costs of land, the cost of construction, or both. The horizontal axis shows a range of ongoing 
annual or projected revenues, from $0 to $10 million. The gold, gray, and green lines track how 
much a school could spend on a project if it were to allocate 10%, 15%, or 20% of ongoing 
revenue into a facilities budget.

In this example, a school with an annual revenue of $6 million that can safely 
allocate 15% of annual revenue (or $900,000 per year) may be able to budget around 
$9 million for a facility project. 

$0       $2  $4                      $6                  $8              $10
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15%

20%

(in millions)

(in millions)

POTENTIAL
PROJECT 
BUDGET

ANNUAL SCHOOL REVENUE
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Plan to Stay Below 20% of Operating Revenue
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H O W  T O  R E C O N C I L E   YO U R  D R E A M S  W I T H  YO U R  B U D G E T

Most states fund public schools, including charter 
schools, using a per-student formula. States use 
the same formula to fund a school in an expensive, 
high-growth city such as Denver, Colorado as they 
do to fund a school in a town with comparably 
inexpensive land such as Evans, Colorado. That 
means that a charter school in Denver will have 
a much harder time affording a new school or 
expanding compared to a school with similar 
enrollment in Evans.  

The amount that states allocate to each student 
may not cover school facilities equally. For 
example, in California the revenues per student 
are comparable to Arizona or Florida in terms of 
total dollars per student. However, the cost of 
real estate is much higher in California than it is 
in most other states. As a result, many schools 
in California have to allocate 20% of operating 

revenue for a facility project, whereas schools in 
Arizona or Michigan, where costs tend to be much 
lower, might be able to achieve the same results 
for around 10% of operating revenue. 

Just as with home ownership, charter schools in 
some locations will be able to take advantage of 
inexpensive land and low building costs and have 
several options for funding structures. Charter 
schools in other locations may find that, even with 
a relatively high budget, they’ll need to make some 
tough choices like deciding between hiring enough 
teachers or having a new facility. 

Charter School Capital has the expertise and 
tools to help you navigate those hard choices 
and find out how to best allocate your budget.

How Your Location Affects What You Can Afford
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04. Owning vs. Leasing: 
Charter School Edition



Many charter schools aspire to own their facilities, 
including land and buildings. In the United States, 
real estate tends to be a very sound long-term 
investment, both for individuals and for-profit 
companies. For 501(C)3 non-profits, including 
most charter schools, the story is a little more 
complicated. There are many factors that charter 
schools should consider when deciding to 
purchase real estate, including:

 � Long-term real estate trends in the local market

 � Fluctuations of the broader market

 � The underlying value of the land

 � Depreciation of buildings

In our experience, many charter school leaders 
who initially aspire to own real estate ultimately 
find that a long-term lease is a better value.

Owning vs. Leasing:  
Charter School Edition

O W N I N G  V S .  L E A S I N G : C H A R T E R  S C H O O L  E D I T I O N

1    First and foremost, total cost

Costs include lease or mortgage payments, or 
payments to bondholders. They also include the 
ongoing costs of maintaining and upgrading a 
property. In a lease scenario, these responsibilities 
are often negotiated or shared with the landlord—see 
Long-term Lease in Section 6. Also be sure to factor 
in the opportunity costs of your team’s time and 
energy, which can vary between leased and owned 
properties, depending on the age of the building, 
your relationship with the landlord, and the cost of 
labor and materials in your area. Visit our website to 
learn more about long-term lease financing. 

2    Nonprofit charter schools don’t see tax  
 benefits from owning real estate

The tax advantages of investing in real estate are 
irrelevant to non-profits, which are exempt from 
most taxes anyway.

3    Owning a facility means owning  
 the headaches

Owning a school means being responsible 
for emergency HVAC repairs, periodic roof 
inspections, snow removal, landscaping issues, 
and major renovations every decade or so. This 
can distract a management team from their 
primary mission, which is to educate students and 
continually improve the academic program.  

4    Leasing can help to mitigate the  
 risks of demographic changes

Over the course of a few decades, a neighborhood 
can change beyond recognition. Gentrification 
can force demographic change. Schools can shut 
down or relocate to the suburbs based on forces 
beyond their control. Property values advance 
and decline. With a long-term lease, a school has 
the option to relocate to a more advantageous or 
appropriate area at the end of a lease.

When determining whether to lease or own, here are four points to consider:
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05. A Quick Guide to the 
Four Types of Financing



We’ve come up with a hypothetical project 
with a budget of $7 million, and we’ll use six 
criteria to compare each option:

 � The cash needed to close the initial 
transaction

 � Annual ongoing costs to fund the facility

 � Underwriting or approval requirements 

 � Security interest or collateral 
requirements

 � Future options and constraints

 � And “other” considerations or challenges 

Depending on your school’s specific 
situation, one option may be the obvious 
best choice, or maybe you’ll need to weigh 
the pros and cons of a few different options. 
We go into more detail on each of the options 
throughout this manual. 

For each option, compare and contrast the 
amount of funds you’ll spend up front and 
annually to get the facility that you need. 
The time and opportunity costs associated 
with each option can vary widely, with bonds 
generally on the high end and long-term 
leases on the low end. Some transactions 
can take six to 12 months; a long-term lease 
typically takes between 60 and 90 days.

A Quick Guide to the  
Four Types of Financing

A  Q U I C K  G U I D E  T O  T H E  F O U R  T Y P E S  O F  F I N A N C I N G

In this section, we’ll look at the four main types of financing that charter schools 
use to finance facilities: cash, investment banks, bonds, and long-term leases.

All of these funding options are specific to the 
real estate itself. They don’t cover the furniture, 
equipment, and other things needed for daily 
operations. Most financiers prefer to invest in land 
and buildings and shy away from desks, chairs, 
and other equipment that depreciates quickly and 
is easily removed. Unlike many investors, Charter 
School Capital provides working capital financing, 
which allows schools to purchase technology, 
computers, equipment, furniture, buses, and 
anything else they need to serve their students. From 
our perspective, providing working capital financing 
is a smart investment because it helps to ensure a 
charter school’s long-term success. 

For more information, contact us at  
growcharters@charterschoolcapital.com.

A WORD ABOUT WORKING CAPITAL
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For most schools in our hypothetical $7 million facilities project, paying 100% cash isn’t an option. And 
even if a school were to have significant cash reserves, it still may not be in their best interest to use it. 
On one hand, the school wouldn’t be on the hook for interest payments nor would it have to provide 
collateral, meet underwriting requirements, or undergo time-consuming approval processes. 

On the other hand, for most, it would mean that the school’s cash reserves would take a major hit—and 
that’s money that might be more usefully deployed elsewhere. It could be used, for example, to hire more 
teachers, buy computers, or reinvest in academic programs.

A  Q U I C K  G U I D E  T O  T H E  F O U R  T Y P E S  O F  F I N A N C I N G

Cash needed to close the initial transaction

Annual ongoing costs to fund the facilities

Underwriting or approval requirements 

Security interest or collateral requirements 

Options or constraints for the future

Other considerations or challenges 

At least $7 million

$0

None

None

The initial investment of $7 million will 
grow or decline along with the value of 
the real estate.

Paying cash may leave a school without 
meaningful cash reserves to hire 
teachers, buy equipment, or cover 
emergency expenses.

Cash
The charter school uses cash reserves and donations to fund 100% of the project.
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A  Q U I C K  G U I D E  T O  T H E  F O U R  T Y P E S  O F  F I N A N C I N G

Cash needed to close 
the initial transaction

Annual ongoing costs 
to fund the facilities

Underwriting or 
approval requirements

Security interest or 
collateral requirements 

Options or constraints 
for the future

Other considerations 
or challenges

$2.1 - $2.8 million

$350,000 - $700,000

1. The charter school has been operating for a minimum of 5 years 
with regular charter renewals.

2. Surplus assets & revenue

1. Real estate

2. Operating revenue

3. All other assets—board members must sign collateral 
interest agreements.

1. Refinancing - a school may or may not be able to refinance down 
the road to achieve a better interest rate.

2. Variable rates - if the loan has variable interest rates, they will 
almost certainly increase over time.

The school must be able to afford to put down 20% - 40% in equity 
and commit to repaying the principal and interest on the loan over a 
term of 5 to 20 years.

For stable and mature-stage schools that have 
plentiful cash reserves, this can be a great option 
for undertaking a $7 million facilities project 
without wiping out the savings account. Expect 
the underwriting process to be thorough and 
time consuming—the bank will want to make sure 
that your school is stable and will still be around 
decades from now. 

Investment Banks
The charter must contribute 20% 
- 40% of the transaction in cash as 
equity and uses a loan from the bank 
to finance the other 60% - 80%.

Bank and bond financing both require 
security interest. That means that a charter 
school gives the lender or bondholders 
the right to repossess assets, commonly 
referred to as collateral, if the school stops 
making payments. 

When financing charter schools, banks and 
bondholders use the value of land, buildings, 
and other, often personal assets and revenue 
sources as collateral.

WHAT IS SECURITY INTEREST?
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A  Q U I C K  G U I D E  T O  T H E  F O U R  T Y P E S  O F  F I N A N C I N G

In our experience, many charter schools have their sights set on a bond, believing it to be the most 
advantageous and common funding structure. The reality is that just 12% of charter schools nationwide 
receive bond market financing; the other 88% of charter schools rely on other funding methods. 

As with bank financing, the underwriting for bonds is time consuming and involved, especially if a school 
has been operating for a short period of time or is waiting for a charter to be renewed. Unlike a bank loan, 
bonds don’t require a major up-front cash investment. 

However, bonds can become surprisingly costly, even with low interest rates, because it can take time for 
a school to accrue the cash reserves they are required to have in the bank for taxes and for the security 
of the bondholders. All the while, the school continues to pay interest. In addition, bonds usually require 
an outlay of hundreds of thousands of dollars in legal fees for each party’s attorneys in a (highly complex) 
transaction. 

Bonds
The charter school is the bond issuer, which means it owes the bondholders  
(usually security firms or banks) a debt. The school pays the interest over time  
until the bond’s maturity date, when the principal becomes due.

The debt-service coverage ratio, or 
DSCR, is a measure of the cash flow 
a charter school has available to pay 
its debts. This is one of the tools that 
investors use to determine whether to 
invest in a school or not. 

The ratio is calculated using a simple 
formula: DSCR = Net Operating Income / 
Total Debt Service. 

Note: A generally accepted DSCR is 1.15 
and above.

WHAT IS THE DEBT-SERVICE 
COVERAGE RATIO?
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A  Q U I C K  G U I D E  T O  T H E  F O U R  T Y P E S  O F  F I N A N C I N G

Cash needed to close 
the initial transaction

Annual ongoing costs 
to fund the facilities

Underwriting or 
approval requirements

Security interest or 
collateral requirements

Options or constraints 
for the future

Other considerations 
or challenges 

$200,000 - $500,000

$600,000 - $800,000

1. Operating for a minimum of 3 years

2. Regular and seamless charter approvals

3. Surplus assets & revenue 

4. Meeting the debt-service ratio requirements

5. Credit rating

1. Real estate

2. Operating revenue

3. All other assets—board members must sign collateral interest 
agreements.

1. Bonds are issued for terms of at least  
10 years.

2. Refinancing—a school may or may not be able to refinance down 
the road to achieve a better interest rate.

3. Bondholders can issue covenants - restrictive covenants 
forbid the charter school from undertaking certain activities; 
affirmative covenants require the issuer to meet specific 
requirements. 

1. 100% of the project is financed.

2. Transaction costs tend to be very high.

3. The charter school’s team will have to spend time and energy on 
a “roadshow” to pitch prospective investors.
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Cash needed to close 
the initial transaction

Annual ongoing costs 
to fund the facilities

Underwriting or 
approval requirements

Security interest or 
collateral requirements 

Options or constraints 
for the future

Other considerations 
or challenges

$0 - $100,000

$630,000 - $700,000

Requirements are flexible. Your academic record, charter, team, and 
student waiting list will be reviewed.

None

Scalable and expandable options for the future. For example, you may 
be able to rent part of a building, with the right of first refusal to lease 
another part of the building as you expand. The landlord may agree to 
make certain improvements or expansions down the road if you prove 
to be a reliable tenant

1. The school doesn’t have to raise cash or provide collateral.

2. No interest payments.

3. The opportunity for buyback - where the landlord sells the property 
to the school and the lease payments convert to mortgage payments.

Many schools begin with a long-term lease and then transition to a bond or a bank transaction after they’ve 
achieved stable revenue and enrollment. Long-term leases generally require relatively little cash up front. 
The cost of long-term leases vary based on location and are ultimately spelled out by the terms of the lease, 
but they can be relatively affordable, especially for newer, smaller schools. 

The underwriting requirements for a long-term lease are less involved than for a bond or bank transaction, 
though your board, charter, curriculum, and demographics will be reviewed in detail. 

No security interest or collateral is required, because the landlord owns the building and the land, and the 
school simply rents it and supplies its own furniture and equipment. That means future operating revenues 
aren’t held as security interest as they would with a bond or bank transaction. As a result, a school can often 
get financing for furniture and equipment, which may not be an option with bond or bank financing. 

Long-Term Lease
The long-term lease is a funding option available to just about any school, at any 
stage of maturity.

A  Q U I C K  G U I D E  T O  T H E  F O U R  T Y P E S  O F  F I N A N C I N G
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A  Q U I C K  G U I D E  T O  T H E  F O U R  T Y P E S  O F  F I N A N C I N G

A single charter school may be able 
to take advantage of all four of these 
funding methods.
Bank loans can help to ensure long-term stability, and there may come a time when a long-term lease is 
converted into a bond or, if you have several facilities, they could be pooled into a much larger bond.

A network of schools may accrue enough capital to make a large cash transaction financially sound. New 
schools and expanding schools will often find that a lease is the most affordable option for them.

Cash needed 
to close $7 million $2.1 - 2.8 million $200,000 - $500,000 $0 - $100,000

$0 $350,000 - $700,000 $600,000 - $800,000 $630,000 - $700,000

None
Minimum 5 years 

Surplus 
Assets and Revenue

Minimum 3 years 
Debt coverage and 

Surplus Rating?

Minimum 10 years 
Refinance risk 

Covenants

100% financing 
Transaction costs 

“Road show”

100% financing 
No amortization 

Buy back

Scalable, 
expandable

No minimum 
Academic success 

Flexible

20+ / -40 equity 
5-20 year term and 

amortization

Refinance risk 
Rate risk

Real estate and 
all assets

Real estate and 
all assets

None None

Cash = Build

Reserves?

Annual cost 
(example)

Underwriting

Security 
Interest

Growth 
Options

Considerations / 
Challenges

$7 million project example; bank assumptions 6-8% interest on debt, 30-40% equity, 10-20yr amortization; bond assumptions 6-9% interest rate, 18% transaction 
cost/additional financing, 30yr amortization; lease options 100% financing, 9-10% cap rate

C R I T E R I A CA S H BA N K B O N D LO N G-T E R M
L E A S E
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06. Which Funding  
Options Are Available  
to Your School?



For example, as shown in the previous section, it 
can be relatively difficult for early-stage schools to 
acquire bond and bank financing.

In this chart, the vertical axis shows the range of 
transaction size, from small to large projects—
from the investor’s perspective, this equates to 
“deal size,” or the amount of money they can 
expect to earn from doing business with you.  The 
horizontal axis represents a school’s long-term 
outlook, which is determined by a combination of 
its charter renewal status and years of experience.

We’ve funded more than 600 schools and helped 
support more than 800,000 students over 
the past 10 years. Based on our experience, a 
school’s funding options expand significantly 
when the transaction amount hits $10 million, the 
midpoint of the chart. 

Believe it or not, deals of less than $7 million are 
considered very small transactions, and many 
investors aren’t motivated to participate for 
amounts less than that. The reason? Financial 
investment and bond brokers undertake months 
of research and due diligence on any school they 
invest in, regardless of deal size. 

The process can take a year or more, and they 
charge around 2% of the total transaction. So, 
for the same amount of effort on their part, a $5 
million deal would generate $100,000 of income, 
but a $50 million deal would generate $1 million of 
income. 

W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

Which Funding Options  
Are Available to Your School?
The funding alternatives available to a charter school depend on two key metrics: 
the amount to be financed and a school’s long-term outlook, as indicated by its 
charter renewal status and years of experience.

(in millions)

$ SIZE OF 
FINANCING

FIRST RENEWED CHARTER

YEARS OF OPERATION

LARGE: $20+

$7 - 10

SMALL: $0 - 7

0 5 10+

Developer
Long-term Lease

Bond 
Long-term Lease 

Bank

Short-term Lease
Long-term Lease

Developer

Bank
Long-term 

Lease
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W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

For comparison, we put together an example to 
show you how different funding options apply to 
two different projects: one for  
$5 million and one for $20 million. 

GREEN indicates an easy or straightforward option.  
YELLOW indicates moderate effort. 
RED suggests that an option is very difficult or cost 
prohibitive. 

So, while a $5 million school project is relatively 
small, we’ve still marked the cash option Red 
simply because most charter schools don’t have 
$5 million in cash. 

Banks tend to prefer smaller transactions because 
they comprise a smaller percentage of their total 
loan portfolio and represent less risk. 

C R I T E R I A C A S H B A N K B O N D LO N G -T E R M
L E A S E

Cash needed to close

Annual cost

Underwriting

Security Interest

Growth Options

$5mm $5mm

$5mm

$5mm

$5mm $5mm

$5mm

$5mm

$5mm

$5mm $5mm

$5mm $5mm

$5mm

$5mm

$5mm

$5mm$5mm

$5mm $5mm

$20mm $20mm

$20mm

$20mm

$20mm $20mm

$20mm

$20mm

$20mm

$20mm $20mm

$20mm $20mm

$20mm

$20mm

$20mm

$20mm$20mm

$20mm $20mm

Comparison for illustrative purposes only. Rankings are based on hypothetical “School A” might base its options based on unique attributes and objectives.
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W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

How Experience and Charter Status 
Affect Your Options
And, as we’ve noted before, investors tend to prefer experienced charter schools that have shown that 
they have stable enrollments, predictable revenues, and good relationships with their authorizers. The first 
charter renewal is a crucial milestone. If you’re still in the first period of your charter, and your authorizer 
has not confirmed your success by renewing your charter and extending it for another five or 15 years, 
investors will consider your school to be a riskier proposition than those who have done so. 
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W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

1    Short-term leases

Startup charter schools with budgets of less than $7 
- $10 million and in the first period of a charter will 
typically begin with a short-term lease. Many schools 
start out by leasing office space, the basement of a 
church, or an unused public school. 

Short-term leases are a great option for new schools 
but they do have some risks. The landlord could 
decide to double your rent or decline to renew your 
lease at the end of the term, which could be in just 
a year or two. The school district may decide to 
reopen a traditional public school in the building 
you’ve been renting. Moving is a huge disruption and, 
if you have to move far away or you can’t get another 
lease, your school might be at risk. 

Three Options for Startup  
and Early-Stage Schools

In some states, such as California, 
there are laws that require local 
school districts with unused 
facilities to provide them to local 
charter schools. The facilities may 
be older and in less-than-ideal 
repair, but the price is often very 
good.

EXPERT TIP

2    Long-term leases

Today, there are also long-term lease options 
available to new charter schools. For example, 
Charter School Capital and other institutions 
are now offering 20 - 40-year leases to schools, 
including to promising, sustainable schools that have 
not yet had their first charter renewal. 

A long-term lease can give even early-stage and 
high-growth schools control over their facility as well 
as predictable monthly costs—removing the worry of 
rising interest rates or surprise rent increases. 

3    Partnering With a Developer

Some developers specialize in charter schools 
and will consider working with very early-stage 
schools, even those that haven’t opened their 
doors yet. They have the expertise to build 
schools from the ground up or to completely 
renovate an existing building. 

Developers like working with schools if the 
management team has an excellent track 
record or are part of an expansion program for 
a charter management organization (CMO) or 
education management organization (EMO). In 
this case, the developer accepts a high level of 
risk in order to invest in an early-stage school 
that most investors wouldn’t consider because 
they are working with people who also really 
understand the charter school market.
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W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

1    Bonds

Most schools aspire to own their facility, 
often through raising a bond—an arduous, 
expensive, and time-consuming process. 
A bond can be a great option for mature 
schools that are done expanding and are 
ready to move into their dream facility and 
forever home, with no further goals to expand 
beyond it. Bonds are typically issued for 30-
year periods, and if structured properly, the 
rates can be attractive. For large transactions 
($20 million plus), high legal expenses, 
brokerage fees, and transaction costs are 
spread over many years.

Remember, bond brokers usually aren’t 
motivated for deals of less than $10 million. 
And because bonds are issued for the 
specific cost of a specific facility, they don’t 
make sense financially if you’re planning on 
expanding. In that case you would have to 
find yet another funding source, while still 
maintaining your obligations to bondholders.  

Three Options for Later-Growth  
and Mature Schools
After a school secures its first charter renewal, more options become available, 
and the more conservative players in the capital markets begin to feel confident 
about participating. 

In the bond market, the default rate for charter 
schools is in excess of 5-6%. That means that 
5-6% of charter schools that obtain bonds have 
failed and bondholders have taken a loss. Because 
bonds are only issued to very stable, mature 
schools, that’s actually a high default rate. 

In contrast, Charter School Capital’s default rate is 
less than 1/10th of 1%, even though we fund a much 
broader range of schools, including startups. That’s 
because we provide other services, often for free, that 
support schools during growth and transition periods. 
This helps to ensure their long-term success.

BONDS AND DEFAULT RATES
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2    Banks

For schools with sustainable operations, equity, and 
cash reserves, bank financing becomes a viable 
option. As we’ve noted before, banks typically 
require charter schools to contribute around a third 
of the transaction (anywhere from 20% - 40%) 
as equity—which is a significant barrier for many 
schools. On the upside, the transaction costs are 
often lower than those for a bond.  

W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

3    Long-Term Leases

Just as with earlier-stage schools, long-term 
leases can be a highly efficient, reliable option for 
mature schools. Unlike bank transactions, leases 
don’t require a major outlay of cash for equity or 
the time, energy, and attorney fees associated 
with bonds. With a long-term lease, a school 
controls its property without the responsibility of 
investing in and owning real estate. 

32   |  © 2022 Charter School Capital 



W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

Your Financing Options Expand as  
Your School Matures

Pursue as many funding streams as  
you can at any given time.  
Financial markets are unpredictable, so having 
multiple options will ensure your school’s long-
term financial stability and lower your risks. Beyond 
the four financing options we’ve discussed in-
depth, here are some additional sources of funding 
for schools in various circumstances. Schools 
can (and should!) pursue any of these options in 
conjunction with other types of financing.

Community development financial 
institutions (CDFI) 
These are nonprofit financial institutions that 
operate like traditional banks but with a mission 
of providing affordable lending options to low-
income, low-wealth, and other disadvantaged 
groups and communities. Some CDFIs invest in 
charter schools. For more information, visit the 
Community Development Financial Institutions 
Fund at cdfifund.gov.

New market tax credits 
This program encourages business and real estate 
investment in low-income communities via a federal 
tax credit. The program is administered by the U.S. 
Treasury Department’s CDFI Fund and allocated by 
local Community Development Entities.

Reimbursement grants 
This type of grant comes in many different forms 
and can be attached to other vehicles, such as 
state bonds (see below). Reimbursement grants 
are just that—you first have to make a purchase 
and then submit your expenses to the program 
for reimbursement, which can take years in some 
cases. And you’ll need to find an alternate source 
of capital to make the initial purchases. Research 
your state, city, and private foundations to learn 
about your options for reimbursement grants.
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W H I C H  F U N D I N G  O P T I O N S  A R E  AVA I L A B L E  T O  YO U R  S C H O O L?

State bonds 
Available in some states (including Texas, Arizona, and California), state bonds can be a great option 
for charter schools, and they may come with grants and credit enhancements. These are government 
programs, so they can take an unpredictable amount of time. Remember: If a grant is a reimbursement 
grant, you’ll need to find an alternate source of capital to make the initial purchases, and then submit your 
expenses to the program for reimbursement. The National Alliance for Public Charter Schools lists in-
depth information on available bonds and other funding programs by state.

EB-5 
The EB-5 Immigrant Investor Visa Program is a federal program that allows foreign investors to become 
lawful permanent residents of the U.S. by investing at least $1 million to finance a business that employs 
at least ten American workers. In rural areas or places with high unemployment, the investment threshold 
is $500,000.

USDA Rural Development Fund 
The Department of Agriculture’s Office of Rural Development administers a variety of loans and grants 
with the goal of improving the economy in rural areas.
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Funding Approval
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F O U R  K E Y  FAC T O R S  F O R  F U N D I N G  A P P R O VA L

1    Sustainable Enrollment
Everyone, from banks to landlords to funding partners like 
Charter School Capital, wants to see that a school has stable 
or increasing enrollment. This is a key indication that a charter 
school will be sustainable over a long term. Prospective 
enrollment can be gauged by several metrics: current 
enrollment, a waiting list, and demand for charter schools 
in the local market. If a school is currently below target 
enrollment, financial partners will want to see that the wait list 
aligns with your enrollment targets. If you currently have 200 
students and you want to be at 800, but there are only 250 
kids on your charter, that will raise serious questions. 

Four Key Factors for Funding Approval
Unless you’re financing a project entirely with cash, your school will undergo a 
financing approval process for bank financing, a bond, or a lease. This can be 
relatively quick and straightforward for a long-term lease or extremely involved 
and time-consuming for a bond. Regardless of the type of financing your school 
pursues, investors will all want to see the same types of metrics.

2    Strong Leadership
Financial partners want to work with experienced leaders who 
have a proven track record in the charter school space. They 
want to see a strength of experience behind the leadership 
team, the management team, or the school itself. Investors 
may be happy to fund a startup school if the leadership team 
has already led other schools to sustainable success. A rookie 
management team will have a harder time obtaining investors. 

Potential partners will also want to see that a school has 
market-leading academic performance—that doesn’t mean 
all A’s across the board. Rather, they’ll evaluate your school’s 
academic performance in comparison with other charter 
schools in your area, the school district as a whole, and  
the state.
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3    Sound Financials
Investors don’t want to lend you more money than 
you can reasonably handle. They’ll look at your 
financial history and operating revenue as well as 
the value of the property you’re looking to lease or 
purchase. Financial partners will want to see that 
your debt obligations or lease payments are less 
than 20% of your operating revenue and that the 
cost of the property is consistent with property 
values in the local market. 

You have to be able to show you’ll be able to make 
payments over the length of the loan, bond period, 
or lease while still funding a quality academic 
program and breaking even or achieving a surplus. 

4    Good Governance
Financial investors are risk-averse by nature. The 
market is unpredictable enough as it is, so they like 
to avoid chaos in every other respect. For charter 
schools, that means having a stellar relationship 
with your authorizer. Investors will talk to the 
authorizer to ensure that they’re happy with your 
progress and have no hesitations about renewing 
your charter. 

They’ll also review your operations, with an eye to 
identifying preventable waste and inefficiencies, as 
well as the school’s adherence to internal controls. 
An active board that provides strong oversight 
also helps to assure investors that your school is a 
good bet. 

F O U R  K E Y  FAC T O R S  F O R  F U N D I N G  A P P R O VA L
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08. The Facility  
Financing Checklist



The Facility Financing Checklist

T H E  FAC I L I T Y  F I N A N C I N G  C H E C K L I S T

Plan ahead

 Include your entire staff in the planning  
 process—it affects everyone

 Lock in a stable leadership and  
 management team

 Understand how your school’s academic  
 performance stacks up in the market

 Understand the financial measurements  
 you’ll be subject to

 
Watch the market

 Keep an eye on rates and available products

 Understand real estate opportunities  
 and challenges

 Have realistic expectations—talk to other  
 schools about their experiences

Line up your internal  
experts—get volunteers!

 Legal

 Financial 

 Academic

 
Prepare for the deal

 Secure financing well in advance

 Choose providers experienced in charter  
 schools and that can adapt to your project

 Choose a partner like Charter School Capital  
 that can connect you with all the resources  
 you’ll need: funding, architecture, general  
 contracting, commercial development

 Remember that you may need to obtain  
 financing for working capital

 Ask about the total cost of ownership, both  
 immediately and over the long term
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 � Enrich education programs

 � Expand and open new schools

 � Develop new programs

 � Provide technology in the classroom

 � Hire and develop staff

 � Improve transportation options

 � Access new facilities

 � Enhance facilities - with labs, gyms, etc.

 � Seamlessly address budget shortfalls and 
delays (deferrals, holdbacks, etc.) 

 � Support increases in enrollment 

 � Finance furniture, fixtures, and equipment

For more information, get in touch with us: 

Loans made or arranged pursuant to a California Finance Lenders Law license ##603F028

We’re focused exclusively on helping charter schools access, 
leverage, and sustain the resources they need to spur growth 
and build more sustainable futures for their schools. Connect 
with us and learn how we can help you:

LIVE CHAT 
www.charterschoolcapital.com

EMAIL 
growcharters@charterschoolcapital.com

TOLL-FREE 
877-272-1001

https://charterschoolcapital.org
mailto:growcharters@charterschoolcapital.org

